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~ Business and Tran’sportetion'Agency :
DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL

Item 132 from the General

Fund A : Budget p. 245
Requested 1978-79 ............. TR OO SRR $11,522,050
Estimated 1977-T8........ccocevvueunnes vereeerers rerrerisenensiaes ; e 11,271,765
Actual 1976—TT ... e 10,074,451

Requested increase $250,285 (2.2 percent) v
Total recommended reduction .............oocoucrrvemmensnsceernnnans None

_ A Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS . page

1. Fee Structure. Recommend fee increase legislation to per- 174
mit recovery of cost. :

. 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 Senate. Headquartered in Sacramento,
the department maintains a northern division office in San Francisco,
which supervises eight northern district offices and a southern division
office in Downey, which supervises 10 southern district offices. Depart-
" ment staff is presently authorized at 449.3 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. 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

C’lzange from
I : __current year
. ' 1977-78 1978-79 Amount - Percent
" Licensirig $6,204,804 - $6,306,152 $101,348 1.6%
Personnel-years 249.2 249.2 T -
Compliance - 3979913 3,914,376 —65537 -—16
Personnel-years . 1473 140.3 . =70 —48
Administration . 1,500,328 - 1,564,834 64,506 43
Personnel-years ........ 52.8 528 = -
Total Expenditures $11,685,045 $11,785,362 $100,317 0.8%
Less reimbursements ...........oomivciivennsssmrens $413,280 $263,312 - .§-149968 ~—36.3%
Net Expenditures’ $11,271765 - $11502,050 = - $250285  .22%

Personnel-years : . - 449.3 T 4423 -70 -16
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Licensing Element : B

The objective of licensing is to prevent unqualified persons from engag- -
ing in the sale, manufacture or importation of alcoholi¢ beverages and to
prevent such operations in locations where the neighborhood would be
disturbed and police problems aggravated. Licensing involves the investi-
gation of applicants’ background, character, and financing to assure that
those who qualify will be unlikely to engage in disorderly or unlawful
conduct. The department processes applications from md1v1duals 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-
ment’s decision. Decisions on these and other matters may be appealed
to the Alcoholic Beverage Control Appeals Board (a separate 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, disciplinary action and suppression of various trade or
business practices proscribed by law. The department shares law enforce-
ment responsibilities with local pohce and other law enforcement agen-
cies.

Adminigtration Element o

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

ANALYSIS AND RECOMMENDATIONS
The department proposes net General Fund expenditures of $11,522,-
050, which is $250,285 or 2.2 percent above the current-year estimate.
Anticipated budget-year reimbursements of $263,312 result in a total ex-
penditure program of $11,785,362. The reimbursements include ‘$38,312
‘representing the final phase of a two-year demonstration project support-
ed by a $226,592 federal grant, through the Office of Traffic Safety. This
project is aimed at reducing the number of establishments in Los Angeles
County which manifest a pattern of serving persons who are subsequently
arrested for drunken driving. The remaining $225,000 consists of fees the
department charges for (1) fingerprinting license applicants, (2) tran-
scripts of hearings, and (3) copies of the Alcoholic Beverage Control Act.
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The General Fund increase of $250,285 consists of $119,384 for salary and
staff benefit adjustments and $130,901 for operating expenses and equip-
ment. The major increases in this category (other than price inflation)
consist of $22,500 for a study of the price posting unit and $40,000 to
implement Chapter 1044, Statutes of 1977, which granted an exemption to
existing tied-house restrictions. These restrictions generally preclude pro-
ducers and wholesalers from engaging in the retail sale of alcoholic bever-
ages. Chapter 1044 requires the beneficiary of the exemption to meet
certain conditions designed to create new employment and job training
opportunities for low income persons and to establish businesses owned
and managed by them. The department proposes to employ a part-time
consultant to monitor compliance with these requirements.

Status of Minimum Price Maintenance Law

On December 6, 1977, the California Supreme Court heard oral argu-
ments in the case of Christine T. and Richard E. Corsetti, in which the
Alcoholic Beverage Control Appeals Board earlier had ruled that the
minimum price maintenance provisions of the Alcoholic Beverage Con-
trol Act were invalid. Pending a final legislative or judicial decision on
price posting, the department is continuing to enforce the existing state
law, Should the Legislature repeal these provisions or the judicial system
invalidate them, there would be annual savings of about $200,000 in the
department’s budget
- We continue to support the elimination of minimum price mainte-
nance. It is conceivable that the average retail price of distilled spirits
would decline significantly if price posting was discontinued. A previous
study by our office indicated that such reductions could average 10 per-
cent below present market prices.:

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
fees and license transfer fees, for example, are deposited directly in the
General] Fund. License renewal fees, intracounty transfer fees, and
amounts paid under “offers in compromise” (i.e., penalties in lieu of li-
cense suspension) 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 among 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.

Historically, the department has generated enough license fee and mis-
cellaneous revenue to cover its costs, but for the past four years operating
expenses have exceeded revenues. As shown in Table 2, the department
estimates that General Fund revenues for the budget year derived from
fees and charges will amount to $10,535,000 compared to expenditures
exceeding $11.5 million.

In the 1975-76 and 1976-77 Analyses, we recommended legislation to
increase license fees in order to eliminate the department’s revenue defi- -
ciency. Last. year we recommended that the department’s expenditures
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DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL—Continued

" be tailored to available revenue, and the Legislature conditioned a portion
of the department’s appropriation on the enactment of a fee increase in
Chapter 245, Statutes of 1977 (AB 754). The legislation increased renewal
fees and amounts paid under “offers in compromise” by-10 percent. The
increase ($1,650,000 for the budget year) is deposited directly in the Gen-
eral Fund, effectively doubling the General Fund revenue from these
sources.

Table 2
License Fees and Miscellaneous Revenue
Department of Alcoholic Beverage Control
(General Fund)

Actual Estimated Estimated

. 1976-77 1977-78 1978-79
Miscellaneous _ : $5,244 ' - -
Original license fees : 2,061,700 $2,200,000 $2,250,000
Transfer fees 4,471,522 4,500,000 4,500,000
Special fees : 306,608 300,000 300,000
Service charges y 132,296 150,000 175,000 .
Penalties 7,146 ‘10,000 10,000
General Fund portion of annual fees and offers i

in compromise . 1,602,151 - 1,650,000 1,650,000
Chapter 245, Statutes of 1977 ......crmmmmmorarens - 971,000 1,650,000

Total Revenue .... $8586507 - $9,781,000 $10,535,000

Fees Still Need Adjustrhent

We recommend that legislation be enacted to permit the department
to recover costs of services provided, .

Notwithstannding enactment of Chapter 245, the department continues
to experience a revenue lag in terms of its cost of operations. In the budget
year, costs will exceed revenues by $987,050, and this amount will increase
by the amount of any salary or staff benefit increase approved for the
budget year.

The Governor’s Budget indicates that the department will seek addi-
tional legislation to increase revenues during the 1978 legislative session.
We believe that the focus of such legislation should be on those areasin
which the department provides a service to the alcoholic beverage indus-
try and for which it collects either no fee or a fee which does not cover
its costs. For example, the department approves each individual event at
which the holder of a caterer’s permit wishes to sell alcoholic beverages.
The $100 annual fee charged on-sale general licensees for the caterer’s
permit does not offset department costs of approving each event and no
additional fee is collected. According to the budget, approximately 11,400
such authorizations will be granted in the budget year. If a fee of $10 was
imposed on each catering authorization, approximately $114,000 would be
generated annually. -

Another service for which a fee could be imposed is certification of
managers. Under the Alcoholic Beverage Control Act, anyone who man-
ages an on-sale licensed premise must have the same qualifications as an
on-sale license holder. Procedures by which the department reviews and
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certifies the manager applicant are outlined in the Administrative Code.
Despite the substantial work required to review a manager’s qualifica-
tions, no fee is charged. Approximately 1,640 manager certificates will be
processed in the budget year. We believe that a fee offsetting processmg
costs would be appropriate.

Business and Transportation Agency i
ALCOHOLIC BEVERAGE CONTROL APPEALS BOARD

- Item 133 from the General o
Fund ' - ~ Budget p. 249

Requested 1978-T9 ......ccvmirvcrereinsrvenisions S e $218,440
Estimated LO7T=T8.......cccremerirereseeseesrensesteseesesens veeeieenis 214,956
ACtAl 1OTE—TT ...t sesesessesenns reerernaeree .. 191,548

Requested increase $3,484 (1.6 percent) ‘ , '
Total recommended reduction ... eeineneeitenrivnsen s None

GENER'AL PROGRAM STATEMENT

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 relatmg to penalty assessments or to the issuance, denial,
transfer, suspension or revocation of any alcoholic beverage hcense 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-
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 intermediate ap-
peals forum between the department and the state’s courts of appeal
which, upon petition, review board decisions. During 1976-77, 152 appeals
were filed and 139 decisions issued. The appeals board reversed 19 depart-
mental decisions. As of June 30, 1977, it had processed 4,609 cases since its
creation.. ,

ANALYSIS AND RECOMMENDATIONS

We recommmend approval.

The board proposes a budget year expenditure of $218 440, which is
$3,484 or 1.6 percent above the current year estimate. This increase con-
sists of $1,480 for salary and employee benefits adjustments and $2,004 for
higher operating costs.
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Business and Transportation Agency
STATE BANKING DEPARTMENT

Items 134-136 from -various . :
funds ' ‘Budget p. 250

Requested 1978-T79 .......cocoevvevreerernnae reverererssstsaersrensasineseaasvariessens $5,836,849

Estimated 1977-78............ ererirenes etereerteertenst st eaa et rboarseneresaesaaneanrens 5,551,750

Actual 1976-77 ....... O U SV eSS N 3,793,257
Requested increase $285,099 (5 1 percent)

Total recommended reduction ............ccnenie. e ieeeeaeesaen $70,000

1978-79 FUNDING BY ITEM AND SOURCE .

Item Description Fund Amount
134. State Banking Department ~ State Banking $4,836,849
135 California Small Business Loan . ) o

Program "+ General 1,000,000
136 State Banking Department i Small Business Loan Re- (1,000,000)

. serve Fund NI ‘ .
- $5,836,849

. Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Consultant Services. Reduce Item 134 by $40,000. Rec- 177
ommend deletion of the interagency task force on electron-
ic funds transfer systems (EFTS)..

2. FEquipment. Reduce Item 134 by $30,000. Recommend = 177

~ deletion of funds for word processmg equipment.

3. Term Loan Program. Brr'duce Itern 134 by $161,452 and 179
augment Item 136 by $1 ﬁ] 452 from the State Banking Fund,
Recommend the Small Business Loan Reserve Fund be used
to support all act1v1t1es assomated with the term loan pro-
gram. - -

4. EDP Act1v1t1es Recommend documentatlon of unportant 179
computer applications be improved. .

GENERAL PROGRAM STATEMENT

The primary respons1b1hty of the State Bankmg 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 responsi-
bility for 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
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are in Los Angeles, San Diego and Sacramento. The current authorized
staff is 161 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 $5 836,849 which is $285,-
099, or 5.1 percent, above estimated current year expenditures. The de-
partment anticipates budget year reimbursements of $65,000, primarily in
fees for (1) examining trust companies, (2) conducting special examina-
tions of banks and (3) administering the local agency security program.
This will produce a total expenditure program of $5,901,849.

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

New Positions (Continued Supervision of Existing Banking Facilities)

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. The equivalent
of four bank examiner positions is being used to staff the program. The
department is requesting two examiner III positions to expand this pro-
gram to include a larger number of institutions.

Consulting Servuces

We recommend the deletion of funds for the interagency task force on
electronic funds transfer systems (EFTS) for a reduction of $40,000 in Item
134

The department has budgeted $40,000 as its share of the second-year
costs for an interagency task force on electronic funds transfer systems
(EFTS). The Business and Transportation Agency and the State and Con-
sumer Services Agency are coordinating the task force which currently
includes the Departments of Banking ($40,000 contribution), Corpora-
tions ($20,000 contribution), Savings and Loan ($40,000 contribution) and
Consumer Affairs (services-in-kind contribution). See analysis of the Sec-
retary of Business and Transportation Agency (Items 31 and 32) for our
recommendation on the deletion of funds for the interagency task force
on EFTS. .

Equipment.

-We recommend the deletion of $30 000 for word processing equipment
In Item 134. ‘

The department has budgeted $30,000 for the purchase of two word-
processmg units in lieu of two new clerical positions. Because of current-
year savings, the department indicates that sufficient funds are available
to purchase the equipment prior to the end of this fiscal year. We there-
fore recommend the reduction of $30,000 for this equipment in the budget
year.



Table 1
Cost and Staffing Data
State Banking Department

Actual 1976-77 = - . Estimated 1977-78 Proposed 1978-79
R : Personnel- ) . Personnel- - " Personnel- .
Program . - Element years Cost . years Cost - - years Cost
1. Licensing and supervision of banks i ' o . ‘
and trust COMPANIEs wuvvvvvvvvcsicesscssersene Investigation of applications for .41 $138,805. . 45 $141,500 6.5 $163,250
’ new facilities - _ . 5
Continuing supervision of exist- 115.2 3,224,373 135.9 3,909,887 1395 4,146,147
ing banks . ) R
Continuing supervision of exist- 85 256,050 80 285,300 . 80 306,500
ing trust companies )
2. Regulation of transmitters of money.
abroad 15 - 187,416 60 120,000 30 - 50,000
3. Certification of securities.........oooue... : ’ 0.3 7,412 04 - - 9,000 0.4 9,500
4. Administration of local agency secu- - o : :
Tity ; - : 2.3 33,258 2.5 37,500 - 2.6 40,000
5. Supervision of California business :
and industrial development corpora- - X .
tions....... . 0.5 16235 07 21,000 10 25,000
6. Term Loan Program.........c.eeemnsreres - - 3.0 1,092,563 6.0 1,161,452
7. Departmental administration (pro- : . )
rated to other departmental pro- o R . 3 ]
grams) . Executive and administrative (10.0) (256,711) (160) - (385,000) (18.0) (460,000)
services
Legal and legislative services (10.6)- " (235,406) (12.0) (327,514) (12.0) (355,000). -
. . Research-information services _(87) (137,792) _(80) (174,090) 90y . (202,162) -
Total Programs - 1384 $3,863,549 1610 . $5616750 . 1670 $5,901,849
Reimbursements ...........oivesmcersnmerrennenes —70,292 : —65,000 —65,000

Net Total Programs ........... S, ' . $3,793,257 - $5,551,750 . °$5,836,849.

penuiguod—IN3N1IHVdIq ONDINVE 31VLS
NOILVIHOJdSNVYL ANV SSANISNd / 8L)
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Term Loan Program

We recommend that the Small Busmess Loan Reserve Fund be used to
support all activities associated with the term loan program, thus reducing
Item 134 by $161,452, augmenting Item 136 by $161,452 from tbe State
.Banking Fund.

Chapter 1064, Statutes of 1977, estabhshes the California Small Business
Loan Program (term loan program) to provide term capital for small and
medium-sized businesses. The Small Business Loan Reserve Fund was
created to accept funding for (1) the state’s premium contribution for
loans (General Fund) and (2) administrative expenses (State ‘Banking
Fund). The department is requesting $1 million from the General Fund
for loans in the budget year. The administrative expenses are budgeted at
$161,452 which includes six full time positions. This amount, however, is
included in the State Banking Fund and not in the Reserve Fund for the
budget year. We recommend that Iten 134 be reduced by $161,452 and
that Item 136 be augmented by $161,452 from the State Banking Fund,
thus allowing the Legislature to monitor the costs of this new program. -

EDP Activities

We recommend that documentation of important computer applica-
tions ‘be improved.

We have reviewed the documentatlon of computer apphcatlons devel-
oped by the Department of Banking and find it in need of updating and
clarification. Such documentation is especially important in smaller de-
partments because of the dependence on one or two individuals.

The loss of key technical personnel could have an adverse effect on
important eomputer applications without adequate documentation for
replacement personnel to review. Therefore, we encourage the depart-
ment to remedy this situation as soon as possible. v
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Business and Transportation Agency
 DEPARTMENT OF CORPORATIONS

Item 137 from the General

- Fund , c Budget p. 257
Req'uested 0o £ (O rveneneeriaen $6,264,572
Estimated 1977-78........ e reersiressensaessesserseressesesestsessasesearorsesisns 6,508,754
ACHUAL LGTO-TT ...ooereerieeosisisseseessresssessnessssesssrssssssasasssassassasenses 6,214,012

Requested decrease $244,182 (3 8 percent) :
Total recommended reduction ........c..ceierverecnecressecossennns $20,000.

o . : . . A Aﬁa]ysis
SUMMARY. OF MAJOR ISSUES AND RECOMMENDATIONS Dpage

‘1. Consultant and Professional Services. Reduce by $20,000. - 181
" - Recommend reduction for interagency task force on elec-
tronic funds transfer systems (EFTS).

_GENERAL PROGRAM STATEMENT

- 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
out this mission through three: programs: (1) investment, (2) lender-
fiduciary and (3) health care service plans. The cost of the department’s
administrative program is prorated to these three programs.

‘Under the Investment program the department approves securities and

“franchises offered for sale and conducts investigations to enforce the vari-
ouslaws administered by the department. The L.ender-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
Knox-Keene Health Care Service Act of 1975.

The Department of Corporations is administered by the Commissioner
of Corporations, who is appointed by the Governor. Headquartered in
Sacramento, the department maintains branch offices in San Francisco,
Los Angeles and San ‘Diego. Authorized staff currently consists of 379.2
positions. Cost and staffing data for the department s programs and sup-
porting elements are depicted in Table 1.

. ANALYSIS AND RECOMMENDATIONS )

‘The department’s request of $6,264,572 is $244,182 or 3.8 percent below
estimated expenditures for the current year. The department anticipates
that budget-year expenditures of $4,060,479 from reimbursements, pri-
marily fees for examining the financial records of licensees, will produce
-a total expenditure program of $10,325,051.
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New Positions (Investment Program)

The department is requesting two attorneys and two auditors for this
program. The attorneys will be used to process existing and projected
casework. The auditor positions will allow the department to maintain the
examination schedule for broker-dealers, investment advisors and com-
modity licensees.

- Reduced Positions (Health Care Service Plans Program)

_ At the present time the department has 9.2 temporary help positions for
this program. The budget-year request is to eliminate 7.2 temporary help
positions-and convert the two remaining positions to data abstractors. The
abstractors will be used in place of special consultants to gather and organ-
ize medical survey data.

Manual File Conversion (Administration)

The department is required by statute to maintain a record of all appli--
cants since 1917. Several years ago, applicant data were microfilmed and
an index card system was designed to aid in locating the film and to
identify the existence of records on any company. The index system, -
located in Los Angeles, is now estimated to include two million cards.

The department is currently conducting a feasibility study to automate
this process, and $43,320 is included for.the budget year to implement the
results. The department anticipates that a conversion to a decentralized
automated system would reduce the number of clerical positions needed
to staff the file unit and result in cummulative savings by the end of the
third year of operation. We will review the study prior to any expenditure.

Co'risulting and Professional Services

We recommend a reduction of $20,000 for the interagency task force on
electronic funds transfer systems (EFTS).

The department has budgeted $20,000 as its share of the second-year
costs for an interagency task force on electronic funds transfer (EFT)
systems. The Business and Transportation Agency and the State and Con-
sumer Services Agency are coordinating the task force which currently
includes the Departments of Corporations ($20,000 contribution), Bank-
ing ($40,000 contribution), Savings and Loan ($40,000 contnbutlon) and
Consumer Affairs (service-in-kind contribution).

We recommend elimination of the funds for this activity. See analysis
of the Secretary for Business and Transportation, Items 31 and 32. '



Table 1
_ Cost and Staffing Data
~ Department of Corporations Programs

Actual 1976-77 - Estimate 1977-78 Proposed 1978-79
. 1 : Personnel- . Personnel- Personnel- ,
, Program Element Years © Cost " Years Cost Years Cost
" Investment .........ocvuenesnecensisenneen: Qualifications .......... esseasnesamsesterssanissens 76.8 $1,746,593 89.5 - $2,275,.364 90.0 2,350,993
Franchises ; 68 167,967 75 190,485 76 196,943
Regulation and Enforcement ........ 752 - 1,832,890 83.6 2,164,614 88.0 2,337,251
CommOities ........corrrusmiveerseisensnns 2.1 49,189 26 63,659 2.6 65,760
Lender:Fiduciary ..........cocveeererrurer Check Sellers and Cashers Law .... 1.0 25,599 11 28,040 11 28,924
Credit Union Law . 40.1 919,490 49 1,133,294 © 451 1,191,179
- Escrow Law .......cccoveersvenee 221 513,696 249 628,502 25.1 650,299
Industrial Loan Law 15.7 386,205 176 446,987 17.7. 462,390
Personal Property Brokers Law 306 733,158 343 867,025 345 896,497
and California Small Loan Law
Retirement Systems stclosure 0.3 4,321 - = - -
Law .
Trading Stamp Law ....ooooeeersseeneene : 0.3 6,175 03 6,454 0.3 6,794
Health Care Service Plans............ Licensing . 26.0 724,492 20.7 685,087 11.2 425331
Financial Examinations.........ce.vrees ) 14 195,542 30.1 698,757 293 706,352
Medical Survey . 15 42,673 72 555,866 7.0 558,245
. Enforcement ..........cc....... evsersereesenns 1231 644,399 149 443,275 145 448,093
Departmental = Administration .
(costs prorated to other pro- o - ’ - ‘ ‘
BTAINS) .oevoereiaserrensmsosssessssessenssnsins General Office......ouvvviivmmenmrensesnonse 9.0 (250,971) (9.0 (275,487) (9.0) (281,166)
Accounting and Personnel Office (7.1) (139,844) (8.0) (170,871) _(80) (177,303)
Total Programs .......... : 320.0 $7,992,389 379.2 $10,187,409 3740 $10,325,051
Reimbursements.... ) —1,778,317 —3,678,655 —4,060,479
Net Total Programs.......occicunvens . $6,214012; - . $6,508,754 754 _ $6,264,572

aThxs law has been repealed effechve January 1, 1977 by Chapter 534 and Chapter 840 (SB 140 and AB 4114) Statutes of 1976. .
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Business and Transp_ortation Agency
DEPARTMENT OF CORPORATIONS

Item 138 from the General

Fund - Budget p. 263
Requested 1978-T9 ... irereerenrersseessienssesssssvasssssssssessasess $3,780
Estimated 19TT=T8.......coccerevmirvrmrririnrerrosesreriosesissessosesssosssanssessesees . 3,780
Actual 1976-T7 ......ocivverieerciseseereanns evereseteaetes st s saeasartenen - - 11,300

Requested increase—None ; '
Total recommended reduction ............eiireivnrenennn, ererenen " None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

Chapter 941, Statutes of 1975, requires health care services 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 Wthh W111
enable enrollees to submit grievances to the plan. .

Currently, the County of Contra Costa operates a hea.lth care service
plan for its Medi-Cal recipients. ‘

This itemn appropriates $3,780 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' ECONOMIC AND BUSINESS DEVELOPMENT

Items 139-140 from the General

Fund 7 o Budget p. 264
Re'quested 1978-T9 .. susussussnisssssssessnivesasaasesass $4,909,626
Estimated 1OTT=T8......uivrrriisrsesessestesssissssssssssssssesssssressssene 2,775,114
Actual 1976=TT ...t esssssssssessens None

Requested increase $2,134,512 (76.9 percent)

" Total recommended reduction .........cceicorrneervisersseresvessansens Pending
1978-79 FUNDING BY ITEM AND SOURCE : :
Item Description Fund Amount
139 Department of Economic and - . - General : $4,284,626
‘ Business Development—State sup- 7 :

port . .

140 : ©  State matching funds for federal . General 625,000

- . grants and loans
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DEPARTMENT OF ECONOMIC AND BUSINESS DEVELOPMENT—Continued

v . S ] ) Analysis -
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page
1. Support Budget. Withhold recommendation on depart- - 186
ment’s proposed budget pending subm1s31on of detailed
. staffing information. y : o

GENERAL PROGRAM STATEMENT

The Department of Economic and Business Development was created
by Chapter 345, Statutes of 1977 (SB 28) for the purpose of stimulating the
state’s economic growth. It replaced the defunct Department of Com-
merce.

The new department became operatxve January 1, 1978 and is the
state’s principal agent for:

1. Coordinating federal, state and local economic development pohmes
and programs to maximize their effectiveness; -

*2. Applying for and allocating federal economic 'development funds;

3. Assisting state agencies W1th unplementahon of- state econom1c de-
velopment policy;

4. Advising the Governor regarding his annual Economlc Report and

5. Providing information and statistics on the state’s economy, tourism
and international trade.

Headed by a Governor-appointed director, the department is to receive
guidance from a 21-member adv1sory councﬂ representmg 2 Cross- sectlon
of California’s economy.

‘The department is composed of the following seven ofﬁces with func-
tions as specified.

1. Office of Business and Industrial Development. This office is re-
sponsible for promoting the expansion of business activity in California. It
. will seek to* achieve this goal by acting as a liaison between government
and the business community, and by providing pertinent economic infor-
mation and technical assistance to private and public entities. It will also
attempt ‘to assist ‘business by expedltmg the processmg and review of
permiits.

2. Office of International Trade. Expansmn of Callfornla s -export
trade is the primary objective of this office. Proposed actions to accomplish
this objective include (a) providing technical assistance in export proce-
dures, (b) relaying trade leads to California producers and (c) publishing
an export directory, exporter’s guide, and other pertinent information.
Chapter 1169, Statutes of 1977, (SB 666) requlres the ‘office to ‘provide
specified technical and informational assistance in exporting Cahforma s
agricultural products.

3. Office of Visitor Servzces This office is resp0n51ble for economic
and employment development through promotion of tourism in Califor-
nia. The proposed activities include (a) developing, publishing and dis-
tributing various promotional materials, (b) providing research:and
technical assistance to other state, private and local entities involved in
tourism prornotion, and (c). responding to tourism inquiries.

4. Office of Local Economic Development. Statewide economic and
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job development through assistance and cooperation with local economic
development entities comprise the mission of this office. Implementing
activities include (a) providing technical assistance to local entities for
assessing economic needs, developing strategies and implementing devel-
opment plans, (b) admlmstenng grant and loan programs sponsored by
the federal Economic Development Administration (EDA) for local eco-
nomic development and (c) coordinating state and local development
plans to maximize economic and job development impact.

These activities are performed by the staff of the Economic Develop- '
‘ment Unit which is transferred by Chapter 345 from the Department of
Housing and Community Development to the Department of Economic -
and Business Development.

5. Office of Small Business Asszstance This office is responsible for
providing financial and management ‘assistance to small, economically
disadvantaged and minority businesses. Its major activities include (a)
administering a loan guarantee program which underwrites private loans
to businesses unable to obtain financial assistance from conventional lend-
ers, (b) providing management and other technical assistance to small and
dlsadvantaged businesses, and (c) cooperating with the private sector to
create and expand economic opportunities for minority-owned businesses.’

The Small Business Development Board, formerly the California Job
Creation Program Board, has been transferred by Chapter 924, Statutes
of 1977, (AB 1050) to the department and has become its Ofﬁce of Small
Busmess Assistance.

6. Office of Economic Planning, Policy and Research Deve]opment
 The purpose of this office is to prov1de planning, analysis and research
support for overall, state economic development. Its principal activities
include (a) gathering, analyzing and distributing pertinent economic
data, (b) preparation of pertinent studies with respect to resource and -
environmental, as well as economic impact, and (c¢) advising the Governor
and the Leglslature on the economic impact of governmental policies and
regulatlons

7. Office of Administration. This office provides program 1mplemen- ‘
tation and administrative leadership for the department

ANALYSIS AND RECOMMENDATIONS -

The new department became operative ]anuary 1,1978, and is currently
being staffed. Its proposed budget requirements for the last half of the
current year and for 1978-79 are shown in Table 1. :

Budget Documents Lacking

We withhold recommendation on the departments proposed budget
peiding submission of detailed staffing information.

The Governor’s Budget shows the total number of proposed staff and
expenditure requirements for each of the offices of the new department.
However, it provides no detail with respect to the types of positions and
funding level. The budget document states that a detailed list of positions
for the current and budget year will be submitted at the time this budget
is reviewed by the respective legislative fiscal committees. Therefore, we

i
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o Table 1
Requlrements of the Department of Economic and Business Development
’ Personnel-years Expenditires (thousands)
i T Estimated . Proposed Estimated - Proposed
L Offices - 1977-78 1978-79 1977-78° - 1978-79
Business and industrial development ........ 30 . 7.0 $84.9 $169.8
International trade ; 15 35 84 - .. - 1308
Visitor services ; 15 R ¥:1 . 594 130.8
Local economic development.......c.wce 50 110 ©14964° 0 33267
Small business assistance ... 45 " 100 2,193.2° - 32762
Economic planning, policy and research - )
" development 3.0 70 . 105.0 173.8%
Administration ; 10 120 167.3. 368.0
Totals . erseisisionsiionns | 2D.5 540 © o $4,1916° -$7,576.1
Federal funds . . —1416.5 —2,6665 -

Net General FUmd Costs....cwmimmmsmecmmne S - 751 - $4,909.6

bt Ha.lf-ye&r expenditures. )

b Includes federal Econornic’ Development Adrhinistration (EDA) grants of $1.2 million in 1977-78 and
© $2.5 million in 1978-79.° }

* € Contains $160,500 in federal, EDA. funds.

9 Includes federal EDA grants of $5,994 in 1977-78 and $166,494 in 1978-79.

w1thhold recommendatlon pendmg recelpt and analysis of th1s informa-
tion:

Small Business Asslstance Progrem ‘Under Review
The Office of Small Business Assistance, formerly the California ]ob
Creation Program, is currently undergoing a joint program review audit
by the Business and Transportation Agency and the Department of Fi-
nance. For the duration of the audit, all new underwriting and assistance
activities have been suspended. The audlt is expected to be completed by
March 1978, which would. allow for legislative review at the budget hear-
ings. ' '

Business and Transportation Agency
DEPARTMENT OF HOUSING AND COMMUNITY

DEVELOPMENT
Items 141-142 from the General o
‘Fund - Budget p. 267
Requested 197879 .......cc..ccoununn.. Cireeesapossidimnissens vieevioriin reseaisiieees $12,725,395
Estimated 1977-78.......... : ~ 7,789,266
Actual 1976=TT .......ccoivecierrmmrirrreersesssivivsssnns chrnnsetsnnnnssneianes 050845687

 Requested increase $4 936,129 (63 percent) ' . -
Total recommended TedUCHON ....ovvvivvrerisnesiresssssresesissisannes $1,342,414
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© 1978-79 FUNDING BY ITEM AND SOURCE

Item Description Fund _ . Amount
141 - Deparlment of Housing and Community General . $10,050,395
Development . . ..
142 Department of Housing and Community General 2,675,000

Development i i - )

$12,725,395
‘ Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATlONS page

1. Housing Assistance Payments. Withhold recommendation 191

pending receipt of additional 1nformat10n on administrative
‘support. R

2. Farmworker Housing Grants Program Reduce Item 141 by 192 .
$1,287,500. Recommend reduction in program size to =
amount of initial approval by Legislature.

3. Legislative Coordination. Reduce Item 141 by $14, 414 - 193
Recommend deletion of staff service analyst.

4. Purpose of Local Official Training Unclear. Reduce Ttem 141 = 194
by $20,000. Recommend funds for trammg local officials be
deleted.

5. Research and Statistics. Recommend five positions | be es- 194
tablished on 2-year limited term basis. :

6. Solar Demonstration Project. Withhold recommendatxon 195

' pending receipt of additional information on spemﬁc plans '
- for project implementation. _
7. Administration. Reduce Item 141 by $10000 Recommend 195
“deletion of Commission on Housing and Community Devel- -
opment per diem and travel expenses.
8. Administration. Reduce Item 141 by $10,500. Recommend 196
- deletion of clerical position in administrative services unit:

GENERAL PROGRAM STATEMENT

The Department of Housing and Community Development has the

following responsibilities:-

(1) To protect the public from inadequate constructlon manufacture
repair or rehabilitation of buildings, particularly dwelhng umts, and
from unsafe -and unsanitary living conditions.

(2) To promote decent housing and livable communities.

(3) To define problems in housing and housing environments and de-

.. vise appropriate solutions.

ANALYSIS AND RECOMMENDATIONS

The Department proposes a 63 percent increase in General Fund sup-
port in the budget year. Significant program increases are (1) a $5 million
solar energy demonstration project, (2) an additional $2.5 million for farm-
worker housing grants and (3) reimbursable staff support to the Energy
. Resources Development and Conservation Commission. Significant pro-
gram reductions are (1) the transfer of the economic development unit

to a new department and (2) a decrease in funding for rural and migrant
affairs.
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The department’s responsibilities are carried out through three divi-
sions (Codes and Standards, Community Affairs, Research and Policy De-
velopment), an administrative element, and the Commission of Housing
and Community Development. The resources utilized by the department
are summarized in Table 1.

Table 1

Housing and COnimunity Development Program Summary
Personnel-Years - FEpenditures
Actusl  Estimated Proposed ~ Actual Estimated Froposed
" Program Flements 9677 197718 19/8-19 97877 97718 1978-79
Codes and Standards.................. 1645 1741 186 $4,079,855  $4,565,631 $4,955,655
Community AfFairs...........ccoou.... 379 755 692 3,963,725 11,307,367 . 9,253,437
Research and Policy Develop- )
11753 1L U N 26 314 332 685,431 905,302 5,954,811
Administration (Distributed to : ’
other programs) .........ccoeuueee (21.5) - (30.3) (30.3)  (534,064) (814,888) (826,889)
Program totals 2284 9281 2884 $8,729011  $16778300  $20,163,903
Reimbursements , —330,802 —989,110 —416,480 . .
Net, program total ; 8398209  15789,190 19,747,493
General Fund 5,084,587 7,780266 12,725,395
-Other . 3,313,622 7,999,924 7,022,028

CODES AND STANDARDS
~ The Codes and Standards Division attempts to protect the public from
unsafe and unsanitary structures, and to promote durability in structures.
This effort is implemented through six elements, the staffing and cost of
which are detailed in Table 2.

Table 2
Codes and Standards Program Summary

Personne)-Years ‘ Benditures

Actus]  Estimated Proposed Actudl Estimated Proposed.

Program Flements 1976-77 197778 1978-79 19777 1977-78 9787

State Housing Law and Earth- v _
quake Protection Law ... 73 73 108 $205,494 $204,146 $247,319
Employee Housing Act.......... 214 273 269 466,886 799,664 . 719,009
Mobilehome Parks.. 588 64 651 1,655,948 1,708,780 1,791,830
Mobilehomes .......cvmomnerrrsenes 723 . 699 721 1,633,500 1,768,001 1,869,162
Factory Built Housing Law .... 3 ~ 31 41 83,778 88,052 119490
- Special Projects.........omnns L7 258 7 34249 . - 66,988 209,045
. Total ..... 1645 1741 186 $4079855  $4565631  $4,995.655
Reimbursements ) —4,371 —84,000 -208,000
Mobilehome Revolving Fund ... —1,633500 —1,768,001 —1,869,162
Federal Funds 44396 C— =
Net, General Fund ' | 82397588 $2713630  $2.878493

The State Housing Law and Earthquake Protection Law element is
responsible for the promulgation of minimum standards for design, con-
struction, maintenance, use and occupancy of buildings. The. element is
presently involved in developing noise insulation standards, residential
insulation standards, less restrictive building codes for rural areas and

]
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guidelines for rehabilitation of existing homes. The element is requesting
1.5 positions to promote uniform local standards in the state Housing Law.
One position is requested to develop solar energy standards.
The Codes and Standards Division includes a Special Project Unit which

-handles limited term activities. These include liaison with national confer-
ences; state disaster planning and participation in developing national fire
protection guidelines. The element is proposing 4.5 positions to provide
staff time on a reimbursable basis to the Energy Resources Development
and Conservation Commission. These positions will supply technical assist-
ance to local governments i in the areas of plan review procedures and solar
energy standards: ' .

Deficits in Fee Structure

In the 1977-78 Analysis we raised questions about the substantial deficits
in the Codes and Standards inspection program when statutes require that
costs be recovered through fees. In past years, the department has segre-
gated direct inspection costs from “general assistances” costs which repre-
sents inspectors’ time spent in advising local officials and property owners
and other administrative activities unrelated to specific. inspectors. The
direct inspection, or “fee activity” costs were designated to be those costs
which should be recovered by fees. Table 3 details the deficits between
the costs of fee activities and the actual revenue collected from fees for
1975-76. Estimates are provided for 1976-77 and 1977-78 which were ob-
tained from the 1977-1978 Governor’s Budget. The department has dis-
continued identifying direct mspectlon costs.

Table 3 -

Codes and Standards Inspection Program
Recoverable Fee Activities and Actual Fee Revenues °

. Actual Estimated Estimated
» Program Element = - 1975-76 976-77 - 1977-78
State Housing Law and Earthquake Protection Law: T -
Fee activities ($ cost) ... . $21,174 . $37,500 . $2,000
Actual fee revenues 51,063 ’ 37,500 . 2,000
Deficit $29,889 $— L =
Employeee Housmg Act: ) ) R
Fee activities ($ cost) ~ $310,147 $569,636 $662,498
Actual fee revenues . ; 153,036 144,950 159,450
Deficit $—157,000 $—424686 - $—503,048
Mobilehome Parks and Accessory Structures: . y
Fee activities ($ cost) $1,034,691 $1,294.241 $1,282,487
Actual fee revenues — 726.875. - - 800,000 412,000
Deficit : - resrrvsossonees $— 307,816 $—494241 $—370,487
Mobilehomes: . ' ‘ o L
Fee activities ($ cost) RS $1,493,097 $1,506,034 - - $1,564,100
Actual fee revenues......., ; . - 1,872,237 . 1,499,300 1,564,100
Deficit .. . B ) $379,140 $—6,734 - B
Factory-Built Housing: . S . .
Fee activities (3 cost) $79,187 $118,059 $125 643
Actual fee revenues..... . 40,740 ©050,000 60,000

DA oo e $—3841  $-68050  $-65643

N

 Most recent avaﬂable data, 1977-78 Governor’s Budget.
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The department has objected to statutes requiring full cost recovery
because (1) the fees are often counter productive to the achievement of
statutory responsibilities, and (2) fees tend to impose unfair burdens on
those least able to pay. Although there may be validity in these arguments,
the law mandates recovery of costs. In the 1977-78 Analysis, we recom-
mended, and the Legislature approved, requiring the department to ana-
lyze the current fee structure and recommend spemﬁc changes in the
statutes.

The study submitted by the department recommends (1) retention of
the present fee structure and (2) new legislation allowing flexibility in
establishing fees in the future. !

We are continuing our review of the report and the present fee struc-
ture, and anticipate the submission of a supplementary analysis with spe-
cific recommendations for legislative changes.

- COMMUNITY AFFAIRS

The Division of Community Affairs carries on a variety of assistance
activities with the stated purpose of providing Californians with decent
- and safe shelters in livable communities. Assistance activities include tech-
nical assistance to potential housing sponsors and local governments and
~ the distribution of loans, grants and housing subsidies funded primarily by
the federal government. Table 4 detaﬂs the resources utilized by the
division.

Table 4
Community Affairs Program
Personnel-Fears __ Ewpenditures :
Actudl  Fstimated Proposed Actudl Estimated Proposed
* Program Eements 1976-71 197178 1978-19 1976-77 197778 1978-79
California Indian Assistance... 3 7.6 3 $256,720 $330,342 $80,000
Economic Development ......... 96 116 — 2,118385 - 2,435,665 —
Housing Assistance Payments.. 43. 1 11 139,732 4,263,507 4,252,956
Rural Community Develop- :
MENL evverninrssisrnrrnsiiessonseens 109 .32 334 980,516 - 3,239,943 4,299,767
Urban Community Develop-
S — 101 133 218 468372 1,037,910 620,714

Total, Community Affairs ... 379 755 692 . $3963,725 $11,307,367 $9,253,437

California Indian Asslstance

The California Indian Assistance element provides a vanety of assist-
. ance services to Indian housing authorities and tribes. In the current year,
. the department has concentrated its efforts on assisting Indian tribes in
northern counties apply for and implement federal programs for housing
rehabilitation, water and sewer improvements, roads and economic devel-
opment projects. In the budget year, the department anticipates provid-
ing ongoing assistance to the existing programs as well as assistance to 10
to 15 additional tribes.

Administrative support for this element in recent years has been pro-
vided by a combination of federal funds ($70,000) and the General Fund
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($35,000). The departmenf has advised that there will be no federal funds
available in the budget year. In order to continue the assistance activities,
the element is requesting an increase of $45,000 to support three positions.

Economic Development

Pursuant to Chapter 354, Statutes of 1977 (effective January 1, 1978), the
Economic Development element has been transferred to the new Depart-
ment of Economic and Business Development.’

Housing Assistance Payments

The Housing Assistance Payments element administers in conjunction
with local agencies a statewide program of rental subsidies to (1) continu-
ing care persons (developmentally disabled, physically disabled and men-
tally disordered), and (2) low income families in nonmetropolitan and
rural areas. The element anticipates the distribution of approximately $4
million of federal funds in both the current and budget year. The depart-
ment is currently administering approximately 1,800 units through the
two separate programs.

- Additional Information Needed on Administrative Support

We withhold recommendation on $100,000 requested for administrative
support pending receipt of additional information. -

In the current year, state administrative costs for the program are sup-
ported -entirely by federal grants. For the budget year the department is
proposing that $100,000 from the General Fund be used to support a
portion of these administrative costs in order that federal funds can be
passed through to local government agencies to increase support of local
administration.

The Housing Assistance program was established on the basis of full
recovery of state administrative costs. Before General Fund support is
approved there is need to examine:

. The state’s contractual requirements for admmlstratlon of the pro-
gram.

2. The basis for the distribution of administrative responsibilities and
reimbursements between state and local governments.

At the present time we do not have adequate information to make such
an evaluation. :

Rural Community Development

This element assists local goverment and housing sponsors in nonmet-
ropolitan areas of the state to qualify for federal and state funds to promote
community development projects. The department administers two ma-
jor programs, the Housing Predevelopment Loan Fund and the Farm-
worker Housing Grant program.

The Housing Predevelopment Loan Fund was established by Chapter
1335, Statutes of 1976 and has received appropriations of $535,000 in 1976~
77 and $1,050,000 in 1977-78. The combination of loan payments and inter-
est income will make available approximately $2 million for loan activities
in the budget year. The element is proposing the continuation of three

- 976788
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positions to administer this activity.

The Farmworker Housing Grant program was established by Chapter
927, Statutes of 1977 effective January 1, 1978. As passed by the Legislature
the bill contained a total of $2,625,000, including $2,500,000 for grants and
$125,000 for administration. The Governor reduced the total to $1,312,500
including $1,250,000 for grants and $62,500 for administration. For the
budget year a total of $2,600,000 is requested including $2,500,000 for
~ grants and $100,000 for administration. ,

Maintain Funding Level at Amount Approved by Legislature

We recormmmend a reduction of $1,2587,500 (81,250,000 for grants and
$37,500 for administration) in the Farmworker Housing Grant program in
order to limit total funds to amount on}gina[]y approved by the Legisla-
ture.

The Farmworker Housing Grant program awards grants for the con-
struction or rehabilitation of housing, including land acquisition and
necessary support facilities, for agricultural employees and their families.
Nonprofit corporations, stock cooperatives and specified governmental
entities are eligible for grants which are made on a matching basis. The
department is required to exercise a number of administrative controls
that are mandated by Section 41178 of the Health and Safety Code.

In the budget year, $2.5 million is proposed for farmworker housing
grants. Combined with the $1.25 million appropriated for grants in the
current year the effect of the proposal is to increase the total amount
available for grants to $3.75 million. This represents a significant increase
in grant level relative to the $2.5 million specified in the bill approved by
the Legislature.

The program began January 1, 1978, and it is too early to evaluate its
potential impact at this time. Expansmn of the program should wait until
more is known about the implementation and impact of the present pro-
gram. Specifically, evaluation is needed to determine the department’s
success at finding qualified grantees and actually awarding funds. In addi-
tion, it is necessary to determine the department’s ability to administer
the mandates of the law including establishing minimum “capital re-
serves” to be maintained by grantees, controlling rents, controlling selec-
tion of tenants and purchasers and regulating terms of occupancy
agreements.

Urban Community Development

This element provides technical assistance to local government and
housing sponsors in order to more effectively utilize funds from state, local
and federal government and the private sector in urban community de-
velopment activities. Current activities include relocation assistance,
home management counseling, rehabilitation of existing housing stock
and HUD ‘block grant applications. The element is proposing two new
positions for development of guidelines for housing elements in local
general plans.

The element administers the Urban Development Loan Fund (Chapter
1177, Statutes of 1977) which provides loans for prescribed preliminary
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costs incurred in the development of assisted housing for low-income
persons. A total of 1.5 positions are proposed to continue for administration
of the fund.

- RESEARCH AND POLICY DEVELOPMENT

The Research and Policy Development Division aims to identify hous-
ing and community development problems and needs and to evaluate and
recommend solutions. These objectives are implemented through the Cal-
ifornia Statewide Housing Plan, the review of state-and local government
plans and the development of data resources. Table 5 describes the re-
sources for the program elements. - «

Table 5 ,
Research and Policy Development Program Summary
. Personnel ] - Ependifure
: Actud Etimated  Propesed Actual Estimsted . Proposed
Program Elements 19877 98 - 197819 197-77 1977-78 197819
Policy and Pro- -
gram Develop- :
MENt oo, 1.1 121 122 $317,951 $279,607 $341,131
Research and Sta-
HSHCS oovuseeesenrsenecnr 78 72 81 193,779 282,006 302,946
Planning  Coordi- :
nation \ .
and Review ........ 71 121 129 174,401 343,689 310,734
Solar Energy Dem-. . ) ) )
onstration Proj- ‘
=72 SO, - = - — - 5,000,000
Total, Program .......... 26, 34 33.2 $685431 . $905,302 $5,954,811
Reimbursements : —76,533 —170,000 —35,000

Total, General Fund 3% $608,898 $835,302 $5,919,811

Policy and Program Development

This element handles State Housing Plan updates, long-term policy
development and legislative analyses. The section has 12.1 personnel-years
assigned in the current year, part of which is terminating temporary help.
In the budget year, the section is requesting one reimbursable temporary
position to provide services to the Coastal Commission. Two positions are
requested to expand.the legislative coordination unit. The amount of
$20,000 is requested for training local officials in the area of housing ele-
ment plans. .

‘Legislative Coordination

We recommmend deletion of one staff services analyst for a reduction in
Item 141 of $14414.
 The department currently has 1.5 staff services analysts and 1 clerk
typist assigned solely to legislative coordination, analyses and liaison. In
addition, department records show the equivalent of 1.75 personnel-years

- in the Policy and Program Development séction are devoted to legislative

related work plus an additional .6 personnel-years from the Plan Coordina-
tion and Review section. To this total of 4.8 personnel-years, the section
proposes to add 1 legislative coordinator and 1 staff service analyst for a
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budget year level of 6.8 personnel-years.

The department cites two reasons for the request: (1) the need to deal
with the increasing volume, importance and complexity of legislation and
(2) the need to consolidate legislative coordination activities under a
legislative coordinator position.

We believe the consolidation of leglslatlve coordination is desirable, but
question the need for the staff services analyst. The addition-of the legisla-
tive coordinator position will result in 3.5 personnel-years devoted entirely
to legislation. Considering the 2.3 personnel-years available for legislative
work in other sections, the addition of the Legislative Coordinator would
appear to be sufficient for the budget year workload.

The department should also consider transferring the Legislative Coor-
dination Unit from the Research and Policy Development Division to
Administration. This. may serve to clarify the function and status of the
activity within the organization.

Purpose of Training Unclear

We recommend the deletion of training funds for a reduction of $20,000
in Item 141. '

The department has proposed $20,000 to develop and present training
workshops for local officials on the preparation of local housing elements.
The department anticipates several workshops would be held, in appro-
priate geographic areas of the state, with an estlmated attendance at
50-100 persons per workshop.

While the need is apparent for uniform preparation of local housing
elements, it is not clear whether this is a cost effective way of achieving
the goal. The departiment advises that trade groups, planning associations,
and city and county housing organizations regularly sponsor meetings on
this subject. The department also publishes guidelines for local prepara-
tion of these housing elements. It is not clear that these workshops as
proposed will promote better compliance with housing element guide-
lines.

" Research and Statistics

This section is responsible for 1dent1fy1ng information sources and gath-
‘ering relevant information on housing and community development. Sta-
‘tistical material is prepared for the annual update of the California
Housing Plan. Work is progressing on the Housing and Community Devel-
opment Information System (HCDIS) designed to gather together infor-
mation in this area. The section is requesting permanent funding for 5
temporary positions for developing and maintaining housmg data.

Development of Statistical Data Base

We recommend that 5 requested positions be estab]zs]zed on a 2-year
limited term basis.-

This section currently has 2 permanent positions supported by General
Fund and 5 temporary positions supported by funds appropriated in
Chapter IX of 1975. The section is proposing to make the 5 temporary
positions permanent with General Fund money in order to continue the
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research and statistical work. The department describes the objectives of
- these positions to be the development of a statistical information base and
the development of improved management reporting methods.

The department has described the immediate need of these positions
for the development of the system but has not addressed future need after
development is completed. By establishing, these positions on a 2-year
limited term basis, the department w1ll be required to reexamine its fu-
ture staffing levels in this area.

Planning Coordination and Review

This element develops guidelines for certain local government planning
activities, develops regulations for certain California Housing Finance
Agency activities and reviews and comments on a variety of planmng
documents and grant applications. :

Solar Demonstration Project

We withhold recommendation on the Solar Demonstratzon Project
pending receipt of additional information on specific plans for project
Implementation,

The department is proposing $5 million to prowde for a state loan and
grant program for solar energy systems in both new and rehabilitated
multi-family subsidized housing. The grant program would be adminis-
tered by the California Housing Finance Agency and the loan program by
the Department of Housing and Community Development. Approximate-
ly 1,400 units with solar water heating and passive solar space conditioning
would be constructed as well as approximately 1,600 units w1th solar water
heating only.

The department has proposed the $5 million appropriation without
providing information on administrative costs, loan and grant award
: mechamsms effect on tax credits and housmg subsidy payments, the

“state of the art” of solar technology or reference to other significant data.
An adequate appraisal of this project cannot be made until this informa-
tion is provided and analyzed. In addition, the Finance Department has
indicated that legislation may be appropriate for the demonstration
project.

ADMINISTRATION

The administrative element gives direction to the department’s pro- -
grams, determines operating procedures and provides support in the le-
gal, accounting, personnel and budgeting functions.. Expenses of the
Commission on Housing and Community Development are included in
the element. For the budget year, the department is proposing 2 positions
for increased workload in the legal section, 3 positions for the administra-
tive services section and $10,000 per diem and travel expenses to support
additional commission activity.

Additional Activity Not Required

We recommend deletion of Commission on Housing and Commumty
Development per diem and tra vel expenses for a reduction of $10,000 in
Item 141.
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Currently, expenses budgeted for the commission provides for approxi-
mately 10 meetings per year. The commission proposes to increase the
number of subcommittee meetings and special public hearings on com-
mission matters. Qur office has consistently questioned the justification for
increased commission activity. The commission does not have the statu-
tory responsibility which would require it to carry on research and policy
development activities independent of the department’s own efforts. If
- the director believes that the commission can provide useful assistance in
developing information, we believe the budget of the department is more
than adequate to fund these efforts.

Administrative Services

The administrative services unit provides staff support to the depart-
ment in areas of accounting, personnel, budgeting and business services.
One staff services analyst and two clerical positions are requested to han-
dle increased workload.

Typing Pool» not Justified

We recommend deletion of one office services assistant for a reduction
of $10,500 in Itemn 141.

In the current year the administrative services unit includes a total of
7 professional, 4 technical and 6 clerical related positions. The division has
requested 2 clerical positions to provide typing pool services for the ad-
ministrative services unit. The department advises that the accounting -
and budgeting personnel have no assigned clerical positions. No evidence,
however, of increased need for clerical assistance has been presented.
Given the number of clerical personnel currently authorized, the addition
of 1 clerical pos1t10n would appear to be sufficient to meet anticipated
workload. :
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Business and Transportation Agéncy-
DEPARTMENT OF INSURANCE

Item 143 from the General

Fund ’ - Budget p. 277
Requested 197879 ...t tereeeverevssessesesesises feereeees $7.917,287
- EStIMAated LOTT=T8.....cierieevinieieisissesssssssesesssenssssssasssessasonsanes © 7,371,412
ACTUAL 9TB-TT ...ttt ra st etere s 6,351,324
Requested increase $545,875 (7.4 percent) ‘ ‘
Total recommended reduction ...........cooeevviveiivenneesieecesins $264,409
Analysis -

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS ' page

\. Public Works Employment Act of 1976. Reduce by 198
$70,142. Recommend that the General Fund not maintain
the support of part of a project originally funded with fed-
eral monies.

2. Regulation of Insurance Companies. Reduce by $43 243 200
Recommend deletion of one insurance officer III and one
insurance officer II positions.

3. General Regulation. Reduce by $86,044. Recommend dele- 201
tion of two rate analysts IV, one rate analyst III, and one

. steno position. -

4. Producer Comp]zance Reduce by $39,080. Recommend = 201
deletion of two insurance officer I and one Jinsurance assist-
ant p051t10n

5. Operating Expenses. Reduce by $25900. Recommend 201
budget year savings be reflected.

GENERAL PROGRAM STATEMENT

Insurance is the only interstate business which is wholly regulated by
the states ratheer than by the federal government. As a California 1ndustry,
its worth is estimated at over $13 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
Regulation of Insurance Companies program includes: the 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
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- licensing element which prepares, schedules, administers, and grades. li-
cense exarninations 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 shows 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 oper-
ating programs. :

ANALYSIS AND RECOMMENDATIONS .

The department’s budget requests of $7,917,287 is $545,875 or 7.4 per-
- cent above estimated expenditures for the current year. Budget year
reimbursements are anticipated to be $3,376,057 primarily from fees for
examining insurance companies, resulting in a total proposed expenditure
program of $11,293,344.

New Positions {General Regulation) -

The department is requesting two insurance examiner IV and one clerk
typist II positions in the budget year to maintain its current schedule for
examination of domestic and foreign insurers.

New Positions (Producer Licensing)

The department is requesting one examination formulator pos1t10n to
upgrade and maintain the licensing examination. There have been no
major revisions to the insurance manual, examination, or testing proce-
dures since 1969,

New Positions (Producer Compliance)

The department is requesting one staff counsel and one clerk typist IT
to absorb the workload increase in the Compliance Bureau.

Continued Positions (Admlmstratcon)

The department is requesting the continuation of six pOS1t10ns (three
clerk typists II, one insurance officer, one staff services analyst, and one
program technician) administratively established in the current year. The
clerical positions were added to maintain file room security. The remain-
ing three positions were added to implement and comply with the provi-
sions set forth in the California Information Practices Act Chapter 709,
Statutes of 1977. ‘

Public Work Employment Act of 1976 (Title IlI)

We recommend a reduction of $70,142 and appropriate positions. The
General Fund should not maintain the support of part of this project
originally funded by federal monies. _

In the current year the department received $160,000 through the Pub-
lic Works Employment Act of 1976 (PWEA-Title II) to conduct projects
in the area of liability insurance. Eight positions (one Assistant Commis-
sioner, 6 rate analysts and one clerical) were established to (1) initiate
special studies of current and future property and liability insurance prob-
lems, and (2) reduce the backlog of rate complaints and maintain the



Program’

Regulation of Insurance Companies...

Regulation of Insurance Producers.....

Administration
(Costs prorated to other programs)

Total Programs

Reimbursements

Net Total Programs

Table 1

Debartment of Insurance

Cost and Staffing Data

Estimated 1977-78

Actual 1976-77 Proposed 1978-79

Personnel- Personnel- Personnel- .

Element years Cost years Cost years Cost
Company consumer services.. 56.2 $1,419,210 61.5 $1,630,518 66.5 $1,830,503
Tax collection 94 256,928 103 300,894 103 311,465
General regulation.. 1433 3,816,533  165.1 4549201  171.1 ‘4,820,828'
Producer licensing .. 66.5 1,671,846 726 1,906,635 74.6 2,001,230
Producer compliance ............. 68.7 1,830,894 75.0 2,110,109 85.0 2,329,318
(475)  (1,408052)  (619)  (L655346) (609)  (1,774,234)
3441 $8,995411 3845 . 810497357 4075  $11,293,344
 —2,644,087 —3,125,945 —3,376,057
$6,351,324 $7,371,412 $7,917,287

.

g1 Wy

66l / 'NOLLV.LMOJdSNVY.L ANV SSANISNT



200 / BUSINESS AND TRANSPORTATION Item 143

DEPARTMENT OF INSURANCE—Continued

rating examination schedule. , v

The department is requesting the continuation of this activity in the
budget year. Of the $161,532 requested, $91,390 would be recovered
through reimbursement with the remainder ($70,142) to be supported by
the General Fund.

The objective of PWEA Title II Funds is to enable the maintenance of
basic program services which would otherwise be cut back due to a lack
of available funds. In the project narrative submitted in requesting PWEA
funds, the department stated that this project was to be an extension of
existing functions. There was no indication that the project should be
continued beyond one year. The department applied for continued fund-
ing under PWEA Title II, but the proposal was denied.

To date the project has developed information on property and liability
insurance and has started a marketing assistance program in the area of
product liability. The backlog of rate complaints has been significantly
reduced and the rating examinations are meeting the desired schedule.
Eighty percent of the cost of the rate analyst positions would be recovera-
ble from industry reimbursements. These positions would enable the de-
partment to handle rate complaints in a timely manner and maintain the
examination schedule. We believe that the department should attempt to
absorb, with existing personnel, the other work initiated by this project.

We do not believe that money from the General Fund s necessary to
continue the successful activities initiated with PWEA Title II funding.
Furthermore, we do not believe that PWEA Title II was ever intended to
expand the scope of a department’s activities. Accordingly, we recom-
mend against allowing the General Fund to pick up the costs resulting
from a one-time federal grant, the non-reimbursable portion of this activ-
ity. The department should identify the proper positions to be deleted.

Regulation of Insurance Companies

We recommend the deletion of one insurance officer III and one insur-
ance officer II for a reduction of $43,243.

During the past two years the department has conducted a number of
market examinations of insurance companies by reviewing trade prac-
tices, claim procedures, advertising, and underwriting among other activi-
ties. Two positions were borrowed from the Policy Services Bureau for
these examinations. The department is requesting six positions (three
insurance officers IIl and three insurance officers II) for this activity in the
budget year. This represents a 300 percent increase in staff in one year in
an area where permanent staff had not been separately assigned, and the
. ‘justification is based on limited workload data. Four full-time positions
would allow the department to conduct 2448 market examinations per
year. This should provide sufficient coverage while allowing the depart-
ment to determine (1) the actual workload in this area and (2) the bene-
fits derived from conducting market examinations independent of
financial examinations. We therefore recommend deleting two of the
requested insurance officer positions.
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General Regulation

We recormmend the deletion of two rate analysts IV, one rate analyst II,
and one stenographer position for a reduction of $86,044,

The department is requesting three rate analysts and one clerical posi-
tion to improve and accelerate the examination process. The department
anticipates converting to a team-examination approach which is estimated
to increase productivity by almost 20 percent.

In early January, there were six vacant raté analyst positions, four of
which had been vacant for over three months. We believe the department
should fill the existing positions and monitor the results of the team ap-
proach to determine actual workload rather than request additional posi-
tions at this time. Additionally, the department plans to automate the
division’s secretarial service. We see no need to add new staff to an activity
which will be automated.

Producer Compliance

We recormmend the deletion of two insurance officers I, and one insur-
ance assistant position for a reduction of $39,050.

The department is requesting four insurance officers and two insurance
assistant positions to eliminate the existing backlog (and prevent a future
backlog) in the area of consumer complaints. In 1975 consumer complaints
increased 57 percent (from 3,818 to 6,002) which resulted in a backlog of-
3,072, up 134 percent from the prior year. By the department’s estimate, .
six positions would be needed to eliminate the backlog in one year. In our
judgment, the department should attempt to reach a stable staffing level,
rather than over compensate to quickly elimjnate a backlog, particularly
when the number of complaints received has dropped nearly 20 percent
since 1975. We therefore recommend the deletion of three of the request-
ed positions. The three remaining positions coupled with the depart-
ment’s improved management efforts in this area, should allow the back-
log to be eliminated in 18-24 months while stablhzmg the staffing level of
this division.

Operatmg Expenses

We recormmend a reduction of $25,900 to reflect estimated budget year
savings.

The department is requesting one hearing reporter for the Producer
Compliance Division. According to the department, the Office of Ad-
ministrative Hearings has been unable to provide the needed reporters,
and private contracting is expensive and frequently inadequate. By add-
ing this position, the department. will be able to reduce its operating
expenses by $25,900, and realize a net savings of at least $4,000 in the first
year. We therefore recommend that the operating expenses be reduced
by $25,900 to reflect the budget year savings.
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RIOT AND CIVIL DISORDERS INSURANCE

Item 144 from the General

Fund ~* Budget p. 281
Requested 1978-T9 ......ccoriicrernnrirreeereesssssisesssssssssessssssnnes -$200,000
Estimated 1977-T8.......cccocvvivnenniernnrienene eeregetereregenesee e aesanesanees 200,000
ACHIA] 19TB—TT ...oc.oooooooosesreseesosoesossossesessesiesososse 200,000

Requested increase—None : ,

Total recommended reduction ..........cceeereeermienssieineiasinnnns None

GENERAL PROGRAM STATEMENT

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 of Housing and Urban Development to companies
operating in states where reinsurance had been 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 maintain
membershlp in a state program.

California’s Partlclpatlon

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 memnbership is required of all companies writing lines of insur-
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 maximum liability for riot losses, and the
state’s premiums for insurance to cover that liability.

Table: 1
Components of State Llablllty for Riot Losses

FEarned annual . Maximum state annual  State annual

property insurance lLiability for loss premium
Fiscal Year premiums (5% of earned premiums) . cost
1969-70. s . $578,252,000 . $30,000,000 $1,500,000
1970-71 ) 635,000,000 32,000,000 1,600,000
197172 I 732820000 36,640,000 1,750,000
1972-73 . 840,000,000 42,000,000 -993,144
1973-74 O 1,000,000,000 50,000,000 : 200,000
1974-75 . 1,080,000,000 54,000,000 200,000
1975-76. . 1,188,000,000 - 59,400,000 200,000
1976-77 . . 1,239,300,000 61,965,000 200,000
1977-78. 1,488,000,000 74,400,000 200,000

197879 (E5L.) wevreenmrrrrrsrrstmrtn 1,711,000,000 85,550,000 200,000
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Refund Provisions

"The state’s insurance ‘contract provides that the association shall retain
25 percent of the total premiums paid by the state. However, based on riot
loss experience, the contract also provides for annual partial refunds of the
remaining 75 percent of accumulated premiums to the General Fund. The
current year refund of $537,313 was received on January 1, 1978. The
budget year refund is ant101pated to.be $459,850 makmg the net program
cost $—-259 850

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 1978-79.

Table 2 illustrates how the riot insurance program would operate in the
event of losses based on the data shown in Table 1 for flscal year 1978-79.

Table 2
lllustration of Operatlon of Riot and Civil Disorders
Insurance Program
(1978-79 fiscal year)

Assume net insured loss from a riot ; ; . $75,000,000

Apply participating companies’ retentlon at 1.5 percent of eamed premiums (1.5 .
percent of $1.7 billion) . 25,500,000
Loss balance ; ) 49,500,000
Apply reinsurance premium deposits held by HUD: ‘ 6,600,000
Loss balance representmg the state’s liability which is covered by insurance........... - 42,900,000

The state’s $85.5 million liability limit (5 percent of premiums written
by California companies) is totally covered in this example, leaving a loss
“cushion” of $42.6 million. Losses exceeding the state’s $85.5 million liabili-
ty 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 recelved

vBrus'iness and Transpdrtation VAger‘lcy
DEPARTMENT OF REAL ESTATE

Item 145 from the Real Estate

Fund , S | ; Budget p. 282
Requested 1978-79 ........... oassosessamaen et esseans $9,949,714
Estimated 1977=T8......c.coooioimmnesserivmrions B S 9,039,563
Actual 1976-77 .......cc.... e sn e venreenes 1,331,086

Requested increase $910,151 (10.1 percent) _
Total recommended reduction ..., - $218,872
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. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Education and Research Reserve. Recommend legislation 206
to abolish reserve because need for separate account is not
justified. -

2. Staff” Benefits. Reduce by $23,644. Recommend reduc- 207
tion to reflect overstated staff benefits. '

3. Syndicate Securities Personnel. Reduce by $104,342. Rec- 209
ommend deletion of three positions and associated ex-
penses. S

4. Education and Research Activities. Withhold recommen- 210
dation pending submission of expenditure and program de--
tail to fiscal committees.

5. ‘Consumer Education Positions. . Reduce by $35,040. Rec- 212
ommend deletion of two positions for consumer-oriented
activities because need is not substantiated.

6. Data Processing Costs. Reduce by $45846. Recommend 212
reduction to eliminate overbudgeted data processing costs. '

7. Facility Remodeling. Reduce by $10,000. Recommend 213

-~ reduction because expenditures are not required.

8. General Fund Support. Recommend consideration be 213
given to depositing fee revenues in the General Fund.

9. Contract Disclosure. Recommend legislation requiring 214
real estate agents to disclose specific terms in contracts in-
volving real estate transactions.

GENERAL PROGRAM STATEMENT

The Department of Real Estate is responsible for protectmg 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 salespersons and brokers and sets
minimum standards for real estate offerings.

The department is administered by the Real Estate Commissioner. It
has an authorized staff of 329.5 positions, and maintains headquarters in
Sacramento with district offices in Los Angeles,.San Francisco, San Diego,
Sacramento, Fresno, and Santa Ana.

ANALYSIS AND RECOMMENDATIONS

The budget proposes expenditures of $9,949,714, an increase of 10.1
percent over estimated current year expenditures. Resources available for
department support are projected to be $17,749,712, resulting in an an-
ticipated surplus of $7,799,998 by June 30, 1979.

“Table 1 illustrates the condition of funds supporting the department’s
programs. The table shows that available resources are expected to in-
crease slightly while department costs will grow by over 10 percent. As a
result, the accumulated surplus in the Real Estate Fund is expected to
decrease almost 10 percent by the end of the fiscal year.



Table 1

Combined Fund Condition

Actual Estimated
) 1976-77 1977-78
Accumulated surplus, July 1 $7,760,261 $8,865,473
Revenues . ) 8,436,521 8,819,460
Total available resources $16,196,782 $17,684,933
Expenditures:
Real Estate Fund 7,241,630 9,039,721
Real Estate Education, Research and Recovery Fund®............ 89,679 —_
Total expenditures $7,331,309 $9,039,721
Accumulated surplus, June 30 . 8,865,473 8,645,212 .
-~ Department of Real Estate . : ($4,814,691) ($3,894,748)
Reserve for education, and research ; ($2,235,856) ($2,810,346)
Reserve for recovery : ($1,814,926) ($1,940,118) -

Percent Change Percent Change
Over . Over
Previous Proposed Previous
Year 1978-79 Year -
$8,645,212
9,104,500 :
9.2% $17,749,712 0.4%
9,949,714
23.3% $9,949,714 10.1%
(25%) 7,199,998 (9.8%)
(19.1%) ($2,550,474) (34.5%)
25.7% ($3,157,041) 12.3%
6.9% ($2,092,483) 79%

~ #Fund abolished by Chapter 271, Statutes of 1976, and rémaining balance transferred to Real Estate Fund, effective January 1, 1977.

SP1 WLl
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Elimination of Education and Research ReserVé

We recommend legislation to abolish the reserve for education and
research because need for a separate account is not justified.

Prior to January 1, 1976, the department’s activities were supported by
the Real Estate Fund and the Real Estate Education, Research, and Recov-
ery Fund, which annually received 25 percent of license fee revenue to
- support education and research projects and payment of recovery claims.
With enactment of Chapter 271, Statutes of 1976, the latter fund was
abolished and remaining balances were transferred to the Real Estate
Fund. Two reserves, one for education and research support and the other
for recovery claims, were established by legislation. Each reserve receives
the same proportion of license fee revenues as previously provided.

We believe that the existence of a separate reserve for education and
research purposes is no longer warranted. First, the diversion of license
fee revenues to this reserve has caused a significant decline in the re-
sources available for other department activities. As shown in Table 1, the
projected education and research reserve level for the end of the budget
year-is over 12 percent greater than the level estimated for June 30, 1978.
Over the same period, surplus monies available for other department
operations are expected to decrease by approximately 34.5 percent.

Second, objective analysis of the need for educational activities is ob-
scured by the establishment of a separate reserve. For example, the de-
partment justifies its budget request for an additional $300,000 for
consumer education activities by stating that, “. . . during the last three
fiscal years the amount budgeted (for education and research programs)
has remained at $512,000, far below actual receipts which are estimated
at $1,065,000 for fiscal 1978-79. The surplus funds generated simply add to
an already ample surplus presently exceeding $2,235,000.” The depart-
ment further indicates that “. . . it doesn’t make good sense to continue
to feed an already ample surplus.” We believe that budget requests should
be based on the merits of the expenditure items, rather than as a means
of avoiding large increases in surplus funds.

In our judgment, continuation of a reserve for recovery claims is war-
ranted. The number and dollar amount of these claims cannot be an-
ticipated and the allocation of funds for this purpose prevents their use for
other department programs. However, the Legislature should evaluate
the need to allocate 5 percent of license fee revenues to this reserve
because both annual income and the accumulated surplus appear to be
substantially greater than the level of recovery claim payments.

Proposed New Positions

The department is proposing 29.5 additional positions, an increase of
nearly 9 percent above currently authorized staffing. Of this total, 25.5
positions are expected to be administratively authorized during the cur-
rent year. Increased workload demands are the basis for all requests ex-
cept one analyst and one clerical position for consumer education and
information purposes. Expenditures related to the 29.5 new positions total
approximately $447,000 for 1978-79. .
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Excess Staff Benefits

We recornmend a reduction of $23,644 to reflect overstatement of Staﬁ"
benefits for proposed new positions.

Budgeted expenses for the requested positions include $100,369 for staff
benefits, equaling 26.9 percent of net salaries and wages (less salary sav-
ings). However, staff benefits for existing positions in 1978-79 are 20.6
percent of total net salaries. The department has not justified the use of
a different rate for computing staff benefits for the new positions.

Budgets should be prepared in a consistent manner. Staff benefit ex-
penditures for the proposed positions should be determined by applying
the rate for existing positions. Based on this calculation, staff benefits for
the new positions should equal $76,725. Accordingly, we recommend staff
benefits be reduced by $23,644. _

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

I. TRANSACTION ACTIVITIES

This program is designed to protect the public in transactions with real
estate salespersons and brokers. Two elements are contained in the pro-
gram: (1) licensing and (2) regulatory and recovery.

The licensing function includes the preparation, administration, and
scoring of examinations required for sales agent 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 the
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
money when violations of law 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, the
judgment amount is paid out of this reserve and the department then
takes action against the licensee to recover the funds expended. The
maximum amount that may be paid to clalmants for actions against any
one licensee is $40,000.

Personnel and expenditures for the program are shown in Table 2 on
the following page.

Workload Increases

The major portion of proposed new pos1t10ns in the department is re-
quested for elements of this program. The department indicates that 9.5
new positions will be used to reduce large backlogs existing in both licens-
ing and examination workloads. Of the total, 6.5 clerical positions are
requested for a limited term through June 30, 1979, at which time the
department”s new licensing examination processing system is expected to
be 1mplemented '
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Table 2

Transaction Activities Program
Staffing and Expenditures

Percent " Percent
Change Change
over ) over
Actual Estimated = Previous Proposed Previous
. 1976-77 1977-78 Year 1978-79 ~ Year
Expenditures by element:
Licensing $1,739,754 $2,099,603 20.7%  $2,266,236 7.9%
Regulatory and YECOVETY covvnerrrroreenns 3,498,498 4,178,159 194 . 4492117 75
Total program expenditures...... $5,238950  $6277,762  198%  $6758353  17%
Personnel-years by element: )
Licensing 922 104.9 13.8% 1103 5.1%
Regulatory and recovery ...........o.... 121.0 145.6 20.3 152.6 48
Total program personnel-years .. 2132 2505 175% 2629  50%

Greater emphasis on regulatory activities and increases in consumer
complaints have led to significant growth in regulatory and recovery ac-
tivities. Five deputy and two clerical positions are requested because of
a workload increase approximating 10 percent, and two new auditors will
be assigned to the department’s investigative audit branch during 1978-
79.

According to recent data furnished by the department total licensees
are expected to increase by approximately 10.4 percent in 1978-79. With
additional licensees, the number of complaints and regulatory demands
should rise. Because of these factors, we recommend that the requested
positions be approved .

Il. OFFERINGS AND SECURITIES

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 currently contains two ele-
ments: (1) in-state subdivisions and (2) real property securities.

The in-state subdivisions component regulates California ‘subdivisions
by requiring the issuance of a public report which discloses essential infor-
mation to the prospective buyer. The subdivider must furnish documenta-
tion substantiating 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 was transferred to the Department
of Corporations by Chapter 991, Statutes of 1977 (AB 983). Prior to enact-
. ment of this legislation, the department reviewed securities offered by
syndicates, other than corporations before approving them for public sale.

Table 3 presents personnel and expenditure information for this pro-
gram. Three clerical positions proposed for the budget year are expected
to be added during 1977-78.
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Table 3
Offerings and Securities Program
Staffing and Expenditures

Percent’ Percent
Change Change
. : over. : over
Actual Estimated  Previous  Projected  Previous .

1976-77 1977-78 Year . 1978-79 Year
Expenditures by element:

Subdivisions ........veeer.vvernererveiensinns $1,424,126 81,822,116 =~ 279% $1,926471 5.7%
Real property securities. . 61,657 83,512 354 112,882 352
y Syndicate securities..........ccoo..... 87,402 . 52,171 (40.3) o= (100.0)
Total program expenditures  $1,573,185 $1,957,799 244%  $2,039,353 4.2%
Personnel-years by element: ) . i
Subdivisions............... - 54.8 68.6 25.2% 71.0. 35%
Real property secur; ’ 1.6 23 438 24 43
Syndicate securities 34 17 (50.0) - (100.0)
Total program personnel- :
YEATS .ecvrvrvnrerrvesmammsensssseens 59.8 72.6 21.4% 734 1.1%

Continuation of Positions Not Warranted

We recommend a reduction of $104,342 and the deletion of.3 positions
in the syndicate securities element because this responsibility has been
transferred to the Department of Corporations.

Prior to its transfer to the Department of Corporations, the syndlcate
securities element expended 1.7 personnel years and $52,171 during the
first half of the current year. Although this activity was removed from the
Department of Real Estate, the summary of authorized positions in the
department’s budget does not show any reduction in personnel

It is our understanding that two of the three positions in this activity
have been added to the regulatory and recovery function, while the third
has been placed in the subdivisions unit. In effect, the transfer of these
personnel has increased the staffing of other elemeénts without administra-
tive authorization or legislative review. Moreover, the department’s
budget is predominantly a reflection of workload growth but placement
of these positions in other areas means that total staffing exceeds expected
workload demands. We therefore recommend that the three positions be
eliminated and that expenditures be reduced by $104 342, which equals
full year costs in- 1977-78.

. POLICY AND PLANNING

This program, prewously titled the education and research program,
includes: (1) the support of real estate courses and projects in educational
institutions; (2) the publication of real estate manuals, bulletins, and refer-
ence books; and (3) the legislative liaison unit.

The educatlon 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 funded by the education and research re-
serve and are conducted by public and private universities and colleges
throughout the state. The department is also permitted by Chapter 247,
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Statutes of 1977 (AB 825) to contract with qualified corporations or as-
sociations for research work.

Publications prepared by the department for licensees include informa-
tion on reference materials, educational opportunities, and changes in real
estate law.

The legislative liaison element has been added to this program to ana-
lyze bills and monitor the legislative process for the department’s adminis-
tration.

Table 4 presents program staffing and cost data.

' Table 4
Policy and Planning Program
 Staffing and Expenditures

Percent o Percent

Change Change
over over

Actual Estimated Previous  Proposed  Previous
1976-77 1977-78 Year 1978-79 Yea(

Expenditures by element:

Education and research ... $649,243 - ' :$682,786 52% $1,035415 - 51.6%

- Legislative liaiSon ... 32,977 63,911 938 96,727 51.3

Publications 230,247 252,305 96 259,866 30.
Total program expenditures......... $912,467 -$999,002 95% .. - $1,392,008 39.3%

Personnel-years by element: .-

Education and research 41 68  659% 8.1 19.1%

Legislative liaison ... 08 -oal 163 34 619

Publications ... : 1.6 22 315 22 o=
Total program personnel-years .. 65 11.1 70.8% 13.7 234%

Program Expénsi'on

New program posmons are proposed to meet statutory provisions and
legislative demands. Pursuant to Chapter 1346, Statutes of 1976, all real
estate licensees will be required to complete 45 hours of approved instruc-
tion within a four-year period to meet continuing education standards.
According to the department, approximately 1,000 applications for course
approval will be processed annually. To meet thlS workload, one deputy
and one clerical position will be established during the current year and
are proposed for 1978-79.

In the legislative liaison element, an additional deputy commissioner
position is proposed to handle workload increases. Currently, legislative
demands are met-by one staff counsel and one clerical employee. We
believe that the personnel requests for the education and legislative units
have been substantiated, and we therefore recommend approval

Lack of Legislative Review

We withhold recommendation on $812, 000 budgeted for educabon and
research activities pending (a) submission of expenditure and program
detail to the fiscal committees. hearing this item and (b) review of the
appropriateness of funding specified projects.

" Ofthe $1,035415 proposed for the education and research program the
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department states that $812,000 will be used for educational siipport and
research grants. Funding of these expenditures, which are $300,000 great-
er than current year estimates, is provided by the education and research
reserve of the Real Estate Fund.

At our request, the department has furnished a list of projects presently
funded or under consideration for support during the budget year.
However, the department has not indicated which projects are proposed
for 1978-79 or the estimated expenditures for such item.

As noted in our discussion of the education and research reserve, one -
reason that new education programs are proposed is to réduce surplus
monies in- the reserve. Futhermore, the department has not provided
expenditure and project detail for program activities because it believes
that the application of reserve funds does not require legislative review.
We believe that legislative review of education and research projects
proposed by the department is not only expected but necessary to evalu-
ate the merits of individual projects, since the Legislature established the
education and research program and its funding source, and statutes spe-
cifically address the use of these funds.

Although the narrative accompanying the department’s project list is
vague, several projects appear to be studies of the management and opera-
tions of department progras. Use of funds in this'manner might not be
in-accordance with law, since authorizing legislation specifies that funds
in the education and research reserve are to be used solely for educational-
ly oriented purposes. Accordingly we believe that the proposed use ‘of
reserve funds for management studies is inappropriate and ‘should be
reviewed before this item is submitted to the fiscal committees.

v. ADMINISTRATION :
The administration program includes the management and pohcy 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

Table 5
Administration Staffing and Expenditures ‘
- Percent - . - Percent
Change _Change
over , over

‘ Actiial ~ Fstimated Previous Proposed - Previous

: » 1976-77 1977-78 - Year: ~ . 1978-79 . - Year
Expenditures : $604,333  $734,167 - 215 © $819,346 11:6%
Pe’rsonnel—years ................... eessrienssssesss s . 22 215 - 239 325 182

_ Requested Personnel
With increases in real estate hcensees mall processmg reqmrernents
and department personnel have grown significantly. The department is
requesting one personnel assistant and one clerical position to meet these
needs. An additional staff analyst is requested to restructure accounting
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procedures before the department implements automated licensing sys-
" tem. We believe that these requests are warranted and recommend ap-
proval.

Consumer Education

We recornmend a reduction of 35,040 to delete two requested positions
for consumer education and information activities because the need for
additional personnel is not substantiated.

The department is proposing a staff analyst and a clerlcal position in the
budget year to expand consumer oriented programs. According to depart-
ment staff, two positions in the administrative element are presently au-
thorized for this- activity:.

The additional positions are requested to expand communication to
consumers through television and radio. The department’s justification
states that there is “. . . substantial media interest in communicating our
activities” as demonstrated by the level of media “cooperation” in a de-
partment survey.

We believe that this request is not substantiated for two reasons. First,
the department has not indicated (a) the functions of new staff members,
(b) expected workload, and (c) anticipated outcomes from an expanded
media program. Second, as stated by the department in its proposal, de-
partment activities geared to the consumer are already extensive. Most
daily newspapers in the state have, at least weekly, a real estate section
in which department programs and related subject matter are reviewed.
Consumer education brochures are currently distributed, and public semi-

- nars conducted at.community colleges. Support of real estate courses is
also provided by the department. The present involvement in consumer
education is broad and we do not see increased media contact to be
beneficial or necessary when' considering the current dedication of re-
sources to the consumer. We therefore believe these positions should not
be approved, for a savings of $35,040.

Overstated Data Processing Costs

We recommend a reduction of $45,846 to eliminate overbudgeting of
consolidated data center expenses. ‘

Expenditures for charges to the department for data processing services
are budgeted at $87,366 in 1978-79, a 6 percent increase over estimated
current year costs. However, projected expenses for the budget year are
nearly four times greater than actual costs experienced in 1976-77.

Discussions with staff of the Stephen P. Teale Consolidated Data Center
indicate that actual billings for the first six months of the current year
equal approximately $19,585. These charges are not expected to increase
significantly over the remainder of 1977-78 and, according to the center’s
staff, the probability that billing rates will be increased is low.

Anticipated charges should be based on actual experience. By comput-
ing full year costs for the current year and applying a 6 percent workload
factor, we calculate potential data processing charges for 1978-79 to equal
approximately $41,520. In our judgment, this figure is more realistic than
the department’s budgeted expenditures. We therefore recommend a
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reduction of $45,846, the difference between the department’s budgeied
costs and our projected expenditures for data processing services.

Unnecessary: Remodeling Expense :

We recormmend a reduction of $10,000 for facility remodeling costs
because expenditures for this purpose are not required.

The department’s budget includes a request of $10,000 to cover ex-
penses for remodeling, furniture, equipment, and moving. According to
the department, these costs are being generated by the addition of person-
‘neland are necessary because available space ‘is being fully utilized at this
present time.”

We believe that this request should not be approved for three reasons.
First, all requests for new positions include expenditures for equipment,
furniture, and the operation of facilities. Second, remodeling needs should
be charged as a capital outlay expense, not as a support item. Finally, the
space presently occupied by department headquarters staff will not be
available in the near future due to the expansion and reorganization of
departments in the Health and Welfare Agency. Therefore, remodeling
of headquarters facilities, where the majority of new personnel will be
assigned, is unnecessary. Based on these factors, we recommend deletion
of this request for a reduction of $10,000.

General Fund Support

We recommend that consideration be gwen to depositing fee revenues
collected by the department in the General Fund from which the depart--
ment’s activities would be financed (fees would continue to be set so as
to cover the ongoing costs of department activities). - .

Department expenditures are supported by various revenue sources.
License fees from real estate agents are projected to equal. nearly 54
percent of total revenue in the budget year. Charges for examinations,
regulatory functions, and subdivision filings, as. well as miscellaneous in-
come; provide additional funds. These sources, when added to accumulat-
ed balances in the Real Estate Fund, support department activities.

Experience indicates that expenditures charged to the General Fund,
rather than special funds, generally receive a more thorough scrutiny by
both the executive and legislative branches, as well as by the public. As
noted in the discussion of the education and research reserve, careful
consideration of program merits is sometimes avoided when revenues are
earmarked for special purposes. Moreover, the existence of surplus monies
in special funds can inspire efforts to reduce excess balances without
examining the effectiveness or appropriateness of new activities.

For these reasons, we believe that revenues from fees collected by the
department should be deposited in the General Fund. The department’s
functions would then be supported by the General Fund, rather than by
the Real Estate Fund. Fees should continue to be set at a level which
insures that expenditures will be fully funded from fee revenues and other
charges 1mposed by the department.
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Contract Disclosure

We recommend legislation requiring real estate agents to disclose spe-
cific terms of contracts involving real estate transactions. Such terms
should indicate (a) the services to be rendered by the agent, (b) charges
associated with these services, (c) the period of time by which agent
performance will be fulfilled, and (d) the contractual obligations, re-
courses, and remedies of the real estate agent and the client.

Current law provides that a real estate licensee must disclose informa-
tion for certain property transactions. Section 10240 of the Business and
Professions Code requires mortgage loan brokers to provide the borrower
with a statement of loan terms, estimated costs and expenses of the loan,
liens against the property, and other pertinent information. Section 11018
of the code requires the Real Estate Commissioner to issue a public report
to prospective purchasers of subdivided land. This report includes infor-
mation regarding terms and conditions of sale, provisions for utility serv-
ices, the amount of liens on any part of -the subdivision, and the-location
of and distance to the nearest schools.

Similar disclosure requirements do not exist for other real estate trans-
actions. In cases involving the sale of residential properties, for example,
the seller is generally not informed of the services to be provided by the
agent, the costs of specific services, the responsibilities of the agent and
the seller, or the recourses available under any breach of a contract.

To provide the consumer with pertinent information about agent serv-
ices, we recommend legislation to require certain items of disclosure in
contracts for the disposition of real estate property. Contractual terms
should indicate, at a minimum, the services to be rendered by the agent
and the costs of such services. Furthermore, the contract should specify
the period of time by which consummation of the transaction must occur,
and the rights and recourses of both the agent and the client if contract
terms are not met.

Such legislation should also require that the department develop a
standard contract form which meets the disclosure requirements dis-
cussed above. This would enable the client to understand the nature and
costs of services provided, and the conditions of any contract involving a
. real estate transaction.
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Bhsiness and Transportation Agency ‘
DEPARTMENT OF SAVINGS AND LOAN

Ttem 146 from the Savings and

Loan Inspection Fund Budget p. 288
Requested 1978-79 .......covevvrveeriveennns reresveeneesrisrsansatsrasrsestersennan $6,025,861
Estimated 197T-T8........cccormrerrrrrerereisesrersssessessesssssessesorsssssessens 5,861,942
ACKUAL LOTE-TT .....c.eciretereeieestnsere e eesesesessersasssssresssseseseressssssenans 4,695,639

- Requested increase $163,919 (3.8 percent) S
"~ Total recommended redUCHON .......ccovevivennerrerreenrnrneeeseresneesenns $90,094
. ‘ : Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS ) page

1. EDP Related Activities. Reduce by $46,494. Recommend - 218 '
deletion of one examiner III, one data processing manager
I1, and one staff data processing analyst, to be replaced with
one senijor data processing analyst.

2. Consulting and Professional Services. Reduce by 219
$40,000. Recommend elimination of funds for interagency
task force on electronic funds transfer systems (EFTS).

3. Consolidated Data Center. Reduce by $3,600. Recom- 219
mend a reduced funding for services provided by Teale
Consolidated Data Center.

4. Supervision and Regulation. Recommend the two request- 220
ed associate appraiser positions be authorized for a two-year
period.

GENERAL PROGRAM STATEMENT

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 department is administered by the Savings and Loan Commission-
er, who is appointed by the Governor. Its headquarters is in Los Angeles
w1th abranch office in San Francisco. The department is currently author-
ized 182 positions.

The department is supported from the Savings and Loan Inspection
Fund which derives its revenues from an annual assessment on 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 responsnblhtles 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
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makes field appralsals 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.

Until January 1, 1978, the boards of inquiry heard complaints from the
public regarding alleged discriminatory practices of associations. Chapter
1140, Statutes of 1977, provides a new mechanism for fair lending com-
plaint resolution, makmg the boards of i 1nqu1ry unnecessary.

Zero-Base Budgeting

The budget was prepared using zero-base budgeting (ZBB) principles
as part of a pilot program required by Chapter 260, Statutes of 1977. The
department divided its activites into six decision units. Decision packages
were prepared at each of the five required funding levels (50%, 75%,
100%, 125%, 150%). Also, a proposed level was developed at approx1mate-
ly 12. 8 percent above the 100 percent level.

At the time of the first agency budget hearing with the Department of
Finance, some confusion arose because the agency staff was not prepared
to review budget information in the ZBB format. Moreover, the Gover-
nor’s Budget for 1978-79 displays the department’s budget in the standard
program format. Increases are indicated in italics with no reference to
decision packages or priority rankings. In a number of instances only part
of a decision package was approved for inclusion in the budget year re-
quest.

A special report evaluating the ZBB pilot project will be issued by our
office at the budget hearings.

New Positions (Exammatlon)

The department is requesting two auditor I posmons for this element.
The auditors will be used to assure compliance in the area of fair lending
activities.

New Position (Administration)

The department requests one junior staff analyst and two stenographers
for this element to absorb workload increases.

Reduced Positions -

The department is deletmg elght pos1txons in the budget year. Four
positions were authorized for only one year. The remaining positions were
assigned to the boards of inquiry. Chapter 1140, Statutes of 1977, provides
other mechanisms to resolve faJr lending complaints making the boards
unnecessary.



Table 1

"“Cost'and Staffing Data

Department of Savings and Loan Programs

Estimated 1977-78

Actual 1976-77 Proposed 1978-79
Personnel- Personnel- Personriel-
Program and Elements years Cost years Cost years Cost
" Supervision and Regulation ‘ ,
Examination 74.0 $1,920,865 7 $2,308,704 79 $2,460,992
Appraisal ... 339 1,020,007 35 1,195,740 36 1,250,842
. Facilities licensing and legal assistance 52 240,158 7 278,008 7 278,853
Economi¢:and financial information 135 596,245 16 843,455 19 898, 492
Boards of inquiry 1.7 36,385 4 160,672 —*
Administration 339 883362 4l 1,100,363 4 1,156,103
Total Programs 162.2 $4,697,522 180 85,886,942 185 $6,045,282
Reimbursements —1,883 —25,000 - —19421
Net Total Program $4,695,639 $5,861,942 $6,025,861

3 Chap Chapter 1140, Statutes of 1977, provides a mechanism for fair lending complaint resolution making the

boards of inquiry unnecessary.

9p1 WLl
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NASSLS Membership .

The department is a member of the National Association of State Sav-
ings and L.oan Supervisors (NASSLS). The required dues are set at $200.
Because 50 such contributions cannot adequately fund a national organiza-
tion ($250,000 budget), associate memberships are offered to state-li-
censed savings and loan associations in the various states. The associate
- members have no voice in determining policies. However, the potential
does exist for a conflict of interest because the savings and loan associations
are regulated by the various supervisors they support with the associate
membership fees. There is currently an effort to have the NASSLS sup-
ported solely by the states, with each state assessed according to the size
of the savings and loan industry within its boundaries. California’s contri-
bution under this arrangement is estimated to be $50,000 and the depart-
ment has requested this amount for the budget year. If the change to a
_ state assessrnent does not occur, the department states that it will pay only
the $200 annual fee and that the $49,800 balance will not be expended for
other purposes. '

Fair Lending

Chapter 1140, Statutes of 1977, requires that the Secretary of the Busi-
ness and Transportation Agency establish a process to review and resolve
fair lending complaints. The department has budgeted $25,000 as its share
of costs for this activity.

EDP Related Activities

We recormmend the deletion of one examiner III, one data processing
manager I, and one staff data processing analyst and recommend instead
the authorization of one senior data processing analyst for a reduction of
$46,494. :

The department is requesting two examiner III positions to increase its
capacity to examine EDP operations such as the security of computer-
generated fund transactions and computer-stored accounting records of
state savings and loan associations. Additionally, the department requests
- four positions (one data processing manager 11, one staff data processing
analyst, and two data technicians) for the management information unit
of the economic and financial information division (EFID).

The department’s management information systems unit is now
managed by an examiner IV. Management of this unit entails supervising
the department’s electronic data processing (EDP) activities. The depart- -
ment has proposed having the data processing manager assume the EDP
management responsibility, thereby relieving the examiner IV of the
need to perform duties more appropriate to an EDP classification. The
staff data processing analyst would provide technical systems analysis ca-
pability. To date, the department has had to depend on outside support
for EDP systems analysis. Most recently, this support has been provided
by the Department of General Services and the Franchise Tax Board. The
quality of this work has varied from extremely poor with respect to gen-
eral Services to good when dealing with the Franchise Tax Board. Howev-
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er, the State Data Processing Management Office (SDPMO) in the De-
partment of Finance-has limited the ability of the Franchise Tax Board to
continue providing necessary support to the department (see our analysis
of the SDPMO under Item 349 for further discussion of this problem).

We concur with the department’s intent but note that the department
has demonstrated neither significant new projects nor sufficient current
workload to justify all of the positions requested.- However, there appear
to be a sufficient number and mix of ongoing EDP applications and needs
to warrant establishing one high-level position to (1) review existing proc-
esses for possible improvements, (2) ensure the appropnate documenta-
tion of important applications, (3) guide the department in determining
new uses of EDP, and (4) perform such related tasks as are necessary to
ensure the department s cost-effective use of modern data processing
technology. '

We therefore recommend that a senior data processing analyst position
be authorized in lieu of two of the positions requested. It has been our
observation that the senior-level position is more appropriate to a depart-
ment which has little or no in-house EDP expertise because of the signifi-
cant potential for error inherent in EDP efforts. The examiner IV position
which will be freed by establishment of this data processing position can
be used in ‘place of one of the new examiner positions requested by the
department and therefore we recommend deletion of one -examiner III
position. This would result in a savings of approximately $46,494 and would
still provide the department with'sufficient resources with which to man-
age and improve its EDP capablhtles

COnsuItmg and Professional Services

We recormmend a reduction of $40, 000 for the mteragency task force on
electronic funds transfer systems (EFTS). ‘

The department has budgeted $40,000 as its share of the second-year
costs for an interagency task force on electronic funds transfer systems
(EFTS). The Business and Transportation Agency and the state and Con-
sumer Services Agency are coordinating the task force which currently
includes the Departments of Savings-and Loan ($40,000 contribution),
Banking ($40,000 contribution), Corporations ($20,000 contnbutlon) and
Consumer " Affairs (service-in-kind contribution).

We recommend deletion of funds for this activity. See analys1s of the
Secretary for Business and Transportatlon, Items 31-32

COnsohdated Data Center

We recornmend a reduction of $3,600 for services provided by the Tea]e
Consolidated Data Center.

For the budget year, the department has included a 6 percent cost
increase for services provided by the Stephen P. Teale Consolidated Data
Center. At this time, the data center is not anticipating any cost increase.

“Therefore, this item should be reduced by $3,600.
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Supervision and Regulation

- We recommend the two requested associate appraiser positions be au-
thorized for a two-year period.

The department is requesting two associate appraisers to assist in the
fair lending activities. These positions will be used to review loans denied
as a result of appraisal and/or property characteristics. The department
anticipates a potential annual workload of 500 inspections per appraiser,
but states that these are estimates. Because the exact workload is as yet
unknown, we would recommend that the position be approved for a
two-year period. This would allow the department to verify compliance
with the fair lending regulation while determining the actual workload in
this area.

CALIFORNIA TRANSPORTATION COMMISSION

Item 147 from the Transportation

Planning & Research Account ' ‘ Budget p. 292
Requested 1978-T9 ......cc.cccccccovermmmsmmsssssssssssssssssssossesssssssssssssee $379,710
-Estimated 1977-T8........cccoevererereruruenens None
Total recommended increase $220,000

) ‘ Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Staffing Level. Augment by $220,000. Recommend in- 221
crease of seven professional and one clerical posmon to ade-
quately staff commission.

GENERAL PROGRAM STATEMENT

The California Transportation Commission was created effective Feb-
ruary 1, 1978, pursuant to Chapter 1106, Statutes of 1977. Membership
consists of nine appointees of the Governor serving staggered four-year
terms. One member of the Senate appointed by the Senate Rules Commit-
tee and one member of the Assembly appointed by the Speaker serve as
ex-officio members of the commission. The commission replaces the Cali-
fornia Highway Commission, California Toll Bridge Authority, Aeronau-
tics Board and the State Transportatlon Board abolished under Chapter
1106.

The commission assumed all major responsibilities of the four terminat-
ed bodies. However, the commission does not have authority to approve
‘the Department of Transportation’s budget, unlike the Highway Commis-
sion. Instead, the Legislature will now review and act on the department ]
budget proposals. The statute, however, gives the commission a mech-
anism for evaluating the budget and making recommendations on it to the
Legislature. »

The commission, rather than the Legislature, will determine highway
construction priorities to be funded from annual appropriations. In addi-
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tion, the commission has the following new major responsibilities: (1)
adoption of an annual five-year state transportation improvement pro-
gram, (2) adoption and issuance of one and five year transportation reve-
nue forecasts to be used by regional transportation planning entities in
formulating individual regional transportation plans, (3) resolution of dif-
ferences between state and regional transportation plans and (4) adoption
biennally, of a California Transportation Plan.

ANALYSIS AND RECOMMENDATION

The budget proposes an expendlture of $379,710 from the Transporta-
tion Planning and Research Account. The budget includes funding for
three professional and four clerial positions. By contrast, during the cur-
rent year the four bodies abolished under Chapter 1106 were authorized
a total of 14.2 positions.

Proposed Staffing Insufficient to Provide lndependent Commission

We recommend that Item 147 be augmented in the amount of $220,000
to provide funds for the addition of seven professzona] and one clerical
position.

Consolidation of the previous boards and commission into a single plan-
ning and fund allocation commission and the statutory establishment of
the commission, independent of the Department of Transportation and
the Business and Transportation Agency, could provide a setting in which -
objective oversight of future transportation problems can be exercised.
However, measurable benefits will not materialize if the commission lacks
an mdependent staff capability.

The commission is largely responsible for all the duties and powers of
the four previous entities in addition to many new responsibilities that
involve decisions relating to immediate transportation improvements. We
do not believe that three professional and four clerical positions will be
adequate to carry out effectively the commission’s responsibilities. For
example, the budget assumes that the full commission will hold one two-
day hearmg per month. In addition the comm1ss1on is required to form “at
least” four planning and modal committees which will hold hearings two
additional times per month. In contrast the State Transportation Board,
which was authorized five professional positions, held fewer meetings and
had far less overall duties. We believe that the board, with more profes-
sional positions, also lacked adequate staff, and that this was responsible
for the failure of the board to achieve its planning responsibilities. In the
case of both the board and the Highway Commission, the process was
actually controlled by the Department of Transportation.

We also believe the administration has acted inconsistently in setting
statfing levels under Chapter 1106. Although this statute places ultimate
responsibility for many planning and financing decisions on the new com-
mission, the administration has determined that three professional posi-
tions are emnough to meet these responsibilities. In contrast, the
administration has proposed 10 new professional positions for the depart-
ment because it will provide some staff services to the commission.

No positions are provided in either the commission or department
- budgets for support for some of the commission’s most important duties,
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that is, '(a) resolving differences between the State Transportation Plan
and the Regional Transportation Plans, (b) resolving differences between
Regional Transportation Plans and (¢) evaluating the short-term Regional
Transportation Improvement Programs and resolving conflicts.

The commission should be given staff flexibility in order to respond
realistically to its duties. Therefore, we recommend that the proposed
budget be augmented in the amount of $220,000 which would fund seven
-additional professional positions and one clerical position for a total of
" fifteen positions (ten professional and five clerical positions). This staf_ﬁng
level is one position more than was recommended for the new commission
~ by the California nghway Commission when it suggested a “low” staffing
level.

Business and Transportation Agency
DEPARTMENT OF TRANSPORTATION

Items 148-156, 447 and 448 from

various funds ' Budget p. 296 '
Requested 1978-T9 ............ovvvveveveerrrssissssssssssmssssssssssssessesssssssiosse $1,147,043,232
Estimated 1977-T8..........cccourvrviernmnirmerernssennissssisssmenssssesesessesses 1,115,028,859
Actual 1976-TT ...t resseaesens eveerernnserenene 1,033,617,001
Requested increase $32,014,373 (2.9 percent)
Total recornmended reduction ...........coeeeveererereeeeeerereeesenens $29,530,632
Analysis.
SUMMARY OF MAJOR iISSUES AND RECOMMENDATIONS  page

1. Systems Planning. Reduce Items 148 and 154 in the total - 225
amount of $269,118. Recommend reduction in unneces-
sary transportation planning activities.

9. Transit Research. Reduce Items 149 and 155 in the total 221
amount of $393,594. Recommend reduction in transit re-

- search and technical assistance. '

3. Financial Programs. Reduce Item 149 by $40,608. Recom- 228
mend reduction in unspecified special transit studies.

4. Management Reporting Systems. Recommend review of 231
department work standards and their applications in man-
agement reporting systems. Also recommend implementa-
tion of improved monitoring of work standards and project
status for accurate forecasting of support requirements.

5. Personnel Information. Recommend development of im- 233
proved personnel and staffing trends data to balance per-
sonnel resources and project requirements. _

6. Personnel Support Costs. Reduce Items 151 and 447 in the 238
total amount of $8,769,876. Recommend reduction in
amount budgeted for personnel expenses.

- 7. Operating Expenses. Reduce Items 151 and 447 in the total 240
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amount of $6,860,431. Recommend reduction of amount
overbudgeted for operating expenses and minor equip-
ment and improved reporting system.

8. Bicycle Facilities. Reduce Item 447 by $1,295, 000 Recom-

mend reduction of amount overbudgeted for new blcycle
lane construction.

9. Highway Operations. Reduce Item 151 by $6,360,000.

Recommend reduction in highway system operations sup-
port unsubstantiated by department.

10. Major Equipment. Reduce Items 151 and 447 in the total

11

‘amount of $5,542,005. Recommend reduction in major
'road equipment purchases unsubstantiated by -depart-

ment. Also recommend preparation of schedule of
proposed equipment purchases.

Preventive Maintenance. Recommend department de-
velop and implement preventive maintenance program.
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GENERAL PROGRAM STATEMENT

Pursuant to Chapter 1106, Statutes of 1977, the 1978—79 fiscal year will
mark the first time that the highway portion of the department’s budget
is formally presented to the Legislature for appropriation. Thé total
budget contains funding for the Divisions of Transportation Planning,
Mass Transportation, Aeronautics, Highways, and general support.

ANALYSIS AND RECOMMENDAT|ONS_ ‘
The proposed expenditure is $1,147,043,232 which is $32,014,373 or 2.9

percent above the estimated current year expenditure of $1,115,028,859.
The funding by program and source is contained in Table 1. g

Table 1
Fundlng by Program and Source
Estimated Proposed
Program 1977-78 1978-79
1. Transportation Planning $14,247.244 $19,324,262 .
2. Mass Transportation 26,662,664 21,766,218
3. Aeronautics 6,673,757 6,117,900
4. Highway Transportation 1,044,191,963 1,093,834,852
5. General Support . 23,253,231 (25231,112)*
Total Programs $1,115,028,859 $1,147,043,232
Resources .
State Highway Account $567,202,000 $537,709,934
Aeronautics Aecount N ’ 6,797,148 6,117,900
Transportation Planning and Research Account ... 24,262,114 16,908,089
Bicycle Lane Account 360,000 360,000
Abandoned Railroad Account ........ eeessrnriasess 503,404 3,037,841
Environmental Protection Program Fund... 444,431 106,630
Federal funds.. 488,751,759 551,057,980
Reimbursements 26,708,003 31,744,858
Total Resources $1,147,043,232

2 Distributed to other programs in 1978-79.

1076788

$1,115,028,859
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1. TRANSPORTATION PLANNING

The transportation system planning program is accomplished through
the following program elements: (a) systems planning, (b) regional plan-
ning, (c) prograrn analysis, (d) administration, and (e) reimbursed serv-
ices.

The proposed expenditures for the budget year are $19,324,262 or 35.6
percent above the $14,247,244 estimated expenditures for the current
year. The major portion of this increase results from a change in account-
ing procedure that allocates $4,070,000 in reimbursed services to this ele-
ment in the budget, and is not an actual program increase. The proposed
budget provides funding for 306.8 personnel-years which is 6.0 less than
the current year staffing level of 312.8 personnel-years.

Accounting Change

The proposed budget includes $8,875,100 for reglonal planning, of which
$7,964,500 reflects direct subventions to local agencies. Historically, a por-
tion of the subventions has been used by the local agencies to pay for
personal services provided by the department at local request. In the past,
the department showed the reimbursed services and the net cash subven-
tions together under the regional planning program element.

The proposed budget changes the way subventions and reimbursed
services are shown. The total rather than the net subvention of funds is
now.shown in the regional planning element. Anticipated reimbursed
services are shown separately as an additional expense element, and an-
ticipated reimbursements are shown as additional income. This change
has been made to facilitate billing the reimbursed services as “work for
others” and the addition of a proposed overhead charge of $954,400 to the
regional agencies for using these services. This raises total anticipated
reimbursements to $5,024,400.

The Transportation Planning Process

Chapter. 1106, Statutes of 1977, makes major changes to the transporta-
tion planning process. The statute (1) emphasizes action-oriented and
. pragmatic planning directed toward developing practical solutions to
transportation problems and (2) consolidates the transportation planning
and programming processes

Regional Planning

Chapter 1106 requires biennial regional transportation plans and annual
transportation improvement programs to be prepared. These are pre-
pared either by specified regional planning agencies in most circum-
stances or by the department as specified in the law. Each transportation
planning agency must adopt a regional transportation plan, and adopt an
improvement prograrn if it prepares such a program. Each regional plan
is required to be action-oriented and pragmatic, and to present clear,
concise policy guidance to local and state officials. The program is re-

quired to support and be consistent with the plan.
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Systems Planning and Program Analysis

We recommend a reduction of $269,118 (6.9 persomze] years) from the
Transportation Planning and Research Account (Items 148 and 1 54) relat-

_ ed to transportation planning activities.

The proposed transportation planning program is generally consistent

'with the requirements of Chapter 1106. However, we recommend the

deletion of several items which are not of significant value. Furthermore,
the major source of funds for this program, the so-called ° splllover” of
funds resulting from the addition of gasoline to the sales tax base, is rapidly
dwindling, providing further justification for elimination or reduction of
several program elements on the grounds that they will not provide suffi-
ciently useful information to justify the application of scarce funds.

. Air Transportation Planning. This element includes 2.2 ‘personnel-

" years within the Division of Aeronautics to evaluate air carrier route

award proposals and provide testimony before the federal Civil Aeronau-

“tics Board (CAB) and the state Public Utilities Commission (PUC). This

effort is of marginal value because the PUC and CAB have review respon-
sibility and decision-making authority, and sufficient information should
be generated within their processes for effective decision-making. Ac-
cordingly, we recommend elimination of the requested 2.2 personnel-

'years for an approximate savings of $72,688.

West Coast Corridor Study. This study of major north-south travel in
California will be completed during the current year. The proposed
budget requests 5.2 personnel-years to provide exposure and distribution
of study recommendations, interact with local agencies concerning the
study, and explore additional issues which time did not permlt the study
to cover. This element contains a proposal to examine the air travel mar-
ket to smaller metropohtan areas, which can be eliminated because it is

-unlikely that the study would have any impact upon services offered by
private enterprise. The proposal to identify substitutes for travel (i.e.

telecommunications, etc.). can also be eliminated because it will have no
practical impact. Elimination of these components would reduce this ele-
ment by 1.5 personnel-years for a savings of $49,500.

Public Transportation. The proposed review of Proposition 5 (which
permits the use of highway funds for transit systems) applications is large-
ly redundant. Such applications must be reviewed by local planmng agen-

" cies, within the department’s highway program, as well as in the Division

of Mass Transportatlon Approval of Proposition 5 applications rests with
the commission, which can evaluate information from these sources di-

rectly, and request the involvement of the planning division only as neces-

sary. We recommend a reduction in thlS element of 1 personnel-year, for
a savings of $35,200.

Annual Report. The director has requested a report on the social,
economic, and environmental impacts of the department s capital outlay
program. At best this report can only reflect a summary of the many

impact reports filed by the department and local agencies. We do not

believe the need for a position to provide these summaries is justified, and
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therefore recommend elimination of this element for a reduction of 1
personnel-year and $35,400.

Public Opinion Analysis. This element includes an unnecessary public
opinion survey for which the department does not even have explicit
details. We believe this survey can accomplish little. Extensive mech-
anisms are already available for public input to the planning process at
both the local and state levels. These mechanisms are not ideal and can
be further improved. However, a survey will not improve the existing
process, nor can it provide in-depth information about real problems
which exist. Therefore we recommend deletion of the survey for a savings
of $54,450 and 0.5 personnel-years

Data Management. Thiselement provides a centralized source of data
for regional and state transportation planning. The proposed budget in-
cludes 1 position for training an individual in the application of the data
management systems, in case one of the present system operators should
leave. Training should not require a full personnel-year, and a better
estimate would be approximately 0.3 personnel-years including other re-
sponsibilities for the trainee. There is no justification for hiring someone
simply because someone else might leave. Therefore, we recommend
deletion of 0.7 personnel -years for a savings of $21,880.

2. MASS TRANSPORTATION

The mass transportation prograim contains three major program ele-
ments: (1) technical programs, (2) financial programs, and (3) adminis-
tration. Work for others is 1ncluded in these elements and.is also listed
separately.

The proposed expendltures for the budget year are $27,766,218, a 4.1
percent increase over the current year level of $26,662,664.. Fundmg for
123.6 personnel-years is included, which is a-19.3 percent increase above
the 103.6 personnel-years authorized in the current year.

Clarlflcatlon of State Role

 The department has indicated that there are five main areas of emphasm
~for its activities: (1) improvements to inter-city rail and bus services, (2)
transit interfaces with freeways and highways, (3) transit development
and demonstration projects funded by the state, (4) low-mobility trans-
portation, and (5) technical assistance to small and medium-sized transit
operators.

However, only a small portion of these activities is justified by the
'department s statutory responsibilities. Some grant administration, lim-
ited guideway (rail) review, and local assistance duties fall into this cate-
gory. Essentially, the division’s charter calls for it to encourage and aid
transit development, and it was given only limited responsibilities and
authority. Although administrative direction has improved significantly in
the past year, the program requires additional statutory direction and
_ authority if it is to perform a truly effectlve role with respect to mass
transportation in California.
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Defining Responsibilities

Spemflcally, rather than acting as a mass transit advocate, the division
should (1) perform functions which promote efficiency and effectiveness
in the provision of mass transit services, and (2) determine if these serv-

ices are being provided in proper balance to satisfy the needs of California.
 Additional statutory responsibilities should be considered in the following
areas: (1) facilitating the configuration of state highways to provide appro-
priate access to and adequate service for high occupancy vehicles (buses,
vans, and carpools); (2) developing intermodal transfer facilities where
needed and when identified as being of statewide significance or involv-
ing state facilities; and (3) insuring that adequate, efficient and effective
transit services are provided to the transportation disadvantaged (elderly
and handicapped). ’
Based on a detailed review of the proposed budget, we recommend
eliminating or reducing proposals of a vague or marginal nature. Justifica-
_tion does not exist for the large staff increase proposed, in the absence of
more explicit and pragmatic legislative direction for the program

Technical Programs

- We recommend the de]euon of $393,594 (11. 85 personnel-years) from
the Transportation Planning and Research Account proposed for transit
technical assistance and research (Items 149 and 155).

Management Development Assistance. This element includes 2. 5 per-
sonnel-years for the collection and distribution of transit information, such
as the biennial updating of the TRANSGUIDE report and preparation of

~other periodic reports and bulletins. Some of these functions are of little
benefit to transit operators because the same information is readily avail-
able from the federal government, the American Public Transit Associa-
tion (APTA), or other transit operators. We therefore recommend a
reduction of 1.25 personnel-years for a savings of $47,750 in the collection

and distribution of transit information..
' Research and Development Assistance. ‘This elementincludes 1.2 per-
sonnel-years to test automatic passenger counting and bus location equip-
" ment. The demonstration program is dependent upon receipt of a federal
grant. It is more appropriate for a local transit operator to conduct such
a program, and in fact the Southern California Rapid Transit District
(SCRTD) is currently experimenting with passenger-counting equip-
ment. In addition, the Toronto Transit Commission has underway an ex-
tensive passenger-counting and location experiment utilizing
sophisticated equipment which could be applied in California if successful.
Consequently, we recommend elimination of this component for a reduc- .
tion of 1.2 personnel-years and $37,500.

Another component is-included to develop and demonstrate bus safety
improvements for retrofitting existing buses. While there is some meritin

considering safety retrofits to existing buses, we do not believe dramatic
~ improvements can be anticipated from the proposed component, and
transit operators would not tend to utilize research developments in any
event. We recommend deletion of this component for a sav1ngs of 1 per-
sonnel-year and $31,000. '
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This element also contains a component to develop evaluation criteria
for determining the effectiveness of public transportation services. This
component is vaguely defined and unnecessary because similar efforts are
currently underway in urban areas by both transportation planning agen-
cies and transit operators. Local efforts will be based upon performance-
reporting by transit operators that is already required by state and federal -
legislation.. We therefore recommend elimination of this component for a
savings of 2 personnel-years and $62,000.

California Public Transportation Program. This element includes a
- component for the study of intercity ground transportation to develop
statewide bus and rail programs. There is no clear need or market for new
programs in this area. Multimodal studies are underway or have been
completed in the major travel corridors of the state, and recent demon-
stration programs involving intercity bus and rail improvements have
been unsuccessful. This component cannot provide additional useful infor-
mation, and we therefore recommend deletion for a savings of 2.4 person-
nel-years and $74,400.

Low Mobility Transportation. The division is requesting 10.0 person-
nel-years for various assistance and coordination programs concerning
transportation for the disadvantaged. This is an inerease of 4.0 personnel
_ years over the department’s current efforts in this area. In our judgment,
the preposed programs are primarily advisory in nature, and not ade-
quately oriénted toward providing significant improvements and efficien-

" cies in transportation for the disadvantaged. We believe staffing should be
continued at the current level of 6.0 personnel-years, with effort redirect-
ed to investigate (1) the explicit needs for improvements and efficiencies -
in transit services for the disadvantaged, and (2) institutional and other

‘changes to facilitate such improvements and efficiencies. The division
should examine the Delaware Authority for Specialized Transportation,
which has effectively consolidated most specialized services in that state
and offers a variety of services suited to differing needs among the disad-
vantaged. Potentially, such districts could be set up within major metro-
politan areas of the state, or specialized service consolidation
responsibilities could be authorized for transit districts already in exist-
ance. An effective and efficient approach should be taken for resolving
deficiencies in disadvantaged transportation. We therefore recommend a
reduction of 4.0 personnel-years and $140,944 from the proposed budget.-

Program Evaluatlon and Special Studies

We recommend the deletion of $40,608 (1.1 personnel-years) from the
Transportation Planning and Research Account (Item 149) related to
unspecified transit studies.
 The department proposes to increase this element from 4.3 to 5.4 per-
sonnel-years. One personnel-year has been budgeted for unspecified spe-
- cial studies, and 0.8 personnel-years for a program to develop a statewide
perspective on selected transit issues. While some legitimate needs may
exist in this element, adequate justification to support the proposed
budget increase has not been provided. We recommend elimination of the
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increase for a savings of 1.1 personnel-years and $40,608.

3. AERONAUTICS

We recommend approval of Item 150.

The budget proposes an expenditure of $6,117,900, an 8.3 percent de-
crease from the current year level of $6,673,757. Funding is provided from
the aeronautics account for 39.4 personnel-years, a decrease of 1.7 percent
from the 40.1 positions authorized in the current year.

4. HIGHWAY TRANSPORTATION

The highway program has been the subject of considerable discussion
and controversy over the past year. In our May 1977 report to the Legisla-
ture, The Budget, Six-Year Plan, Cash Flow, and Management of the
Department of Transportation, we noted that antiquated budgeting, plan-
ning, and accounting procedures have resulted in inadequate data for
responsible decisionmaking. In addition, various complexities of the pro-
gram make it difficult to focus on key issues and develop an adequate
understanding of the program.

Rather than discuss all aspects of the program, we focus on key factors
which may be useful to the Legislature in exercising oversight responsibili-
ties. These are (1) the financial condition of the program, (2) manage-

-ment information problems and deficiencies, and (3) various program
components and related recommendations.

Financial Condition

In reviewing the financial condition of the highway program, it is impor-
tant to assess (1) the proposed capital outlay program, and (2) the adequa-
cy of state revenues to satisfy future program needs. In the May report,
we attempted to approximate a cash flow analysis through the 1982-83
fiscal year by using the best information available and making certain
assumptions. We have extended our analysis with information obtained
since the May report.”

Cash Available. As of June 30, 1977 the cash balance in the State High-
way Account was $361.7 million. Following the close of the 1976-77 fiscal
year, the department attempted to estimate what portion of this balance
could be considered available above existing liabilities. Two different es-
timating procedures resulted in estimates of the “cash surplus” amounting
to $207.2 million and $227.7 million.

Federal Aid. For simplicity our analysis focuses upon the major federal
aid programs and the “basic program costs” of the State Highway program
- as defined in the May report (Table IX). Based on the current federal aid
highway act, we estimate that new federal aid available for state highways
in the current year includes (1) primary—$79.5 million; (2) urban—$18.4
million (assurming 20 percent of the total allocation is available for state
highways); (3) miscellaneous—$23.5 million; and (4) 1978-79 interstate
apportionments—=$207.0 million plus $13.2 million for interstate rehabilita-
tion. Assuming that federal programs continue at these levels, and that
available apportionments (mcludlng subsequent year Interstate) can be
obligated within the year in which they are available, $341.6 million in
federal aid could be obligated each year. State matchmg cash require-



230 / BUSINESS AND TRANSPORTATION Itemsl 148-156, 447 and. 448

DEPARTMENT OF TRANSPORTATION—Continued

ments for this level of aid total approximately $43.5 million, taking into
consideration the varying percentages of match requirements for differ-
ent aid categories. The resulting annual federal-based capital program for
state highways, including some support costs, should then approximate
$385.1 million.

Available State Funds. In constructing a cash flow and encumbrance

analysis for the application of state funds by the department, we use the
following: (1) our May analysis for basic program costs, (2) the $43.5
million estimate of annual state match requirements, (3) the low estimate
of $207.2 million in available cash as of June 30, 1977, (4) an estimate of
$39.2 million in state match required for $296.2 million in unobligated
federal aid available as of June 24, 1977, (5) revised estimates of state
revenues, including major increases in some categories above values used
- in May, and full disclosure of revenues and interest from the sale of excess
‘lands and property rental revenues, and (6) department estimates of -
essential state-funded capital outlay. Table 2 shows both an annual and a
cumulative net state surplus or deficit on the basis of cash expenditures
plus encumbrances. For basic program costs, state-only capital outlay, and
federal matching requirements assuming an optimum program.

Table 2

HIGHWAY PROGRAM STATE CASH FLOW AND ENCUMBRANCE ANALYSIS
1977-78 THROUGH 1983-84 ,

{In Millions)

Balance

June 30, .

1977  1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-84
State
Revenues........cooenumne $207.2 $5455  $555.0 $520.5 $522.7  $517.7 $509.5  $501.2
Less:
Net Basic
Program
COSES rvvuenrrrereerrrovmnsenne ~  $3943 $4163 $439.7 - $4645 $490.7 $5186  $548.1
State .
Match for : ’
Contracts....coreerevereenns $39.2 435 435 435 425 435 435 435
State-Only
© Contracts....weenevenee - 3835 36.6 324 334 325 28.6 310
Net Annual
State Surplus :
(Deficit) ..ovoverervrsnone $1680 ~ $69.2  $586  $139 $(187) $(49.0) $(81.2) $(1274)
Cumulative
Surplus ) : )
(Deficit) ..ooverneerrereees $168.0 $2372 $2958 $309.7  $291.0 $2420 $160.8 $33.4

It should be noted that our analysis assumes approximately $55 million
less in Proposition 5 diversions for local transit projects than the $145
million assumed by the department for the period. However, the $90.7
million we are assuming for the guideway allocations is an optimistic level
in our judgment. It will also be subject to the approval of the new commis-
sion and the Leglslature
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Placing the Six-Year Plan in Perspective. -Under the assumptions used
to formulate Table 2; a net state funding deficit would occur in the 1980-81
fiscal year. In the absence of the accumulating surplus evident in the table,
a revenue increase or program reduction would be necessary for financial
stability. '

Table 2 also assumes an optimum federal aid program, and provides for
full encumbrance of necessary matching state aid. In reality, it can also be
assumed that actual expenditures for each of the six fiscal years will be less
than is stated because of project slippage and other reductions in expendi- .
tures. :

Six-year planning program adjustments occurring in the last year make
this factor evident. The department’s 1976 planning program for the peri-
od 1977-78 through 1982-83 projected a $90 million state deficit for 1982—
83. The comparable 1977 planning program for the 1978-79 through 1983~
84 period was revised to reflect an anticipated state deficit of $65 million
which is $25 million less and one year later than the previous projections.
Thus, program expenditures for the next six years reflect broad estimates
and are significantly less important from a policy standpoint than suggest-
ed by the department.

It is evident that a considerable degree of program flexibility exists in
the near term. Furthermore, as discussed later in the analysis, major effi-
ciency increases are possible in the basic program area which would fur-

_ther improve the cash position.

Adequate Information _
In preparing this analysis, we encountered significant problems due to
the absence of good information from the department. The department
cannot provide adequate information either for its own needs or to satisfy
the requirements of the commission or the Legislature. The deficiencies
fall into two categories: (1) inadequate and insufficient financial informa- -
tion; and (2) incorrect and improperly utilized personnel information as

provided by the department’s management reporting systems.
Financial Information. The department has recognized its financial
information problems. A task force has been formed to address the prob-
lems by the department and the Department of Finance, utilizing McKin-
sey and Company as consultants. The task force has followed the general

thrust of our May report recommendations, and gone into considerably -

more detail. Major budget and reporting changes are planned for the
1979-80 fiscal year. We urge continuing emphasis on the task force effort
and implementation of its recommendations. It is imperative that the
department provide better financial data in the future.

Management Reporting Systems ) A

We recommend that a program similar to the Group Evaluation Meas-
urement program, in which an independent group of analysts would re-
view the work standards and their applications in all of the management
reporting systems, be implemented in the department.

We further recommend that improved monitoring reports of both work
standards and project status be implemented in-the department, so that
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an accurate comparison between targeted and actual expended staff fing
requiremernts can be accomp]zsbed

Another difficulty encountered in forecasting the department’s finan-
cial resources is misuse of information by the department. The depart-
ment’s management reporting -systems are designed to project district
personnel requirements and to inform headquarters management of total
departmental staffing needs. Theoretically, accurate, up-to-date informa-
tion for construction, design, maintenance, and right-of-way staffing needs
is provided through a process described below:

(1) Work standards are used to determine base personnel;

(2) Base ‘personnel are then altered by different factors to arrive at an

adjusted personnel-year figure;

(3) Adjusted personnel- years are then used to determine staffing ex-
penses;

(4) Personnel actually expended on projects are eventually compared
to projected staffing requirements to update program costs and
work standards.

Our review of the management reporting systems indicates that several
common problems exist with the development and utilization of work
standards and their translation into personnel requirements. These prob-
lems include: outdated or unused work standards; excessive flexibility of
adjustment factors; deriving personnel-years from a predetermined
budget; and, not realizing the full potential for personnel monitoring.

Work Standards Outdated or Not Used. Work standards in the differ-
ent reporting systems are antiquated. The Design Management System
(DMS) was developed in the early seventies to estimate project design
costs through the use of specified work standards that relate staffing re-
quirements of costs. These standards are particularly questionable for
current estimating purposes because of the considerable inflation in con-
struction costs during the past few years. If all the work standards are not
adjusted for inflation, staffing requirements may be overstated. Work
standards that fail to take inflation into account would forecast a need for
more personnel as the cost (but not the workload) increases. In fact,
inflation tends to reduce the number of personnel needed for a given
dollar volume of construction.

Further, smaller districts with insufficient data to build a historical base
generally have used work standards developed by other comparable dis-
tricts. These smaller districts still continue to use their counterpart’s work
standards even though they now have the historical base to update and
develop their own.

In addition, problems have resulted regarding the failure to use work
standards associated with the Group Evaluation Measurement (GEM)
program implemented in 1969. The basic goal of the GEM program was
to match clerical personnel requirements with workload demands. Work
standards were to be used to measure group performances and to prepare
personnel requirements. Use of the GEM system determined that only
65-75 percent of the authorized personnel were needed, and recommen-
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dations were made to reduce personnel, consolidate positions, and in-
crease efficiency. However, the program was eliminated because depart-
ment _managers resented the infringement upon their flexibility to
establish or eliminate clerical personnel. Therefore, the work standards
developed by GEM were never used.

Adjustment Factors Too Flexible. Another problem with work stand-
ards involves the use of factors applied by managers to adjust base person-
nel needed on specific construction projects. The Construction
Engineering Management System (CEMS) is an example of this process.
Five adjustment factors are used in the system to alter base personnel
requirements. Three of these factors are: geography and climate, route
location, and roadway alignment. Each of these factors may increase the
figures for base personnel by as much as 20 percent.

In addition, a judgment value may be applied by managers to augment
or decrease base personnel needs by up to 20 percent. Finally, an adjust-
ment factor equal to the percentage of bridgework contract value to total
contract value for the project is applied. Conceivably, the full application
of each of the five adjustment factors could double base personnel needs.

Personnel Derived from Prescribed Budget. The method for deter-
mining staffing expenses from personnel-years is ignored. Instead of using
the management reporting systems to estimate personnel-years, and then
forecast staffing expenses, the opposite occurs. In a 1974 statewide review
of the Maintenance Management System (MMS), the department’s office
of Management Audit and Review discovered that staffing needs and
project scheduling were “backed-in” from a predetermined budget. Be--
cause of this “backing-in” procedure, personnel-year projections based on
work standards did not necessarily agree with personnel- -years actually
expended. In suchicases, it was found that some field supervisors altered _
their reports to allow actual time expended to agree with projections
derived from the work standards. This procedure was, and still is, contrary
to the process designed for determining personnel requirements.

Personnel Monitoring Potential Not Used. The potential for monitor-
ing personnel requirements is currently disregarded. For example, in the
Right-of-Way Management System, personnel targets are set at the begin-.
ning of each fiscal year. If work standard values are not being achieved,
district managers may then adjust these targets monthly to agree with
actual work performance. Thus, the district reports of personnel-years
targeted and expended at the end of the fiscal year may appear compara-
ble, although they may differ considerably from the original targets. As a
consequence of managers manipulating personnel-year targets, more per-
sonnel may be requested or retained than is actually necessary to perfqrm
specific tasks, thereby inflating the budget.

Staffing Trends

We recommend that the department give high pnonty to tbe develop-
ment and utilization of accurate information on staffing trends to avoid
future imbalances between personnel resources and prOJect require-
ments.

"The mix of department personnel in various job classes and between
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headquarters and districts becomes an important consideration in view of
the problems identified with the personnel management systems. Incor-
rect information could adversely affect these mixes and limit the depart-
ment’s ability to accomplish its desired work plan. Because of such
problems and because the department experienced substantial layoffs two
years ago (approximately 2,700 posmons) some comparisons of staff mixes
.are in order, v

District-Headquarters Staff Mix. Overall, headquarters and district
personnel figures declined by nearly identical percentages between 1974
75 and October, 1977. District totals fell 20.9 percent and headquarters
dropped 19.1 percent, while the department as a whole declined 20.6
percent. A comparison of personnel data projections shows that if the
maintenance program figures are excluded, district staff are projected to

. decline 19.9 percent versus a 13.4 percent decline for headquarters
. through 1978-79. As displayed in Table 3 and Chart I, data for the period
1974-75 to 1978-T9 indicate that reductions in department staff for non-
maintenance activities (e.g., new facilities, operating improvements, pro-
gram development, local assistance, etc.) will be greater in the districts
than in headquarters. Headquarters personnel, who perform the bulk of
central administrative and support operations, are scheduled to suffer a
decline only two-thirds as great as that experienced by district personnel.
Maintenance, which has received increased attention in recent years, is
expected to show a slight personnel increase of 3.1 percent over the five-
year period.

Because of the Legislature’s expressmn of support for addltlonal facﬂlty
construction, the information in Table 3 represents a disturbing trend. It
suggests the department may not be placing enough emphasis on achiev-
ing the proper personnel d1str1but10n necessary to accomplish an ac-
celerated work program.

Engineering Personnel. Examination of personnel trends within the
department’s engineering classifications evidences further problems in
the staff mix. The most recent data on engineering class mixes shows that
layoffs severely depleted the number of persons in lower level classes at
both headquarters and the districts. Upper level engineers were much less
affected, in part due to seniority and civil service restrictions. Table 4
exhibits these data and shows that senior-and-above engineering classes
decreased 16 percent from July 1975 to January 1978 while associate-and-
below classes declined 32 percent in the same period. This has produced
a significant drop in the ratio of lower level to senior level engineers from
11.8 to 1 in 1975 to 9.7 to 1 in January 1978, a decrease of 17.8 percent.
Among associate-and-below positions, reductions have been greatest with-
in the entry-level engineering classes. Thus, an inverse relationship exists
between the severity of the position reductions and classification levels.

~As the position classification increases, the percentage of reductions de-
creases.

Recent hlrlngs have tended to augment upper level engineering staff
at headquarters, while district upper level staff have shown a slight de-
cline. Overall figures have remained fairly constant. However, the num-



Headquarters
Personnel

(District)
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Personnel

Maintenance
Personnel

Total
Personnel .

Table 3
Caltrans Staffing Patterns for
Headquarters, District, and Maintenance Personnel
1974-75 to 1978-79

Percentage Percentage Percentage Percentage
Change Change Change Change .
1974-75 1975-76 1976-77 - 1977-78 . Total -
to to to to -~ Percentage

1974-75 1975-76  1975-76  1976-77  1976-77  1977-78° 1977-78 '1.978—7.9‘“ 1978-79  Change

36429 33998 —67% 30959  —89% 304L7  —18% 31541  +37% —134%
82883 80530 . —28 60626 247 64579 465 6687 428  —199°
_S4L0 5380 435 583 26 5520 410 SIS 413 431
173420 170518  —17% 146138  —143% 150116  +27% 153741 = +24% —113%

2 Department allocations as of November 27, 1977.
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" a. Does not include maintenance personnel.
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Class
Junior Engineering Technician ....
Technician T .........ciccenniion
Assistant Transportation Engineer
Associate Transportation Engi-
neer..... .

Total Associate and Below ............
Senior and Above Transportation
Engineer ...
Number of Lower Level Staff Per
Upper Level Staff Position ....

Table 4

Caltrans Mainline Engineering Personnel
HQ/Field and Upper/Lower Comparison

Positions on Board

- 7/1/75 to 1/1/78

Positions on Board Positions on Board Positions on Board

7/1/75 7/1/76 7/1/77 1/1/78 * - Percentage

HQ . Field Total HQ Field Total HQ Field Total HQ Field Total Reduction
6 249 255 2 145 147 5 118 123 3 98 01 - —154 —60%

27 1217 134 22 823 845 13 729 ¢ 742 13 772 785 -519 —40%

46 2373 2419 55 1,743 1,798 29 1681 1,710 30 172 1742 —677  —-28%
96 784 880 69 630 699 76 629 698 75 622 697 —-183 —-21%
175 4,683 4858 148 3341 3489 123 3,150 . 3273 121 3204 3325 1533 -32%
140 270 4100 126 235 361 © 116 ‘ 230 . 346 119 224 - 343 —67 —16%
ns’ 96 95 97 —178%

Change and .
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ber of junior engineering technicians has continued to decline, dropping
18 percent between July 1977 and January 1978. Because a majority of
those laid off were at lower levels and rehiring appears to be stronger at
more advanced levels, a serious shortage of young engineers may result
in the future:. If a large number of senior engineers were to resign within
a short time, a void in lower-and middle level positions would probably
occur. This could severely limit the department’s ability to complete fu-
ture projects. Already, it appears that the lack of personnel control has led
districts to prepare individual workload budgets based on the mix of per-
sonnel actually in the districts instead of the personnel classifications need-
ed to perform identified projects.

 The department is in the process of establishing a new position records
system, but it is not yet operational. The department also states that it has
not been able to merge staffing data from past years with the new system.
. Because these capabilities are of critical importance, their development
should be given high priority by the department. Existing and potential
problems with engineering and other classification mixes should also be
recognized and addressed without further delay.

Staffing Needs Overstated

We recormmend that Items 151 and 447 be reduced by $8,769,876 (the
equivalent of 409 personnel-years) in the amount budgeted for depart-
ment personnel expenses.

In the 1978-79 fiscal year the department proposes the addition of 702.5
new positions to the 15,296 authorized in the current year. After adminis-
trative and salary savings adjustments have been made, a net increase of
335.1 personnel-years, or 2.2 percent, is proposed over the current year.
Traditionally, the department has determined its personnel requirements
by first calculating available financial resources and the work program
which could be supported by such resources. The department has then

" used its personnel management systems to identify the number of person-
nel-years necessary to produce the planned work program. Our identifica-
tion of potential inaccuracies in the management systems’ estimates and
our review of currently filled positions suggest that the department will
not produce the personnel-years of effort displayed in either the 1977-78
or 1978-79 work effort totals. Rather, it appears that the department will
fall several hundred personnel-years short of the budgeted totals for both
years.

Determination of Position Requests. Authorized position figures in the
Governor’s Budget are not equivalent to personnel-year figures because
the latter is derived from the former through application of a salary sav-
ings (i.e., vacancy) factor. However, because the department first deter-
mines its work plan and personnel-year equivalents, position estimates
appear to be backed-in from the plan itself. This means that the number
of new positions requested can be artificially adjusted to arrive at a
desired, and predetermined, personnel-year total. :
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Proper Vacancy Factor. An altérnate method of arriving at desired
personnel-year totals would involve the selection of a vacancy factor
which is applied to position figures. By selecting various vacancy rates, a
given number of positions can be translated into several different person-
nel-year totals. The use of an incorrect vacancy rate, therefore, would®
produce an incorrect personnel-year figure. :

The 1978-79 Governor’s Budget shows that the department has used
vacancy factors of 3.7 and 3.9 pereent for 1977-78 and 1978-79, respective-
ly, in its calculations. Comparison of these figures with current and histori-
cal departmental rates for vacancies indicates that the budgeted vacancy
rates are understated. Information furnished by the department for the
first six months of the 1977-78 fiscal year shows that the department has
had an average vacancy rate of approximately 5.2 percent in its perma-
nent positions. Also, the department has stated that its vacancy rate typi-
cally runs between 5 and 8 percent in “normal” and expansion years. From
all indications the department has weathered the disruptive effects of its
massive layoffs two years ago. Moreover, the current year hiring trends
and proposed staffing increases in the budget year signal the return to a
period of expansion and normality for the department in personnel mat-
ters. Therefore, the department should revise upward its projected va-

cancy rate and subsequent salary savings.

Revised Vacancy and Salary Savings Estimates. In attempting to de-
-termine the magnitude of such adjustments we have reviewed a range of
alternate staffing scenarios for the remainder of the 1977-78 fiscal year and
their implications for the 1978-79 fiscal year. These scenarios include:

‘Case 1: Crash Hiring Program. 1f the department were to immediately
fill all vacant positions, and suffer no attrition in the remainder of the
1977-78 fiscal year, we estimate a department-wide utilization of 14,782.5
personnel-years. Included in this figure is an optimistic estimate of person-
nel-years expected to be accumulated by persons in other than full-time
positions (e.g., part-time, limited term, seasonal, etc.). Even so, the de-
partment total would fall approximately 230 personnel-years short of the
15,012 projected by the department for 1977-78.

Case 2: Continuation of Current Trends. In the first six months of the
current fiscal year, the department added an average of 45 new staff each
month. If this rate were to continue, total personnel-years would approach
14,460 for the year, or 552 below current projections.

Case 3: Slowdown in Hiring Trends. Case 3 examiined the effect of a
possible slowdown in the rate of new staff additions which might result if
employment hiring lists became exhausted or if time-consuming affirma-
tive action efforts were increased. If the addition rate were 32 persons
each month (approximately two-thirds the current rate) total personnel-
years for 1977-78 would approximate 14,435, or 557 below budget esti-
mates. . v

Case 4: No Change in Current Staff Level.  Although unlikely to.occur,
a freeze at existing staff levels would result in the estimated production
of only 14,381 personnel-years, some 631 below the budgeted figure of
- 15,012,
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Expected Shortfall An examination of these and other cases mdlcates
that the department will fall short of its stated work effort goal under a
variety of circumstances. We estimate the magnitude of this shortfall at
approximately 500 personnel-years below the level forecast by the depart-
ment for 1977-78, and project that a similar shortfall will occur in 1978-79.
There are several reasons for this: 1) the department proposes the addi-
tion of 702 positions on top of several hundred existing vacancies, 2) the
current and budget years are “expansion” years with the department
typically realizing a 5 to 8 percent vacancy rate in such years, and 3) the
department has experienced a historical shortfall in personnel-years of at
least 2.5 percent annually above the original projection. Only an un-
foreseen or abrupt change in existing conditions would alter these conclu-
sions.

Because of the above factors, we beheve that a 6.5 percent vacancy rate
is reasonable to expect in' 1978-79 versus the budgeted figure of 3.9 per-
cent. At the higher rate, we calculate a personnel-year savings total of
1,038.5 years versus the budgeted estimate of 629.4 personnel-years. At an

- average salary and benefits cost of $21,437 for each personnel-year, the
409.1 year difference would result in an expenditure reduction of $8,769,-
876. We recommend this amount be deleted from the department’s re-
quest.

Operating Expense Budget

We recommend a reduction of $6,860,431 in Items 151 and 447 in the
amount budgeted for department operating expenses and equipment.

We also recommend the department increase its efforts to develop a
more accurate system for reporting and monitoring operaling expenses.
In doing so, the department should prepare a more detailed breakdown
of such expenses for inclusion in the Governor'’s Budget ’

A major component of the department’s support costs in any fiscal year

is the amount budgeted for operating expenses and minor equipment. For.
1978-79 the department proposes the expenditure of $155.7 million, an
increase of $11.2 million, or 7.7 percent, over 1977-78 and a two-year
increase over 1976-77 of $23.9 million, or 18.1 percent. Examination of this
expenditure request suggests that substantial economies are pOSSlble and
that a more moderate increase is in order.

Allowable Increases. In budgeting operating expenses, state depart-
ments traditionally apply the price increase factors developed by the
Department of Finance as reported in its annual price letter. Where
expenditures are not specifically covered by such guidelines, a general
percentage increase is applied across the board. For 1977-78 the general
increase allowed by the price letter was 5 percent while for 1978-79 the
permittéd increase is 6 percent. The latter figure includes a 1 percent
increase for adjusting the 1977-78 general price increase estimate.

Incorrect Application of Price Increases.- A review of the operating
expense details shows that the department has overbudgeted these items.
Generally, the départment has applied a6 percent increase for both 1977-
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78 and 1978-79 rather than the 5 and 6 percent figures specified in the .
price letter. In specific areas where increases other than 6 percent were
to be used, the department has misinterpreted the price letter instructions

" by applying a compound rate to 1976-77 actual expenditures to arrive at
a 1978-79 estimate. In such cases the department was to apply only a single
increase factor in estimating the two-year change.

Reduction Recommended. The differences between the percentage
increases allowed by the price letter and those used by the department
are not great in most cases. However, even a small percentage difference
in an operating expense budget of $155.7 million results in a discrepancy
of several million dollars. Table 5 displays the differences we have identi-
fied as being excessive. Reduction of these amounts, a total of $6,860,431,
will still provide the requ1red level of support for the department’s activi-
ties.

Expense Monitoring Inadequate. - Discussions with the department re-
garding its operating expense budget also revealed deficiencies in the way
such expenses are reported and monitored. Generally, the department
relies on a process whereby past years’ actual expenditures are taken as
given-and inflated for the coming budget year. Costs are reported on
general ledger accounts through department-wide accounting codes but
appear in budget displays as either a lump sum or average personnel-year
costs, the latter derived by dividing total department operating expenses
by estimated personnel-year totals. In addition, the department admits
that the categorical breakdowns provided in supplementary information
schedules may be artificial and not truly representative of actual expendi-
tures. These reporting processes do little to facilitate analysis of such costs
on a program-by-program or categorical basis. In effect, the eleven district

"directors have knowledge of the gross amount they have been allocated
for operating expenses based on personnel totals but how the actual oper-
ating expense revenue is utilized becomes discretionary.

Our discussions indicated the department is aware of many deficiencies
and has taken initial steps toward solving some of them. A district pilot
study on improved budget development and program implementation
has acknowledged the need for better expenditure control. Guidelines for
the pilot stressed the need for development of new reports to facilitate
comparison of organizational cost estimates with actual expenditures, to
identify variances, and provide expenditure authorization control mech-
anisms. Although we have not evaluated thoroughly this pilot study or the
results of such efforts, we support the department’s attempts at improve-
ments in this area. Districts currently lack the means to monitor their
expenditure status because the present system acknowledges cash ex-
penditures only while ignoring other encumbrances on budgeted fiscal

“resources. Continued improvement in these areas should serve to improve -
the ability of supervisors to manage while helping to limit unnecessary
expenditures.

In supporting increased department attention to these concerns, we
believe a more complete description of operating expense activities can
be included in the department’s budget presentations. Specifically, we
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recommend a more detailed information display in the Governor’s
Budget, consistent with requirements imposed on other state agencies by
the State Administrative Manual. Further, the development of additional
backup data is necessary to support information included in the supple-
mentary schedules. The reporting of operating expenses on an average -
cost per personnel-year currently pernnts only the most general. level of
analys1s of such expenditures.
Table 5 .
Recommended Reductions in Caltrans’ < -
Operating Expenses
A Expenses subject toa smgle ad_]ustment using 1976-77 expenditure base:®

Percent Increase,  Dollar Difference

Percent Increase, Price Letter (Recommended
Expense Category - - Caltrans’ Budget - .Instructions Reduction)
Communications (Telephone) ................ 6.0% + 6.0%- .- 5.0% $207,882
Intrastate air travel .............. w60 +160 i 16.0 97,821
Private auto usage ....... 25 + 15 75 105,861
Travel expense in- state 25 + 175 75 - - 200,868
Airplane charter e 80 4160 - - 160 - + 179,000
Out-of-state travel ....................................... 6.0  +16.0 : 16.0 7.966
Postage : 60 + .60 — S 40,000
Utility services ° ' 160 +200 - 200 2,022,800
Teale Data Center. ... 60 + 60 —20.6 1,259,325
Major equipment deprecxahon Wrersassees “60 + 60 e — . 947,000
Uniform allowance .........conesssensens - 60 +130 i 13.0 . 6,830
Subtotal ...... ‘ $5,0’75 353
B. Expenses sub)ect to two adjustments using: 1976—77 and 1977—78 expendrture bases: ¢
Pnntmg and graphic services - 6.0%+ 60% 5.0%+ 6.0% . $5532
Private equipment rental.... 60 + 60 50 + 60 . 7001
Car tags (road equipment) .. 60 + 60 50 + 60 - 741,120
Freight charges . 60+ 60 50 + 60 - :2,791
Building operation services 60"+ 60 ~ 8.0 4+ 60 113,993
Data processing development w60+ 60 - 50 +.60 L. 3679
Computer equipment rental ...... v 60 + .60 © 50. + 60 7,178
Consultant and professxonal services . 60 + 60 50 +60 - - 62281
Automohve service and repair... 60 + 60 50 + 60 217,350
Other repairs and services w804 60 50 + 60 ) 14,850
Office supplies and property ... © 60 + 60 . 250 + 60 34,607
Depreciable equipment service.............. . 60 +60 50 +60 . 5515
Tuition and training expense . . 60 + 60 50 + 6.0 64,433
Material from StOYES ....omssirsmscscescossiiven 60 + 60 50 +60 470,650
Miscellaneous equipment. maintenance .- 60 + 60 ~ .~ 50 + 60 17,734
Photo lab services : 50 +60 16274 -
“Subtotal " . Crveessesiseans $1,785,078
Grand Total o 7 6,860,431

1978 1978-79 amounts estimated by ad]ustmg 1976-77 actual expenditures per price letter mstruchons.
We recommend deletion of the entire amount budgeted for this expense because the department
currently owns two of its own aircraft.
¢ Allows for a two-year adjustment of 48 percent for natural gas and a 20 percent adjustment for all other
utilities.
Depreciation does not represent an actual expenditure of funds.
€1977-78 and 1978-79 amounts estimated through application of a five percent and -six percent price
increase factor, respectively, as suggested in Department of Finance price letters.
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New Facilities Program )

We recommend a reduction of $1,295,000 in Item 447 in the amount
proposed for construction of new bicycle lanes and facilities.

Analysis of the 1978-79 highway transportation program reveals a
proposed budget increase of approximately 2.6 percent in personnel-years
and 5.3 percent in dollar expenditures over 1977-78 totals. Within this
program, the new facilities element shows a 7.2 percent increase in per-
sonnel-years but a 4.7 percent decrease in expenditures. Given the Legis-
lature’s concern with the highway program in general and new facilities
in particular, a review of the latter was conducted to identify trends which
may be developing in this element.

Although new facilities program personnel-years are 1ncreased by 99.2,
or 7.2 percent, in 1978-79, the new highway construction element will
realize only a 69.9 personnel-year (5.4 percent) gain. Toll bridge construc-
tion activities account for a considerable portion of the expansion, increas-
ing 32.4 personnel-years (63.4 percent), while bicycle lane construction
shows a decline of 3.1 personnel-years (—8.3 percent). These changes in
program components are displayed in Table 6, which also reveals an over-
all two-year decline in the new facilities” work effort of 21.5 percent. Thus,
the data indicate that despite a staff increase in 1978-79 over the current
year, new highway construction personnel are projected to decline sharp-
ly from their 1976-77 level.

Decline in New Facilities Constructzon Table 7 prov1des a closer look
at new highway construction data and reveals that lane-miles constructed
and expenditures are also declining. Whereas the department completed

~construction of 310 lane-miles in 1976-77, only 97 are scheduled for com-
pletion in 1978-79. This change represents a drop of 68.7 percent during
the two-year period. Similarly, construction expenditures:are projected to
decline 9.5 percent during this period. :

. Tabl.e 6 .
Highway Transportation Program
New Facilities Component ‘
Changes in Personnel-Years Expended
' 1976-77 to 1978-79

. ) . Two-Year,
v , Percentage “Percentage Change
New Change Change ~ 1976-77
Faciliies Actual ~ ‘Estimated  over ' Budgeted  over o
Component 1976-77  1977-78 - . 1976-77 . 1978-79  1977.78 197879
New highway construction.. - 1,861.3 12978 - ~303% 13677 +5.4% —26.5%
New toll bridge construction = 277 51.1 +84.5 835 . +634 +201.4
New bicycle facilities............ 3.7 . 374 +911 34.3 —8.3 +827

Program Total ...........nmneces 1,827~ 1,386.3 —26.7% 14855 +7.2% —215%
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Table 7

" Changes in Highway Construction Elements
1976-77 to 1978-79

Two-Year

Percentage . Percentage Change
Change © Change  1976-77
Actual  Estimated  over  Budgeted  over to
Element 1976-77 . 1977-78  1976-77  1978-79 - 1977-78  1978-79
Output:
Lane-miles constructed........ 310 226 —-271% 97 -571% —688%
Personnel-years expended ..  1,861.3 1,297.8 -303% 1,367.7 +54% —265%
Input: )
Expenditures * .........cvmmrunnne $299.7 $298.7 —03%  $271.2 —9.2% —95%

a Iﬂ millions of dollars.

The magnitude of this change is even ‘more apparent when 1978-79
dollars are adjusted for increases in the Construction Cost Index. When
adjusted for inflation, the 1978-79 figure of $271.2 million shrinks to the
equivalent of approximately $230 million in 1976-77 dollars, which repre-
sents a real decline of 23.3 percent from the 1976-77 expenditure level.
Therefore, the highway construction element has declined both in terms
of budgeted dollars and “real” dollars.

In explaining these dramatic changes, the department has indicated
that a “slippage” problem exists relative to new projects because of in-
creasingly complex requirements for obtaining environmental and other
project clearances. Caltrans also states that it “has little or no flexibility in
availability of projects to adjust advertising schedules and practically no
shelf jobs to replace project casualties.” Finally, the department has re-
peatedly commented that maintenance of existing road facilities should
receive the highest priority for available funds.

New Bicycle Facilities. A relatively recent addition to the new facili- .
ties program is the component relating to the construction of bicycle
facilities. This component was previously included in the department’s
local assistance program. The overall objective of the program has been
to provide new and improved facilities for bicycle travel on a statewide
basis consistent with local and regional plans.

Proposed expenditures for additional facilities in 1978-79 are budgeted
at $3,045,000, an increase of approximately $1.3 million (79.3 percent) over
the current year. Analysis of past-years’ expenditure requests shows that
the department’s proposals in this area have been consistently overstated.
This raises concerns over the validity of Caltrans’ current projection. Ta-
ble 8 reveals that actual expenditures have been only 47.5 percent of the
- amounts budgeted between 1974-75 and 1977-78.
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Table 8 .

Proposed Versus Actual Expendittjres For
New Bicycle Facilities, Fiscal Years 1974-78

Total

) 1974-75 to
1974-75 1975-76 1976-77 1977-78 < 1977-78
Proposed Expendi- ‘ :
© tUres ® e, $371,000 $408,000 $732,000 $4,424,689 - $5,935,689
Actual Expenditures..... 387,146 - 356,760. 376,000 1,698,000 e 2,817,906
Difference from - : S -
Proposed Amount - $—16,146 $51,240 $356,000 . $2,726,689 $3,117,783

2 Includes funds from both the Bicycle Lane Account and State Highway Account.
bas estimated in the 1978-79 Governor’s Budget.

Leg1s]at1ve Analyst’s Estimate.  An alternatlve budget proposal for bi-
cycle facilities can be developed using the historical trends in Table 8 and
other data regarding projected personnel-year expenditures and bicycle
lane-miles scheduled for completion. Construction of bicycle paths is es-
timated in the budget to decrease 3 miles (—4.0 percent) although the
department reports it may revise this figure upward. Similarly, personnel-
years are expected to decrease by 3.1 (—8.3 percent). Because of this, it
appears unlikely the department will expend the $3,045,000 it has budget-
ed. This conclusion is supported by the existence of a steadily growing
surplus in the State Bicycle Lane Account which is expected to reach
$913,000 by June 30, 1969.

We estimate bicycle lane expenditures. at only $1,750,000 in 1978-79, a
difference of $1,295,000 from department figures. This difference should
be deleted for a savings to the State Highway Account (Item 447). ‘

Highway System Operations

We recommend that Item 151 be reduced by $6,360,000 in the amount
budgeted for support of highway operations and services.

In promoting the safety, efficiency, and cost-effectiveness of the State
Highway System, the department provides a range of motorist and facil-
ity-oriented services. Toll collection, snow removal, traffic control, emer-
gency and other related road services are representative of the act1v1t1es
performed under this program component.

In 1978-79 the department proposes the addition of 30.9 personnel-years
(3.4 percent) and an increase in expenditures of $7.7 million (24.4 per-
cent) over current program levels. However, analysis of the requested
changes reveals that the department lacks supporting documentation for
these proposals. Data to substantiate the expenditure and staff increases
have been requested from the department on several occasions. Each:
time the department has been unable to provide such information. |

Our review has determined that highwy operations costs result primar-
ily from personnel-related activities with only a small portion of such
expenses being committed to capital outlay needs. Therefore, any increase
in program expenditures should be closely related to increases in staff.
Comparison of average costs per personnel-year provides figures of $34,-
006 in 1976-77, $35,409 in 1977-78, and $42,570 in 1978-79 for these costs.
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Even if allowances are made for increased workload, materials, and oper-
ating expense costs, the 1978-79 figure represents a tremendous, and unex-
plained, increase over the current year.
Because the proposed changes cannot be explained by the department
- and because of obvious discrepancies in expenditure figures, the Legisla-
" ture should not approve the amounts requested. Rather, any additional
funding should relate to the budgeted increase in work effort. On this
basis, highway operations” support should total approximately $33,137,000,
a difference of $6,360,000 from the departrnent s request.

Capital Equipment

We recormmend a reduction of $5,542,005 in Items 151 and 447 in the
amount proposed for acquisition of new and replacement capital equip-
ment.

We also recommend the department prepare a detailed schedule of its
proposed capital equipment purchases for review prior to legislative hear-
ings on the 197879 Governor’s Budget. .

The maintenance, rehabilitation, and improvement of state highways
requires that the Department of Transporation maintain a large inventory
of road vehicles and other related capital equipment. Currently, the de-
partment reports an inventory of over 10,000 such vehicles and pieces of
major equipment representing an investment of approximately $100 mil-
lion. Given this large capital equipment inventory and the nature of its
use, the replacement and acquisition. of additional equipment constitutes
‘a major annual expendlture by the departmeént. A recent history of such
expenditures is provided in Table 9.

Table 9 confirms that, although the capltal equipment budget generally
has been large, actual expenditures have fluctuated noticeably from year-
to-year. Particularly striking is a drop in expenditures of approximately 80
percent between 1974-75 and 1975-76. This change reflects the onset of
the department’s cash-flow crisis and subsequent reduction of personnel
which occurred at that time. Many equipment purchases were deferred
or deleted pending recovery of the department’s fiscal condition. Later
figures in the table reflect the return to normalcy and sizeable equipment
purchases, with the 1977-78 request representing an effort to “catch-up”
on some of the deferred equipment needs. However, the 1978-79 expendi-
ture request is $7.1 million (36.4 percent) above current year projections.

Equipment Needs Unsubstantiated. The department does not have
Justification material to back up its proposed expenditure level. While
schedules of specific. district equipment needs may be ready for the com-
ing budget hearings, there is currently no material available on which to
prepare an analysis of the department’s request. In short, the capital
equipment proposal is little more than a gross estimate of possxble equip-
ment desires.

In our view it would be unwise for the Legislature to approve the
requested increase when the department has no idea of what additional
equipment is needed. Rather, the department should first determine its



Table 9

Department of Transportation ‘
Budgeted Capital EQquipment Needs
1973-74 to 1978-79

" Equipment Budget -

Items . » 1973-74 197475 1975-76 1976-77 1977-78 1978-79*
Additional and Upgrade Equipment ...... $2,759,350 $4,966,000 $1,955,900 $2,963,270 $8,816,816 -
Improvements to Equipment ...........co.cc.c.. 268000 - 350,000 - 1,392,500 1,771,800 -
Equipment Contingency 175,000 82,800 100,000 100,000 =
Replacement Equipment 10,500,000 1,461,300 5,444,020 8,300,000 -
Miscellaneous - - —66,100 - 542,194 -
Total Equipment Budget.........cccone.. $8,919,850 $15,991,000 $3,433900 $9,899,790 $19,530,810 $26,635,280

2 Department estimate available only as lump sum.
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. needs and then submit them for review by the appropriate fiscal agencies.
Legitimate equipment requirements could then be approved.

Recommended Support Level. Until such time as the department is
prepared to provide additional information, capital equipment expendi-
tures should not be increased. Keeping this item at current levels would,
in fact, permit some additional “catch-up” of deferred needs. The depart-
ment has consistantly used a 9.6 percent equipment inflation rate in pro-
jecting its costs although such costs rose only 7.7 percent in 1977 and are
expected to rise 8.0 percent in 1978. Because of these differences and
because current year expenditures provide some relief from deferred
needs, an approved equipment budget of $21,093,275 would appear to
provide an acceptable level of support. Also, the lack of a department wide
preventive maintenance program for such equipment makes questiona-
ble the department’s ability to care properly for additions to its equipment
inventory. Therefore, we recommend the dlfference of $5,542,005 be de-
leted at this time.

Advance Expenditure Authorization. In addition to the department’s
- regular expenditure items, Control Section 5.5 of the Budget Bill author-
izes advance equipment purchase obligations of up to $10,000,000. Com-
ments on this proposal will be provided in the analysis of Control sections.

Preventive Maintenance

We recommend that the department develop and implement a state-
wide preventwe maintenance program for tbe care of its capital equip-
ment inventory.

In a 1974 internal audit of the maintenance program, the department’s
Office of Management Audit and Review (OMAR) reported on several
important deficiencies in that program. The report concluded, in part,
that the department lacked an adequate equipment preventive mainte-
nance program which resulted in unsafe operating conditions and work
crew delays. The audit report then went on to recommend that such a
maintenance program be established -and that employees be provided
formal training in equipment handling skills. OMAR reasoned that im-
plementation of such measures would result in improved job safety, better

trained staff, reductions in equipment abuse, and cost savings through
extended equipment life. Our review of the department’s 1978-79 budget
has shown that recommendations regarding preventive maintenance
have not been carried out. This is surprising in view of the demonstrated
need for such a program and the potential for large savings in capital
equipment expenditures. ~ '

Current Department Efforts. Department maintenance personnel re-
port that at least two of the eleven highway districts have fledgling pre-
ventive maintenance programs, with at least two others currently
considering them. The department further states that it has a “planned
maintenance” schedule in which a total of approximately 100 mechanics
statewide travel between shops attending road vehicles and equipment.
However, the department acknowledges that the latter program is limited
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to temporary, stop-gap activities. Further, the so-called preventive main-
tenance programs consist only of teams of two mechanics’ helpers who
service equipment when idle. Because approximately $75,000 to $100,000
a month in equipment and vehicle repairs must be contracted out to
private shops, the department’s efforts in this area appear inadequate.

Action Needed. The department reports that it is currently reviewing
maintenance needs and developing guidelines for a possible statewide
preventive program. However, there is no indication that the department
is any closer to implementing such a program than it was three years ago.
The continued absence of an effective program results not only in inopera-
ble equipment and increased equipment expenditures, but also hampers
the department’s ability to carry out its planned work program. The de-
partment should move quickly to insure that present inadequacies are
corrected. When this is completed, the department should realize savings
in its maintenance and equipment expenses.

Business and Transportation Agency
DEPARTMENT OF THE CALIFORNIA HIGHWAY PATROL

Item 157 from the Motor Vehi- -
cle Account, State Transporta-

tion Fund o : Budget p. 323
ReQUESEEA 19789 oo eeeeeerssesesssesieesssessensenionssssssessenns $223,886,588
Estimated LITT—T8.......cccccovveirrrerrerenieisssenessesssnsiesnssiesssessseresessenes 219,285,286
Actual 1976-TT ........ciiirrieeiisessssgsiosisssssnnnnes 198,744,234

Requested increase $4,601,302 (2.1 percent) ' _

Total recommended reductlon .................................................... $4.904,742
) Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Autornobile Operations. Reduce by $1,282,066. Recom- 252
mend reduction because department’s calculations for au-
tomotive operating expenses are not consistent with
guldehnes

2. Management Information System. Wlthhold recommen- 254 -
dation on $546,236 proposed for implementation of infor-
mation system pending resolution of djsagreements
between involved departments.

3. Clerical Positions. Reduce by $105,400. Recommend dele- 254
tion of eight positions to reflect application of department s
staffing formula.

4. Radar Pilot Study. Augment by $62,500. Recommend 255
funds be provided for testing the impact of radar on speed '
enforcement.
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5. County Road Patrol. Recommend that the department 255
and county sheriffs cooperatively study the resources re- -
quested by sheriff’'s departments for enforcing Vehicle
Code provisions on county roads.

6. Traffic Lieutenants. Reduce by $697,600. Becommend 257
deletion of 20 traffic ieutenant positions assigned to area

- offices, because staffing trends for lieutenants contradict
changes in other uniformed position levels.

7. Civilian Employees. Reduce by $108365.. Recommend 260
traffic officers assigned to the school pupil transportation

- safety function be replaced by nonuniformed employees.

8. Limited Enforcement Powers. Recommend department 261
examine the feasibility and fiscal impact of employing '
members with limited citation powers, instead of traffic
officers, for special duty functions.

9. Vehicle Theft. Reduce by $2,046,000. Recommend de- 262

- partment restrict its participation in vehicle theft control
activities.

10. Data Processing Expenses. Reduce by $179,259. ‘Recom- 264

. mend reduction to eliminate overbudgeted expenditures. -

11. Attorney General Charges. Reduce by $126,763. Recom- 265
mend reduction in expenses budgeted by the Highway
Patrol for Attorney General’s legal services as they do not
coincide with the data supplied in the budget of the De-
partment of Justice.

12. Vehicle Procurement. Recommend the Departments of 265
the California Highway Patrol and General Services coop-
eratively develop a procurement procedure which recog-
nizes vehicle operating costs as well as purchase costs.

13. Leasing FExpenses. Reduce by $421,789. Recommend re- 266
duction for overbudgeted leasing expenditures. Also rec-
ommend establishment of reserve for prOJected increases
in future leasing arrangements.

GENERAL PROGRAM STATEMENT

The California Highway Patrol is primarily responsible for the safe and
expeditious movement of people and goods along the state’s roadway
system. Functionally, the department conducts four programs. The first is
the control of vehicle traffic along legal roadways, which is accomplished
by patrolling highways and enforcing the Vehicle Code, aiding distressed
and injured motorists, clearing roadway obstructions, investigating acci-
dents, and assisting other law enforcement agencies as required. Highway
Patrol traffic officers are deployed along the entire state freeway system
and roads in unincorporated areas to meet program requirements.

The enforcement and regulation of motor vehicles and equipment is the
department’s second program. Inspection of vehicles, commercial termi-
nals, and retail outlets selling certain types of vehicle equipment are
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among the activities performed by both uniformed and nonumformed
personnel in this program.

The third program is vehicle ownership security which includes investi-
gation and inspection activities to control the state’s vehicle theft rate.
Finally, the administrative support division provides general management
to the other three programs. In addition, this division oversees the training
of cadets at the patrol’s academy in Bryte.

Orgamzatlonally, department activities are coordinated from the de- -
partment’s headquarters in Sacramento. Patrol facilities include eight di-
vision commands, 95 area offices, and several inspection installations and
communication centers. These facilities are linked to headquarters by an
extensive communications network.

ANALYSIS AND RECOMMENDATIONS

The proposed budget reflects an increase of $4,601,302 or 2.1 percent,
in support from the Motor Vehicle Account, State Transportation Fund.
Requests for additional personnel and administrative adjustments will
increase authorized staff by 20.3 positions.

Significant program changes affecting the budget include (a) the instal-
lation of a management information system at a cost of $546,236, (b) a
request for 10.5 positions to staff the South Sacramento area ofﬁce {c)
proposed additional personnel for the Los Angeles communications cen-
ter, (d) the replacement of three fixed wing aircraft operated by the
department and (e) new positions for increased responsxbrhtres in the

schoolbus safety program.

A discussion of the four department programs follows.

I. TRAFFIC MANAGEMENT

Traffic management is the largest department program with expendr-
tures of $204,334,078, equal to 91.3 percent of the proposed budget. Ap-
_proximately 88.6 percent of the department’s uniformed personnel and-
41.8 percent of the total nonuniformed staff are employed in this program.
According to the department, over 90 percent of the uniformed staffs
time is spent on regular patrol duty and about 88 percent of normal patrol
activity involves “in-view” enforcement, with the remainder consumed
by court appearances and report writing.

Four functions are included in the traffic management program The
three primary elements (accident control, optimizing safe traffic flow, and-
protection and assistance to highway users) are performed coineidentally
by traffic officers during patrol. The time that a traffic officer spends on
patrol and in conducting enforcement actions (citations, warnings, 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 part of the protection and
assistance function.

The department deploys four helicopters and four fixed-wmg aircraft in

-its flight operations element. Helicopters are located in Los Angeles, San
Francisco; and Sacramento, and fixed-wing aircraft are based in Coalinga,
Barstow, and El Centro. The patrol proposes the replacement of three of
these fixed-wing aircraft at a cost of $117,000.

Program staffing and cost data are presented in Table 1.
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Table 1
Trafflc Management Program Staffing and Expendlture Data

o Percent Percent
Change Change

. Over Over
Actual Esbmated Previous  Proposed Previous

’ - 1978-77 1977-78 Year 1978-79 Year
Program expenditures ...............oemmenene $181,124,535  $199271922 10.0% $204,334,078 25%

Personnel-years: . Co Co

Uniformed.., 4,768.1 - 47797 02 48196 08

" Nonuniformed ..............omeeeereervceccen 927.9 9499 24 9549 05
Total program personnel-years 5,696.0 57296 - 06% . 577145 08%

Automobile Operations Cost Overstated

We recommend a reduction of $1,282,066 because tbe department’s
calculation of automotive operatmg expenses is not consistent with budget
guidelines.

_The patrol’s proposed expenditures for automobile operations are $13,-
_’978,147, representing over six percent of the department’s total budget.
This expenditure level is the product of the total mileage projected to be
driven by traffic officers and sergeants and the projected cost per mile.
Components of the cost per mile figure include petroleum products (gaso-
line, oil, and lubrication), maintenance and repair by nondepartment
mechamcs washing, and tires.

In the budget year, total mileage is projected t6 be 106,483,938 miles and
the cost per mile is estimated at $.13127 per mile. The latter figure is based
on the actual cost increase between fiscal yeats 1975-76 and 1976-77, as
shown in Table 2. .

Table 2

Deparfment Calculation of Automotive Cost per Mile
for Fiscal Years 1977-78 and 1978-79 '

Actual cost per milé; 1976-77 . ; " $.10328

Actual cost per mile, 1975-76 3 09161

* Cost ratio, 1976-77 over 1975-76 ; 1.1274

Calculation of 1977-78 cost per mile:

Actual cost per mile, 1976-77 : $.10328
- Times cost ratio previously experienced : X 11274

Estimated cost per’ mile, 1977-78 : v $.11644

Calculation of 1978-79 cost per mile:

Estimated cost per mile, 1977-78 . — $.11644

Times cost ratio previously experienced X 1.1274
.. Proposed cost per ‘mile, 1978-79 : . $.13127

Percent increase, proposed 1978-79 over actual 1976-77 271.1%

The patrol’s calculation of the cost per mile in the current and budget
years totally disregards budget guidelines provided in the Department of
Finance Price Letter and the Department of General Services Price Book.

-We have applied Price Letter and Price Book standards to the cost-per-



Table 3

Comparison of Automotive Costs Per Mile,
Patrol Estimates Versus Price Book and
Price Letter Projections

Two-year Two-year Difference, CHP
percent ) percent increase, - estimate less
increase, : price book and : price book and
Cost Actual CHP Proposed price letter  Projected price letter
component 1976-77 budget*® 1978-79 estimates® 1978-79 prajection
Gasoline, oil, and lubrication .. $.06539 NOT NOT 127% $.07369 NOT
Maintenance and repair 03127 APPLICABLE - APPLICABLE 21.9 .03812 APPLICABLE
Tires .00568 . ‘ 11.3 00632
Washing . 00094 167 00110 : :
Total cost per mile. .....cceurrereerrecerrermerisnnens $.10328 27.1% $.13127 . 15.4% $.11923 $.01204

2 Patrol estimate is based on the actual increase in total cost per mile between fiscal years 1975-76 and 1976-77, as shown in Table 2. This percent increase was not
applied to individual cost components.

Y Increase inh petroleum products costs is based on Department of Finance projections for retail gasoline prices, from $.568 per gallon in 1976-77 to $.640 in 1978-79.
Other adjustments reflect General Services Price Book and Department of Finance Price Letter guidelines for 1977-78 and 1978-79.
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mile components to correctly budget this major expense, as presented in
Table 3. The table shows that the use of these guidelines decreases the
department’s cost-per-mile figure for 1978-79 by $.01204. Multiplying this
difference by the total expected mileage previously indicated would

' reduce the projected cost of automobile operations by $1,282,066 ($.01204
X 106,483,938 = $1,282,066) . We therefore recommend a reduction in this
amount to properly budget expected automotive costs. :

Management Information System (MIS)

We withhold recommendation on $546,236 budgeted for Jmplementa-
tion of a management information system pending resolution of disagree-
ments between involved departments.

The department plans to install a sophisticated information and com-
munication system over the next three years to replace duplicative and
antiquated systems currently in use. Under the proposed lease-purchase
arrangement for equipment, the costs for implementing the system are
estimated to be $2,560,167 in 1978-79. The request of $546,236 for the
budget year is the difference between these costs and estimated expendi-
tures of $2,013,931 for the present system.

Installation of the new system is expected-to reduce personnel require-
ments 51gn1flcantly In the budget year, a reduction of four data processing
positions is anticipated, although actual savings will be less because of the
need for the equivalent of 1.5 positions in temporary help. During 1979—80
elimination of 45 additional positions is expected

We understand that the final system design is not firmly established
because of a conflict between the patrol and the Communications Division
of the Department of General Services. Apparently, the issue is centered
on the patrol’s desire to use dedicated communications lines, whereas
General Services believes the state’s data communications system should
be used. The outcome of this dispute may have a substantial impact on the
technical requirements of the system and on projected costs. We therefore
withhold recommendation on th1s itern until interdepartmental agree-
ment is reached.

Results of Staffing Formula Ignored

We recormmend a reduction of eight c]enca] positions for an estimated
savings of $105,400 to reflect application of the department’s staffing for-
mula.

Clerical needs in patrol field offlces are determined by a staffing for-
mula based on expected workload. For the budget year, the number of
- personnel justified by the formula is 8.5 positions Jess than clerical staff
presently assigned. The patrol’s budget does not show a reduction in
clerical positions to reflect application of the formula.

The department states that it cannot comply with the formula’s calcula-
tion of clerical needs because a minimum of 1.5 positions is required in
each area office to allow for breaks, vacation, and sick leave. If this mini- -
mum in clerical assignments were adopted the 8.5 position excess would
practically be ehmmated
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We do not find the department’s rationale either convincing or consist-
ent with department operating policy. First, the department has not re-
quested the addition of one-half clerical position to the five area offices
which are assigned only one such position. This indicates that the depart-
ment does not uniformly impose the 1.5 position minimum, partlcularly
in smaller offices.

Second, our review of clerical assignments shows that 32 offices have
more clerical positions than justified by the department’s staffing formula.
We believe that personnel transfers between offices within each division
can resolve clerical needs in cases where the 1.5 minimum should be met,
without exceeding the department’s formula.

We therefore recommend that eight clerical positions in patrol area
offices be deleted. Based on an average annual salary of $10,140 and staff
benefits of approximately $3,035 per position during 1978-79, a savings of
$105,400 would result.

Radar Pilot Study

We recommend an augmentation of $62,500 to permit the department
to test the impact of radar on speed enforcement.

California is the only state in which a statewide traffic enforcement
agency does not use some form of radar to detect speed violations. In the
absence of radar, patrol officers are presently required to track and pace
speeding vehicles, a task which is neither exact nor an efficient use of
personnel.

We believe that the use of mobile radar units will permit the patrol to
serve the motorist better without requiring a major increase in uniformed
staff. However, the worthiness of radar should be thoroughly evaluated
before it becomes a standard equipment item.

The department could conduct this evaluation by actual use of radar on
an experimental basis and a review of other states’ experiences. An objec-
tive study should indicate the effectiveness of radar and the extent of its
applicability. We therefore recommend that the department’s budget be
augmented by $62,500 to provide funds for the purchase of necessary
equipment.

County Road Patrol

We recommend that the department, in conjunction with county
sheriffs, study” the requirements of sheriff departments for enforcing Vehi-
cle Code provisions on county roads and submit its findings to the Joint
Legislative Budget Committee, the fiscal subcommittees and transporta-
tion policy committees in a preliminary report by December 1, 1978 and
a final report by December. 1, 1978.

The ability of traffic officers to effectively patrol county roads, particu-
larly secondary county routes, is constrained by limits on available person-
nel and the extensive areas to be covered. Of the total roadway miles
within the department’s jurisdiction, county roads represent approximate-
ly 82,800 miles, or over 85 percent of the nearly 97,000 miles of patrolled
roads. Howewver, because vehicle miles traveled and average vehicle
speeds are generally greater on state highways, the department does not

1176788
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emphasize county road .patrol in deploying traffic officers. Preliminary
data indicate that between 30. percent and 40 percent of patrol resources
are allocated to enforcement on county roads.

The problem of coverage is highlighted by the nature of officer deploy-
ment. Officers are normally assigned to line beats, which involve travel
over all or part of specific routes, or area beats, for which low traffic
volumes require “blanket”™ coverage of secondary roads within a large
portion of a county. Area beats may sometimes encompass so much of the
county that an officer cannot patrol all the roads within the assigned beat
and must concentrate on only a few selected routes, l1m1t1ng the officer’s
ability to respond to calls for assistance.

Sheriffs’ officers generally patrol the same area covered by CHP offi-
cers. However, members of the sheriffs’ departments do not engage in
traffic law enforcement (except in apprehending drinking drivers) be-
cause the Highway Patrol is considered to be solely responsible for enforc-
ing vehicle code provisions on county roads.

We believe that county sheriffs could assume most, if not all, traffic
enforcement activities. Table 4 shows the resources devoted by these
organizations to regular patrol functions within counties. As can be seen,
sheriffs’ offices have a significantly greater level of resources dedicated to
normal enforcement activities than does the Highway Patrol. Because
sheriffs’ officers patrol the same county routes as the CHP, total expendi-
tures for all law enforcement functions on county roads could be reduced
if the county sheriffs enforced the Vehicle Code because (a) the current
duplication of coverage would be minimized, if not eliminated, and (b)
sheriffs’ officers might be able to take on the added responsibility without
a substantial expansion of uniformed staff.

Table 4

Resources Used for Regular Patrol Functions
by Sheriffs’ Offices and California nghway Patrol

1976-77
Number of annual
. Number of Number of  patrol vehicle
Organization deployed officers®  vehicles used miles (in millions)
Sheriff ” 5759 3175 1230
CHP© 1241-1654 595-792 31:6-42.1

2Does not include supervisory positions or officers employed for investigative, special duty, or other
functions not related to regular patrol.

b Estimates developed from sa.mplm/g 15 counties and extrapolating according to vehicle miles travelled
annually by county.

¢ Estimates derived from applying 30 percent to 40 percent approximation of available field resources to
county road enforcement.

Before a transfer of traffic enforcement responsibility on county roads
is approved, an analysis of the financial and personnel impacts of this
action should be made. We therefore recommend that the Highway Pa-
trol, in cooperation with county sheriffs, study the issue of county road
- enforcement by sheriffs’ offices. Areas of analysis should include (a) train-
ing requirements for sheriffs’ personnel to insure adequate knowledge
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regarding policies and techniques of traffic enforcement, (b) means of
insuring uniform enforcement of the Vehicle Code provisions by county
sheriffs, (¢) personnel, equipment, and cost requirements of county
sheriffs as a result of new duties, (d) the potential for reductions in re-
sources currently used to support CHP patrol on county routes, (e) an
estimate of the time required to transfer traffic enforcement to sheriffs’
departments without disruption, and (f) the major problems and benefits
of this action. In our judgment, actual transfer of traffic enforcement to
sheriffs’ departments in selected counties will provide data for addressing
these issues. Because a transfer of responsibilities would significantly affect
the patrol’s budget and organization, we recommend that a preliminary
report of the study’s findings be submitted to the Joint Legislative Budget
Committee, the fiscal subcommittees and the transportation policy com-
mittees by December 1, 1978, with a final analysis transmitted by Decem-
ber 1, 1979.

Contradiction in Staffing Trends

We recommend a reduction of 20 traffic lieutenant posztzons assigned to
area offices for a savings of $697,600 because staffing trends for traffic
lieutenants contradict changes in other uniformed position levels.

The 95 area offices of the department are staffed by both uniformed and
nonuniformed members. Uniformed members in these facilities are com-
manded by either a traffic captain or a lieutenant, depending on the office
size. In cases where a captain oversees office functions, assistance is pro-
vided by lieutenants. Sergeants and officers complete the uniformed staff-

. ing in area offices.

Since 197071, the trends in uniformed positions authorized for area
offices have shown considerable variation. Table 5 presents a comparison
of the changes in supervisory and officer staffing for area offices. As seen
in the table, the number of traffic officers in field offices has dropped from
4,909 positions in 1970-71 to 4,382 positions in the current year, a decrease
of approximately 10.7 percent. During the same period, traffic lieutenant
positions in offices commanded by captains have increased dramatically,
from 93 posxtlons to 115 posxtlons or 23.7 percent.

This increase in supervisory positions has resulted in another trend—a
decrease in the number of officers supervised by each supervisor. Since
1970-71, this ratio has decreased from 7.5:1 to 6.1:1, an 18.7 percent decline.
Finally, the ratio of licutenants to area captains has increased 40 percent
over the eight-year period.

We believe that these trends, partlcularly with regard to trafﬁc lieuten-
ants, show a disturbing direction in patrol staffing. Although the patrol has
been permitted to engage in new activities since 1970-71, the impact of
additional responsibilities on personnel needs in area offices has been
minimal. Furthermore, new functions are conducted by officers and occa-
sionally sergeants, not by lieutenants. Simply stated, the increase in lieu-
tenant positions and the staffing relationship to captains indicates an
unjustified addition to supervisorial overhead. To correct this, we recom-
mend that the ratio of lieutenants to captains be reduced to 1.7:1 in area



S Table §
Comparison of Authorized Supervisory and Officer Positions
in Area Offices
Fiscal Years 1970-71 through 1977-78

Percent Change
' - 1970-71 to
1.970-71 1971-79 1979-73 1.973—74 1974-75 1975—76‘ 1976-77 1977-78 1977-78
POSITIONS ) . . .

Traffic Captains®..... . : ' 61 59 57 60 58 52 58 - 5 (82%)
raffic Lieutenants: ® ' o : v
Not Commanding Offices : 93 109 108 110 - 111 93 110 115 237
Commanding Offices ' : ' 33 M B 35 34 35 6 36 91

_Subtotal, Lieutenants 126 143 143 145 145 128 146 151 19.8%
Traffic Sergeants . . 465 512 -~ 506 503 - 506 456 504 505 86
Traffic OFCerS i : 4909 4765 4758 4786 4784 4082 4375 4382 - (10.7)

_Total Authorized Posi- ‘ ' v :

tions, Area Offices . 5561 5479 5464 5494 5493 4718 . 5083 5094 (84%)
RATIOS ' .
~ Number of Officers per Supervisor © 7.5 6.7 6.7 6.8 6.7 6.4 6.2 61  (187%)

. Number of Lieutenants pér Captain %.... : ; 15 1.8 19 18 19 18 19 21 40.0%

# Does not include captains assigned to division offices.
Does not inclide lieutenants assigned to division offices.
¢ Supemsors include all captains, lieutenants, and sergeants:
4 Lieutenants include only those positions not commanding area ofﬁces
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offices commanded by captains. This will result in a reduction of approxi- -
mately 20 lieutenant positions. Based on the average annual salary of
$25,035 projécted for the budget year and benefits equal to 39.32 percent
of salary, elimination of these positions will result in savings of $697,600.

o

Proposed Positions

The department is requesting 16. 5 new pos1t10ns in the traffic manage-

ment program. Of this total, 10.5 positions are proposed for the Los Ange-
les Communications Center to augment existing radio dispatchers and
operators. This request coincides with pro;ectlons of commumcatlons per-
sonnel needs presented to our office in 1976.

The remaining six positions are designated for the new South Sacra-
mento area office, presently located at the site of the former patrol acade-
my. Estabhshment of this officé gives the Sacramento area a second patrol
office, in addition to the one at Arden Way. The positions are requested
to provide the new facility with a full compliment of uniformed and
nonuniformed employees.

ll. REGULATION AND INSPECTION

The regulatlon and inspection program includes ten different spe01al
i duty” elements with net expenditures of $14,807,792 from the Motor Vehi-
cle Account in the budget year. The largest portion of the proposed ex-
penditures supports the commercial vehicle inspection and enforcement
element, which accounts for $9,035,318 of the program’s budget. The
school -pupil transportation safety component has the largest number of
personnel due to the use of “blanket” positions for contracted crossing
guard services. Proposed staffing for this element in 1978-79 includes 36.9
uniformed members. and 434. 6 noruniformed employees, for. a total of
471.5 positions.

The remaining program components are vehicle noise- -reduction teams,
abandoned vehicle abatement, regulation of special purpose vehicles, and
other inspection and certification requirements. Table 6 shows staffmg
and cost data for the program.

Table 6
Regulation and Inspection Program Staffing and Expenditure Data
' Percent _ Percent
Change Change
Over ) Over
Actual E'stzmated Previous - Proposed - Previous
ce . - 1976-77 . 1977-78 Year 1978-79 Year
Program expenditures ...........ououne $13,090,895 $15,043,747 149% - $14807,792  (1.6%)
Personnel-years: )
Uniformed........o.ecvucresssnsenne - 299.6 230.1 02 2278 (1.0
Nonuniformed ........cccccvcmeeriinnnn 590.4 642.3 88 6432 - 01

Total program personnel-years ... 8200 8724 6.4% 871.0 - (02%)
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Workload and Expendlture Adjustments

The addition of two positions in the school pupil transportation safety
element is requested to meet mandated workload demands. Chapter 406,
Statutes of 1977 (AB 510) transfers the responsibility of administering
regulations pertaining to schoolbuses and schoolbus operations from the
Department of Education to the patrol. The bill appropnated $32,000 to
fund two positions in 1977-78, and the patrol’s request is to contmue
funding these positions at a cost of $34,557 in 1978-79.

The expected absence of funding for the abandoned vehicle abatement
component in 1978-79 is the major reason for the 1.6 percent decrease in
total program expenditures between the current year and the budget
year. Legislative actions in 1976 reduced surplus balances in the Aban-
doned Vehicle Trust Fund by $8,350,000. The remaining fund resources of
$2,514,311 are expected to be totally expended during the current year,
with the result that no monies will be available to support abatement
activities in 1978-79.

" Duties can be Performed by Civilian Employees

We recommend that traffic officers assigned to the school pupil trans-
portation safety function be rep]aced by nonuniformed employees for a
savings of $108,365.

Uniformmed members of the patrol -are employed in the school pupil
transportation safety program to administer driving and written examina-
tions for schoolbus drivers, and to assist in the determination of schoolbus
routes and stops and in schoolbus inspections. The department reports
that approximately 61,178 traffic officer hours, or the equivalent of 33.2
‘personnel-years, are annually expended for this purpose. The use of traffic
officers is justified on the basis that “the pupil safety officer must have an
extensive knowledge of bus safety regulations and only a uniformed mem-
ber is empowered to issue temporary school bus driver licenses.”

In our judgment, civilian employees can perform these functions as
effectively as traffic officers at a substantial savings to the department.
With regard to the licensing duties of the pupil safety officer, one need
only examine the licensing opérations of the Department of Motor Vehi-
cles to recognize that civilians are fully capable of handling these tasks.
For example, DMV examiners who license commercial vehicle drivers
must be familiar with the many safety regulations pertaining to truck
operations. Other program duties of the traffic officer, such as assisting in
route and bus stop locations, and in bus inspections, do not require uni-
formed personnel if adequate training is provided to civilian employees.
Finally, we know of no statutory requirement which would preclude a
nonuniformed member of the department from issuing temporary li-
censes to schoolbus operators.

Discussions with staff of the State Personnel Board indicate that the
administrative assistant category may be an appropriate classification for
civilian members involved in pupil safety functions. Based on a compari-
son of salary levels and benefits for traffic officers and administrative
assistants, as shown in Table 7, an estimated annual savings of $3,264 for.
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each position could result if nonuniformed employees handled pupil
safety duties. We recommend that the department’s budget be reduced
by $108,365, based on the 33.2 personnel-years of work conducted by
uniformed members.
Table 7
Comparison of Compensation for
Uniformed and Nonuniformed Members,
School Pupil Transportation Safety Element

Average Average Monthly

Position Monthly Salary Benefits* Compensation
Traffic Officer........ $1,474 $580 $2,054
Administrative Assistant I . 1,425 357 1,782
Difference: _

In monthly compensation : $272

In annual compensation '$3,254

2 Based on department estlmates of 39.32 percent of salary for uniformed members, 25.03 percent of salary
for nonuniformed members. .

Limited Enforcement Powers

We recommend that the department study the feaszbzbty and fiscal
impact of employing members with limited citation powers, instead of
traffic officers, for special duty functions and report its findings to the Joint
Legislative Budget Committee and the fiscal subcommittees by Novem-
ber 1, 1978.

Although only slightly more than 26 percent of the personnel in the
regulation and inspection program are uniformed members, the depart-
ment generally assigns uniformed employees to functions which require
the power of citation. Alternatively, we believe that an employee classifi-
cation which provides for limited enforcement powers, but not full-
fledged peace officer status, should be considered. The ability to cite for
violations would remain intact, but the additional costs assoc1ated with
uniformed personnel could be mltlgated

This intermediate employee class is presently used by police and local |
traffic management departments throughout the state for parking control.
Personnel involved in this activity can cite for parking violations but are
not rendered full police powers. Based on conversations with staff in these
municipal offices, entry level salaries for parking control employees are 23
percent to 33 percent -Jess than similar salaries for police officers.- This
difference is compounded when fringe benefit values, training expenses,
and equipment costs are considered.

The use of employees with limited enforcement powers could allow the
patrol to provide the same level of service at a lower cost. Special duty
activities such as commercial vehicle enforcement, special purpose vehi-
cle regulation, and farm labor transportation safety functions may be suit-
ed for the employment of intermediate-class personnel. We recommend
that the department examine the potential use of such personnel in the
regulation and inspection program, including analysis of the possible sav-
ings in personnel and other expenses, and report its findings to the Joint
Legislative Budget Commlttee and the fiscal subcommittees by Novem-
ber 1, 1978. :
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. VEHICLE OWNERSHIP SECURITY
This program includes the vehicle theft element, which is aimed at
increasing the recovery of stolen vehicles in the state, and the vehicle
identification number component, which identifies and renumbers vehi-
cles in which identification plates have been removed or are missing. Cost
and staffing data for the program are presented in Table 8.

Table 8

Vehicle Ownership Security Program
Staffing and Expenditure Data

Percent Percent
Change Change
: Over Over
Actual Estimated  Previous: Proposed  Previous
. 1976-77 1977-78 Year . 1978-79 Year
Program expenditures............ $4,528,804 $4,969,617 97%  $4744718 (45%)
Personnel-years:
Uniformed .....ovvvevveeeeenrrrrvne . 1187 1188 - 120.5 14
Nonuniformed........couevevssinn 22.8 237 39 248 46
Total program personnel-years 141.5 . 142.5 0.7% 1453 2.0%

Vehicle Theft Control

We recommend that the department restrict its involvement in vehicle
theft control activities and that expenditures proposed for the vehicle
theft element be reduced by $2,046,000. :

The department’s participation in vehicle theft control has expanded
substantially since establishing a statewide clearinghouse for stolen vehi-
cle information in 1933. The greatest period of growth in this area oc-
curred during fiscal years 1973-74 through 1975-76, when the department
was identified as the statewide coordinator of the Vehicle Theft Control
Project. Federal grants and state matching funds supported the project
activities which, in part, were designed to increase the involvement and
expertise of local enforcement agencies in vehicle security programs. Ta-
ble 9 illustrates the sources and levels of funding applied to the project
during its three-year history.

Table 9

Funding of the Vehicle Theft Control Project
1973-74 through 1975-76

Three-Year

Source 1973-74 1974-75 197576 Total

(013 1 $1,208,224 $1,271,838 $1,717,970 $4,198,032
Office of Criminal Justice

Planning (OCJP) ...... 166,667 123,333 88,889 . 378,889
Law Enforcement Assist- )

ance Administration ‘

(LEAA) .oouceveeerivemereans 1,250,000 1,116,000 800,000 3,160,000
'Local Matching Funds® .. 900,000 —_ —_ 900,000

Total....vierrrsreeceeseeesmmasisanens $3,524,801 $2,505,171 $2,606,859 $8,636,921

a. Department estimate for 1973-74. Information not available for 1974-75 and 1975-76.
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Despite the infusion of at least $8.6 million in funds from federal, state,
and local sources, the results of the project were disappointing. First, only
one of the six project goals aimed at improving vehicle theft control was
actually achieved. Second, substantial funding, training, and information
contributions were made to local agencies by the CHP and federal agen-
cies to increase local expertise. Nonetheless, many local offices did not
renew their federal grants in the project’s third year and evidently re-
duced personnel and fiscal involvement in vehicle theft enforcement.

In spite of the apparent failures of the project and the reluctance of local
agencies to participate in stolen vehicle programs, the patrol continues to
expand its vehicle theft control activities. Department expenditures in
this area have grown from approximately $3.23 million in 1975-76, the final
year of the project, to an estimated $4.23 million in 1977-78, an increase
of nearly 31 percent. During the same period, the recovery rate of stolen

-vehicles has risen only slightly, from 87.1 percent to an estimated 87.3
percent. ‘

In our judgment, local law enforcement agencies should emphasize
vehicle theft activities, particularly in administrative and investigative
functions. The patrol should consequently limit its participation to the
coordinative role originally envisioned in the Vehicle Theft Control
Project. This approach recognizes that (a) vehicle theft is primarily a local
concern, and enforcement activities should be provided by local agencies,
and (b) signficant resources have been provided to local agencies to de-
velop expertise in vehicle theft control, and these agencies should use
their capabilities to the fullest extent. ‘

We therefore recommend that the department’s proposed expendi-
tures of $3,964,209 for the vehicle theft program be reduced. To date, we
have not been able to determine the exact portion of these expenses which
support functions added since the beginning of the Vehicle Theft Control
Project. However, a rough approximation can be developed by applying
an annual six percent inflation factor to the CHP’s funding of the project
in its last year. Based on this calculation, a reduction of $2,046,000 is recom-
mended.

IV. ADMINISTRATIVE SUPPORT

Proposed expenditures for administrative support functions are budget-
ed at $29,300,622, an increase of 5.3 percent over current year estimates.
The six elements of the program include administrative services, manage-
ment and command, budget and fiscal management, operational planning
and analysis, training, and the Statewide Integrated Traffic Records Sys-
tem. : .

Administration costs are prorated over the department’s other three
operating programs. Expenditure and staffing information for administra-
tive support is presented in Table 10.
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Table 10
Administrative Support Program Staffing and Expenditure Data

Percent Percent
Change Change
' : Over Over
Actual Estimated  Previous  Proposed  Previous
1976-77 1977-78 Year 1978-79 Year
Program expenditures® .........oe... $24,600,370 $27,833,254 13.1%  $29,300,622 5.3%
Personnel-years: o
Uniformed ..o 264.1 264.0 — 272.8 33
Nonuniformed.................comeerene 637.2 649.6 1.9 658.9 14
Total program personnel- years ...... 901.3 91386 14% 931.7 20% -

? Expenditures are prorated among the three other programs.

Proposed Positions

The department is requesting the addition of seven pos1t10ns and the
equivalent of 1.3 personnel-years of temporary help for the administrative
support program. Six of these positions are proposed to meet workload
needs in the administrative services, accounting, and communications
sections. In addition, a motion picture specialist and increased temporary
help for groundkeeping duties are requested for the patrol’s academy.
Total expenditures for these seven positions and added temporary help
staff are projected at $120,365, which will be partially offset by $46,236 in
reduced personnel costs from lower temporary help allocations and p051-
tion adjustments.

Data Processing Costs Overstated

We recommend a reduction of $179,259 to eliminate overbudgeted data
processing expenditures.

In the budget year, the department projects that payments to the Ste-
phen P. Teale Consolidated Center will total $555,500, of which $25,000 is
anticipated for programming needs of the new Management Information
System. The remaining $530,500 represents a continuation of expenditures
budgeted for 1977-78 plus a five percent factor for increased Teale rates.

Based on past and current year experiences and the indications of Teale
Center staff, the budgeted amounts are substantially overstated. First, it
is unlikely that data processing rates will be increased above current-year
charges, according to the center’s staff. Therefore, total patrol payments
to the center should not increase above 1977-78 billings, apart from ex-
penditures of $25,000 for MIS programming.

Second, total billings to the CHP for data processing services have
dropped by approximately 9.3 percent between 1976-77 and 1977-78, as
based on actual reported charges presented in Table 11.
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Table 11

Teale Data Charges to the Highway Patrol
Fiscal Years 1976-77 to 1977-78

Actual charges, July 1976 through December 1976 » $190,817
Actual charges, July 1977 through December 1977 . 173,135
Percent change ; ; (9.3%)
Actual charges, January 1977 through June 1977 . $196,368
Less. expected expenditure decrease, based on 9.3 percent reduction factor ......ceewe. (18,262)
Estimated charges, January 1978 through June 1978 $178,106
Plus actual charges, July 1977 through December 1977 173,135
Total estimated charges, fiscal year 1977-78 $351,241

As noted previously, we do not expect the estimated charges for 1977-78
to increase in 1978-79. Therefore, we recommend a reduction of $179,259
from the department’s data processing expenditures, which equals the
difference of $530,500 budgeted for 1978-79 and $351,241 of expected
budget year charges as calculated above.

Discrepancy in Attorney General Charges

We recommend a reduction of $126,763 because expenses budgeted by
the Highway Patrol for Attorney General’s legal services do not coincide
with the data supplied in the budget of the Department of Justice.

Data furnished by the department indicate that approximately 20,983
hours are budgeted for services provided by the Department of Justice in
. 1978-79. This figure includes approximately 4,996 hours for investigations
and 15,987 hours for legal services provided by the Attorney General’s
staff. Department of Justice services to special fund agencies are fully‘
reimbursed on an hourly rate basis. In 1978-79, the Highway Patrol is
estimating total expenditures of $813,027 for Department of Justice
charges.

In reviewing the budget of the Department of Justice, we found that
only 12,802 hours are anticipated for legal services to the CHP, or 3,185
hours less than expected by the patrol. We believe that the Department
of Justice projection is more reliable than the patrol’s because its estimate
is based on historical trends and expected workload needs for services to
agencies. Furthermore, projections for agency services establish this de-
partment’s personnel requests in its budget. With an hourly rate of $39.80
per hour of 1egal services in 1978-79, we therefore recommend a reduction .
of $126,763 in the CHP’s budget for Attorney General services to reflect
Department of Justice estimates.

Improved Vehicle Procurement Process Required

We recommend that the Departments of the California Hzg]z way Patrol
and General Services cooperatively develop a vehicle procurement proce-
dure which recognizes vehicle operating costs as well as purchase costs.

Currently, the patrol’s vehicles are purchased on the basis of the lowest
unit price offered by vehicle manufacturers. In the most recent bidding
process, Chrysler Corporation received a contract for 1,507 patrol vehicles
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and an additional 500 vehicles for local Iaw enforcement agencies, based
on the lowest cost of $5,394 per unit.

Given the patrol’s specifications and the limited number of manufactur-
ers competing in the procurement process, the present process insures
that the purchase of CHP vehicles will be at the lowest price per vehicle.
However, we believe that the process should be changed to reflect the
ongoing costs of vehicle operations as well, to minimize total vehicle
expenditures.

This judgment is based on two factors. Fi 1rst motor vehicle operatmg
expenses are projected at $14,429,220 during the budget year, or over 65
percent of total expenses for vehicle operations and purchases of $22,048,-
/824, If the operating portion of vehicle costs is recogmzed in the blddlng

_process, a vehicle with a higher initial purchase price might be selected
because estimated ongoing expenses may result in lower costs over the
vehicle’s useful life.

The second reason is based on the experience of the Department of
General Services. According to staff in the department’s Office of Pro-
curement, the bidding procedure for certain heavy equipment purchases
by the state utilizes a “total cost” approach, in which both initial purchase
price and ongoing maintenance and repair expenses are considered in bid
selection. Staff members indicate that a similar concept could be devel-
oped for the purchase of CHP vehicles. .

We recommend that the patrol and appropriate offices of the Depart-
ment of General Services determine a method for recognizing both initial
and ongoing costs in the vehicle procurement process. Operating expense
items such as maintenance, repair, and fuel costs could be estimated by
the patrol’s testing of vehicles. Adjustments could be permitted if techno-
logical or other improvements in new vehicle models are. expected to
significantly impact estimated costs. In this manner, the patrol could de-
ploy vehicles which involve the least overall cost to the department.

Leasmg of Patrol Facilities. :
We récommend reductions of $421,789 for overbudgeted leasmg ex-
penditures.

We further recommend that future funds for projected increases in

leasing expenditures be held in reserve until new lease terms are estab-
lished and expenditures are authorized. '

The patrol will lease land, offices, and other facilities at 70 locations in
1978-79. Monthly charges and lease expiration dates are presented in the
department’s line item budget. Our review of the patrol’s leasing schedule
and discussions with personnel in the Division of Space Management,
Department of General Services, have indicated that stated CHP lease
terms in fourteen facilities have been overbudgeted in the current year
and the budget year.

We recommend that the overbudgeted amounts in the current year
schedule be reappropriated to the budget year, thereby reducing
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proposed lease expenditures in the budget year. Overstated expenditures
in the budget year are also recommended for reduction. The discrepan-
cies are reviewed by facility below, along with our recommendations.

L

Arrowhead. For 1978-79, the department has budgeted monthly
lease payments of $1,000 for the first half of the budget year and
$3,700 for the last six months of 1978-79. The increase in charges is

to fund a build-to-suit office. As discussed in our analysis of Item 449,

we believe that the existing facility is adequate for department oper-
ations, and we therefore recommend a reduction of $16,200 in the
patrol’s proposed budget.

. Coalinga. A new lease for this facility became effective on October

1, 1977 with monthly charges of $1,288. The patrol’s budget indicates
monthly charges for this facility at $300 for only one month and $1,500
for the remaining eleven months in 1977-78, with the $1,500 per
month charge continuing through 1978-79. Based on new lease
terms, the department has overbudgeted by $6,796 in 1977-78 and
$2,544 in 1978-79.

. East Los Angeles. Present lease terms for this facility expire on

September 30, 1978. However, examination of the department’s lease
schedule implies that the lease explred September 30, 1977. To rectify

~ this error, reductions of $13,050 in 197778 and $4 350 i in 1978-79 are

recommended

. Indio. - On October 20, 1977 this facility was purchased by the state.

Yet, the patrol is still budgetmg lease expenses for the office in both
the current and budget years. Assurning that the department settled
possible lease contingencies by January 1, 1978, we recommend re-

"ductions of $6,900 in the current year and $14,400 in 1978-79 to reflect

state purchase.

- 5. ]ackson The lease for this facility w111 not expire until after the

" budget year. However, the lease schedule shows that monthly

charges will increase from $357 to $3,000 for the second half of 1978
79. A reduction of $15,858 is recommended to ehmmate th1s overstat-
ed expenditure in the budget.

Lakeport. The department’s budget shows that monthly lease ex-
penses for this office will increase from $700 to $3,500 for the last six
months of the current year. The lease does not expire until June 30,

"~ 1978, and we therefore recommend a reductron of $16,800 to reﬂect

expected costs in 1977-78.

. Malibu. A new lease has been arranged for thlS office effective July

1, 1978. According to the department, lease terms require monthly
charges of $600 for 1977-78 and $750 for the first six months of 1978
79, after which higher rates will be required due to occupancy of a
build-to-suit  facility. However, the department’s lease schedule
shows monthly charges of $3,500 in 1977-78 and $4,500 for the entire
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10.

11.

12.

13.

14.

budget year. We therefore recommend reductions of $34,800 in 1977~ .
78 and $22,500 in 1978-79.

Mojave. Currently, this office is leased at a rate of $550 per month.
New lease terms, effective July 1, 1978, require monthly payments of

- $2,500 for this facility. The patrol has budgeted charges at $3,500 per

month beginning January 1, 1978. To delete these overbudgeted
costs, we recommend reductmns of $17, 700 in the current year and

- $12,000 in the budget year.

Riverside. The patrol’s schedule indicates that the lease for this
facility will expire on April 30, 1981. However, budgeted monthly
charges have increased from $750 to $4,500 for 1978-79. A reduction
of $45,000 is recommended to eliminate overbudgeted charges.
San Andreas. lease terms for this office will expire after the budget
year. Similarly to the situation in the Jackson office, the department
has budgeted monthly charges for this facility at $3,200 (up from
$590) for the last three months of 1977-78 and for all of 1978-79.
Reductions of $7,830 in the current year and $31,320 in the budget
year are therefore recommended to rectify this error.

San Juan Capistrano. The department’s schedule indicates that the
patrol will occupy a new office at this location for the last six months
of 1977-78, at a monthly cost of $5,000. However, staff at the Depart-
ment of General Services expect that occupancy will not occur
before July 1, 1978. We therefore recommend a reduction of $30,000
in current year expenditures.

Santa Barbara. Current terms for thlS lease, which expires on De-
cember 31, 1980, provide for charges of $845 per month. Yet, the
patrol has budgeted lease expenses for this facility at $5,000 per
month for the budget year. We recommend a reduction of $49,860 to
reflect: the continuation of present leasing costs through 1978-79.
Santa Cruz. New lease terms effective July 1, 1977 provide that
payments of $2,030 per month are required for this office. However,
monthly charges of $2,500 are budgeted for the facility in both the
current year and budget year. Accordingly, reductions of $5,640 are
recommended for both years.

South Sacramento. Lease arrangements for this facility entail
monthly charges of $2,154.50, but the department has budgeted ex-
penditures of $5,000 per month beginning September 1, 1977. We
recommmend that this difference be recognized by reductlons of $28,-
455 and $34,146 in 1977-78 and 1978-79, respectively.

Overbudgeted Leasing of Facilities Summary

In summary, we believe that the overbudgeted leasing of facilities in the
current year should be reappropriated to the budgeted expenses for leas-
ing in 1978-79. This would reduce proposed leasing costs by $167,971.
When recommended reductions of $253,818 for overbudgeting in 1978-79
are included, our recommended reductions total $421,789.
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Future Leasmg Arrangements The rental budget for CHP offices in-
cludes five facilities for which lease arrangements will expire during 1978
79. The department has anticipated increased monthly charges for these
ledses, although final terms have not been approved. We recommend that
funding for increments in leases expiring during the budget year, which
total $139,950, be held in reserve. If department costs for the affected
facilities do not increase, unexpended monies in this reserve should revert
to the Motor Vehicle Account, State Transportation Fund, rather than be
available for other department expenditures.

Table 12 illustrates adjustments to the leasing schedule for CHP offices
for overbudgeting and establishment of a future lease reserve.

Table 12
Adjustments to CHP Rental Schedule—Buildings

HReserve
CHP Estimate for Overbudgeted — Overbudgeted for

Current Year Amounts Amounts Projected

Facility . Expenditure 1977-78 1978-79 Increases
Arrowhead . $9,000 - $16,200 : -
Coalinga .covcovvevevennne 18,300 $6,796 2544 - -
East Los Angeles ... . 43,650 13,050 4,350 $13,050
Indio . 12,300 . 6,900 14,400 ' -
Jackson 4,284 - 15,858 -
- Lakeport 25,200 16,800 - 33,600
Malibu .. 42,000 34,800 - 29,500 22,500
Mojave : 24,300° - 17,700 12,000 -
RIVErside .....ocoovvveerevmmrrecrnnnsseionnns 9,000 - 45,000 -
San Andreas .......... . 14910 7,830 31,320 -
San Juan Capistrano . 30,000 30,000 - , 60,000
Santa Barbara 10,140 - 49,860 -
Santa Cruz.......cc..... e, -30,000 -5,640 5,640 -

South Sacramento 50,000 28,455 34,146 - 7
Twentynine Palms 3,600 - - 10,800
Total ..c..ocovnene . $326,684 $167,971 $253,818 $139,950
Proposed CHP leasing expendltures, 1978-79 ) $1,648,222
Less recommended reductions:

- Reappropriation for overbudgeted amounts, 1977-T8....cc....cocrvuvcrmmrccrmmssmacnsanes } 167,971
Overbudgeted amounts, 1978-79 ...... ) 253,818
Subtotal, recommended reductions $421,789
Adjusted line item total -$1,226,433

Recommended held in reserve ' ‘ ($139,950)
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Department of the California Highway Patrol
DEFICIENCY PAYMENT

Item 158 from the Motor Vehicle Ac-

count, State Transportation Fund Budget p. 335
Requested 1978=T9 ...t ones $1,000,000
Total recommended reduction ..........cccceevivieneeerereeserennn. None

Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Control Language. Recommend expenditures from this 270
item be reported in same manner as required in Emergency
Fund (Item 426).

ANALYSIS AND RECOMMENDATIONS

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. .

Legislative Oversight Needed

We recommend that control language be ada'ed to require the Director
of Finance to report allocations from this item in the same manner as
required for reporting allocations from the Reserve for Contingency-
Emergency Fund (ltem 426). .

Control language in Item 158 authorizes the D1rector of Finance, with
the consent of the Governor, to approve expenditures from the Motor
Vehicle Account for deficiency payments. However, there is no provision
to report these expenditures to the Legislature. We believe that expendi-
tures for contingencies and emergencies should be subject to the same
reporting procedures as required for General Fund deficiencies in Item
426 (Reserve for Contingency).

In our analysis of Item 426, we recommend additional language to re-
quire the reporting of expenditures for emergencies within 10 days after
approval and the reporting of contingency payments 30 days prior to
approval. These requirements should also be applied to all special fund
deficiencies created under Section 11006. We believe that legislative ac-
tion on this item should conform to the decisions made under Item 426.
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Department of the California Highway Patrol
ADVANCE PURCHASE AUTHORIZATION

Item 159 from the Motor Vehicle
Account, State Transportation

Fund Budget p. 335

Requested 197879 w.orvvoooeeeeersrreorerrn, S R $2,500,000
Total recommended reduction ...........coovecineernereenrneeivensieennens C

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

Because the automotive model year and the state’s fiscal year do not
coincide, the California Highway Patrol must 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 $2,500,000 in
- 1978-79 for vehicles to be delivered in 1979-80. 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 160-166 from various funds

Budget p. 338

Bequested 1978-79 $151,571,756
Estimated 1977-78................ 141,937,565
ACEUAL 1OTBTT ...ttt e r s et banees 127,498,488
Requested increase $9,634,191 (6.8 percent) ‘ :
Total recommended reduction ..........ciiinnnrisestinnnnnd $1,192,487
1978-79 FUNDING BY ITEM AND SOURCE ‘
Analysis
Item Description Fund Amount ‘page
160 Anatomical Donor Designation General $147,029 -
and Petit-Jury Selection . '
161 Driver Licensing and Vehicle Reg- State = Transportation - 127,675,046 285
istration Fund, Motor Vehicle
i Account . ) )
162 For Payment of Deficiencies for State  Transportation (500,000) 298
Appropriations Fund, Motor ~ Vehicle. ’
. : Account L
163 Collection of Vehicle In-Lieu Taxes Transportation Tax - 19,961,122 283
: Fund, Motor Vehicle Li- .
: cense Fee Account
164 Environmental License Plate Issu- California Environmen- 1,957,284 289
ance ] tal Protection, Program
165 Bicycle License Tag Issuance State Bicycle License 167,003 289
Registration
166 Undocumented Vessels Registra- Harbors and Watercraft 1,664,272 289
tion Revolving )
Item Total ~ . $151,571,756

t
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: : I a . o PR : Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Budgeting of New Positions. Reduce Item 161 by $35976. 275
Recommend reduction of amount overbudgeted for new
positions.

2. Internal Management Procedures and Automation. Rec- 278
ommend department make quarterly reports detailing
progress toward implementation of changes in manage-
ment procedures and automation.

3. Management and Reporting Control System. Recommend 279
establishment of an industrial engineering unit.

4. Soundex. Recommend department receive input from 281

- law enforcement users group before termination.

5. Soundex Support. Reduce Item 161 by $400,000 and appro- 282
priate a like amount from the General Fund, Recommend
reduction from the Motor Vehicle Account of amount used
to support non-vehicle related uses of Soundex, and reap-
propriation of like amount from the General Fund.

6. Drivers License and Identification Card Photographs. Rec- 283
ommend legislation to require DMV to maintain copies of -

" photographs. . ‘

7. Unpaid Parking Violations.. Recommend 166 requested 284
positions be authorized on limited term basis. - '

~ 8. Interpreters. Withhold recommendation pending clarifi- 285

, cation and further justification of request.

9. Computer Terminal Replacement. Reduce Item 161 by 292

. 8297.4581. Recommend reduction of amount overbudget-
ed for replacement of computer terminals.

10. Dishonored Check Collection Procedures. Reduce Item 293
161 by $145,602. Recommend reduction in amount budg-
eted for collection of dishonored checks.

11. License Plates and Stickers. Reduce Item 161 by 294
$492,900. Recommend reduction of amount overbudget-
ed for purchase of license plates and registration stickers. .

12. Training Activities. Reduce Item 161 by $119,458 Recom- 294
mend reduction in department request for additional per-

- sonnel and increased inservice training.

13. Program Development, Evaluation and Research. Recom- 295
mend research function be reconsolidated with program
development and evaluation functions.

14. Major Equipment. Reduce Item 161 by $72,503. Recom- 295
mend reduction in amount budgeted for major equipment
purchases. Withhold recommendation on $44,160 pending
further justification. .
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15. Repairs and Alterations. Reduce Item 161 by $20,000 and 296
transfer to Item 450(s)—minor capital outlay. Withhold
recommendation on $33,500 of the department’s request
pending justification of need.

16. Minor Equipment. Reduce Item 161 by $8,567. Recom- 296
mend reduction of request for addltlonal equipment in '
Mountain View field office.

17. Child Care Center. Recommend center pay appropriate 297
rental fees. - S o

18. Kindergarten Program. Recommend termination of kin- 297
dergarten after the 1977-78 school year.: - :

19. Legislative Oversight Needed. Recommend control lan- 298
guage requiring Director of Finance to report allocations
in same manner as in Item 426, Emergency Fund. -

GENERAL PROGRAM STATEMENT

The Department of Motor Vehicles (DMV), a major component of the -
Business and Transportation Agency, is resporisible for protecting the-
public interest and promoting public safety on California’s roads and high-
ways. The department includes the Divisions of Drivers Licenses, Regis-
tration, Field Office Operation, Administration, Electronic Data
Processing, and Compliance, and administers six programs. These pro-
grams and their major 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 Control—to promote safety on highways by
licensing and controlling drivers.

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

4. Compulsory Financial Responsibility—to encourage Cahforma mo-
torists to maintain financial responsibility.

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 prov1s1ons and stat-
utes, to provide departmental policy, and to provide management support
services to all departmental programs.

‘To perform these duties, the department proposes the operation of 152
fleld offices in 14 districts throughout California and a central headquar-
ters facility in Sacramento. Personnel years for 1978-79 are projected at
7,773.3 compared to 7581.3 in 1977-78, an increase of 2.5 percent.

During the next fiscal year, the department estimates that it will process
a total of 17,797,000 vehicle registrations and 597,500 undocumented vehi-
cle registrations, issue 5,144,000 drivers’ licenses and 540,750 identification
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cards. These major workload indicators reflect a growth of 2.5 percent in
vehicle reg‘istrations 2.8 percent in undocumented vehicle registrations,
3.5 percent in drivers’ license issuance, and 27.8 percent in 1dent1f1cat10n
card issuance.

ANALYSIS AND RECOMMENDATIONS . ) )

DMV’s proposed expenditures for 1978-79 would increase $9,634,191
(6.8 percent) over the current year for a total of $151,571,756 (excluding
federal funds of $839,164 and reimbursements of $9,984,859 for services the
department will provide to other agencies and the public).

Expenditure totals and .a breakdown by program are shown in Table 1
which includes actual and estimated expenditures for the two previous
years. Table 2 (see page 276) provides a detailed account of proposed
changes over the current budget year.

: Table 1 7
Department of Motor Vehicles
. Program Expenditure Summary

. : Actual Estimated . -Proposed Change from.  Percent
Program 1976-77 1977-78 1978-79. 1977-78 . Change
1. Vehicle Licensing and Ti- .
tling $66,703,126 $74,974,493 $80,420,446 $5,445953 ~ 7.3%
2. Driver Licensing and Con- - o :
trol ' 51,266,244 56,011,674 58,996,275 2,984,601 53
3. Occupational - Licensing : o ,
and Regulation........cccccocc... 7,506,322 8,205,996 9223918 = 1017922 = 124
. Financial Responsibility... = 3,505,533 3,708,091 3671218  -36873 —10

4

5. Department - of Motor
Vehicles Associated Serv-
ices

6. Administration—Distribut-
ed to Programs

6,737,962 8,384,469 10,083,922 1699453 203

(13453324)  (14303931)  (14703364)  (399433) 28

Totals, Programs $135721,187  $151,084723  $162,395779  $11,111,056 7.3%
" Less Reimbursements ........ —7.875,620 = —8783,062 —9,984859  —1,201,797 -
Less Federal Funds* —347,079 —564,006 —839,164 —275,068 -

Net Totals, Programs............ $127,498,488 $14l,937,565 $151,571,756 80634191  68%

Department's Work Force Request

The Department of Motor Vehicles’ budget for 1978-79 requests an
increase of 191.7 personnel years (2.5 percent) over the revised 1977-78
figures. Requested personnel years are shown by program element in
Table 3 which also includes actual and estimated personnel years for the
two prev1ous years.

Salaries Overbudgeted

We réecommend that Item 161 be reduced by $35,976 for overbudgeted
salary costs.

The State Administrative Manual requires that new positions be budget-
ed at the minimum entry level salary. The department neglected to do so
for 31 new positions. We therefore recommend deletion of the $35,976
budgeted over minimum salary level.
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Table 3 .
Change -
Actual  FEstimated  Proposed from Percent
Program Element - 1976-77 - 1977-78 1978-79 v 1977-78 Change
I Vehicle Licensingand Titling  3639.3 3739.6 3815.1 - 155 2%
II. Driver Licensing and Con-

{270) WPNRUROAN 2761.7 2778.7 2790.3 . 116 0.4%

IIL.  Occupational Licensing and »
Regulation .....cc.cccovrnen. 358.8 3508 - 386.9 o861 10.3%
IV. Financial Responsibility ... 2175 - 205.7 201.3 —44 -21%
V. Associated Services ........c.... 4175 506.5 5794 <7129 " 144%
VI. Administration (distributed)  (681.8) (660.5) (648.5) (—12.0) —1.8%
Total 7394.8 7581.3 71713 1917 2.5%

Status of the Motor Vehicle Account
The Motor Vehicle Account provides 84 percent of the support for

DMV’s operations (see Table 4). In previous analyses we have discussed

in detail the deteriorating financial condition of the account. The problem,

in summary, is that appropriations from-the Motor Vehicle Account to

DMV and CHP have grown faster than the resources in the funds. While -
it was the Legislature’s intention that the majority of funds collected from

truck weight fees be transferred to the state Highway Account for new

facilities and maintenance costs related to heavy truck use of highway

facilities, the amount for funds actually transferred is declining precipi-

tously. Of the approximately $130 million collected from weight fees each

year, $95 million was transferred to the Department of Transportation in

1975-76, while an estimated $10 million will be transferred in 1978-79.

- It was previously thought that the Motor Vehicle Account would run a
deficit in the 1978-79 fiscal year, but current revenue estimates show that

the account will probably remain solvent through fiscal year 1979--80. This
has occurred for several reasons: 1) the fiscal committees of the Legisla-

ture have acted with restraint in approving new positions for DMV and
CHP, 2) large capital outlay expenditures have been deferred, 3) year
round registration has evened out DMV’s cash flow and 4) some of the
funds set aside for loans to the Air Resources Board have not been encum-
bered. Despite the delay in reaching a deficit situation, the amount of
available transfer funds to the Department of Transportation continues to

decrease.

Department’s Fee Study. In 1976, the Leglslature, concerned about
* the deteriorating condition of the Motor Vehicle Account, requested that
the department study its outdated fee structure. That study, submitted in
June 1977, found that many motor vehicles fees are insufficient to cover
the costs of services provided. We believe that fees should cover such

costs.
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10.

. Terminals in Field Offices
. EDP Video Replacement
. Enhance Registration Renewal Processing

. Unpaid Parking Violations ..

Table 2

Summary of Budget Expenditure Changes From Current Years

Personal Services Adjustments for Authorized Positions:

a. Merit Salary Adjustment

b. Saléry Savings

c. Staff Benefits (Rate Increase & Increase for Merit Salary Adjust-
ment)

. Workload Adjustment: .

a. Costs Related to Changes.in Authorized Position. .

b. Changes to Operating Expenses & Equipment Not Related to
Changes in Authorized: Positions *

(1) Workload
(2) Price

. Expansion of the Departmental Training Program....oiocrinnn.
. Training"Program for Division of Registration .........

. Interpreters for D.I. Hearing and Reexamination Interviews ........

Proper Reimbursement for Cost of Use Tax Collection...........coueuies

Revised *
Proposed

Revised
Proposed

Revised

; Proposed

Revised
Proposed

Revised
Proposed

. Revised

Proposed
Revised
Proposed
Revised

Proposed

Revised
Proposed
Revised
Proposed
Revised
Proposed
Revised
Proposed
Revised
Proposed

Personnel
Years

7,545.8
7,5458

-34.3
439
166.8

415

Amount

$93,169,516

94,724,306 -

—1,492,591
—1,517,578

" 22,002,462

193,562,661

472,997
704,626

36,617,853
40,005,047

162,645
. 16,831
73,267

—200,317
—446,603

1,643,850 .

41,811
658,003
2,209,292

620,230

Changes Over Current Year

Personnel
Years

40
~35.4
-343

122.9

415

Amount

$1,554,790
24,987

1,560,199

231,629

3,387,194
(1,453,100)

(1,934,094) .

162,645
16,831
73,267
- 246,28(-)'
1,643,850
41,811
1,551,289

620,230

Percent

1.03
-0.02

1.03

1.09
0.03
1.03

0.41
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11. New Statutes:
.a. AB 289, Chapter 649: Preferentlal Parking: Blmd Persons

b: AB 313, Chapter 326: Vehicles Movement Under Permlt

c. AB 456, Chapter 617: Vehicles: Unlimited Parking: Disabled Per-
sons

d. AB 1204, Chapter 873: Vehicles: Manufacturers

e. AB 1404, Chapter 749: Recycling: Paper Products ........cc.vsee.

f. SB 36, Chapter 504: Motor Vehicles Records

g. SB 138, Chapter 731: Mobilehomes: Trailer Coach Registration

h. SB 417, Chapter 821: Vehicles: Environmental License Plates ..

12. Parent Locator Services

Totals, Gross Expenditures’
Revised 1977-78
Proposed 1978-79

Net Change, Gross Expenditure
Reimbursements

Revised 1977-78

Proposed 1978-79

Net Change, Reimbursement
Federal Funds **

Revised 1977-78

Proposed 1978-79

Net Change _
Totals, Net Expenditure Changes

* Does not include operating expenses and equipment related to changes in Personnel Requirements, Budget Change Proposals, New Statutes or Special Ttems.

2 Revised—1977-78 Expenditures.
Proposed—1978-79 Budgeted.

Revised .

Proposed
Revised

Proposed

Revised
Proposed
Revised
Proposed
Revised
Proposed

Revised
Proposed -

Revised
Proposed

. Revised

Proposed
Revised
Proposed

39 61,644 39 61,644 0.04
- —97,000
- 54,000 - — 97,000 —0.02
2.9 44,100 29 44,100 1003 -
10 921,850 10 21,850 0.01
- 57,200 - 57,200 0.04
2.7 . 53,800
47 57,100 2.0 3,300 -
29 31,000 29 31,000 0.02
15 30,000
143 300,000 128 270,000 0.18
6.0 76,500 6.0 76,500 0.05
75813 $151,984793
7713 162,395,779 1917 $11,111,056 7.34
- —8,783,062
- 9,984,859 - ~1.201,797 -
- —564,006 :
- 839,164 - 975,068 -
1917 $9,634,191 679

99T—09T SWaI]
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Funding Support )

Funds to support the department are appropriated from a variety of
special funds, with the majority being appropriated from the Motor Vehi-
cle Account, State Transportation Fund (84 percent) and the Motor Vehi- -
cle License Fee Account, Transportation Tax Fund (13 percent). Table 4
displays the department’s sources of funding.

Table 4
SOURCES OF FUNDING, 1978-79

Percent of
Fund Dollar Amount Total Support

Motor Vehicle Account, State Transportation Fund ..........cccocnnee... $127,675,046 83.8%
Motor Vehicle License Fee Account Transportation Tax Fund .... 19,961,122 131
California Environmental Protection Program Fund .......cccoerseu... 1,957,284 1.3
Harbors and Watercraft Revolving Fund 1,664,272 11

Federal Funds ... 839,164 5 -
State Bicycle License and Registration Fund ... 167,003 1
General Fund 147,029 _

Total $152,410,920 100.0%

Departnient Response to Criticism

We recommend that DMV provide quarterly progress reports to the
Joint Legislative Budget Committee and the fiscal subcommittees on spe-
cific progress in carrying out its commitments regarding the Management
and Reporting Control System (MARC), Soundex, the Program Planning,
Budgeting and Control System (including cost accounting) and automa-
tion enhancements.

The Department of Motor Vehicles has come under steady criticism
during the past few years from our office, the legislative fiscal committees
and most recently, the Little Hoover Commission. Much of this criticism
has centered around two major areas: (1) internal management systems
which have proven to be ineffective and (2) the failure of the department
to move from labor-intensive methods to automated procedures.

* It now appears that DMV has made a commitment to improve in both
areas. This analysis, therefore, will focus on what is planned, the budgetary
implications " if known, and the steps required for progress during the
‘budget year.

Because of the importance of these projects in terms of both increased
organizational efficiency and potential savings to the Motor Vehicle Ac-
count and the lack of specific implementation plans and absence of precise
budgetary implications, we recommend that DMV provide quarterly
progress reports to the Joint Legislative Budget Committee and the fiscal
subcommittees during the budget year. These reports should detail specif-
ic plans, progress, funds required, problems encountered, and future mile-
stones for carrying out its commitments with regard to the Management
and Reporting Control System (MARC), Soundex, Program Planning,
Budgeting and Control (including installation of a new cost accounting
system), replacement of two existing computers and automation of vari-
ous processes in both headquarters and the field offices.
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Management and Reporting Control System

We recommend that the department establish a small industrial engi-
neering unit in the Office of Program Development and Evaluation.

The department uses MARC to estimate work force requirements. Dur-
ing the past few years, our office, the Legislature and the Little Hoover
Commission have been very cntlcal of MARC’s ability to produce accurate ‘
work force estimates. -

- MARC Objectives. MARC, initiated in 1970, is a standardized work
measurement reporting system which compares an “ideal” standard of
work performance (the time performing an activity should take) to the
actual time required to perform an activity. The original objectives were

to provide produectivity information to unit supervisors and managers,
alert top management to potential trouble spots in the organization, com-
pile data to support budget estimates and identify savings generated by
the work standards program.

Failure of MARC. Systems similar to MARC have been successful in
the private sector. MARC was a failure at DMV, however, because (1) the
department used the system as the basis for budget requests, rather than
as support information and (2) the standards were not adjusted to reflect
changes in work processes. DMV’s failure to maintain MARC work stand-
ards was first noted in our Supplemental Analysis prepared for hearings
on the 1976-77 budget. The Legislature agreed with our findings that
inadequate standards had caused inflated work force requests and accept-
ed our recommendation to reduce the budget by 136 personnel years. The
department subsequently reduced its work force by an additional 168.6
personnel years below the level authorized in the 1976-77 budget and
sought no increase in personnel for the 1977-78 budget other than for
positions necessary to implement legislation.

In the 1977 Supplemental Report of the Conference Committee, the
Legislature requested the department to evaluate MARC to. determine
whether it could meet its design potential, and to phase it out, beginning
in the 197879 fiscal year, if the evaluation indicated MARC was not a
satisfactory system.

MARC to be Eliminated. The‘depart:ment retained a private consulit-
ant to perform the evaluation and a report was submitted in December
1977. Although the consultant concluded that MARC could meet its design
potential if the system were upgraded and detached from the budget
process, the report had analytical and statistical ‘errors and based its major
recommendations on subjective judgments. The department subsequent-
ly decided to eliminate MARC and implement a new program cost ac-
counting system to improve its antiquated accounting procedures and
provide information required for management and budget development.
The net annual savings which will accrue because of the elimination of
MARC have not yet been determined because costs to develop the
praposed cost accounting system have not been fully identified. The de-
partment and our ofﬁce will be prepared to discuss this issue at the budget
hearings.
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- " Need for Industrial Engineering Standards. We do not believe that

cost accounting data will be sufficient to provide information required to
improve the productivity and efficiency of DMV procedures. Expertise
within the department must be available to analyze work processes and
develop improved processes. A part of the savings generated from the
elimination of MARC should be used to establish a small industrial engi-
neering unit within the Office of Program Development and Evaluation.
A specific proposal for such a unit should be developed and presented at
the budget hearings.

" Program Planning, Budgeting and Control

The department’s program management, planning, budgeting and con-
tol functions are fragmentized and uncoordinated. Major programs are
divided among divisions, and fiscal program management information is
collected by division unit rather than program element. For example, the
Driver Licensing and Control program is split between the divisions of
Drivers Licenses, Field Office Operations, and EDP Services. Responsibil-
ity for the program rests, therefore, not with one program manager but
three division chiefs. Planning, budgeting, and operations information for
the program must be extracted from division data and then coordinated.

Legisiature Requires Study. Feeling that DMV’s program manage-
ment capability was inadequate, the Legislature in 1975 requested that the
department study alternatives for achieving improved program align-
ment and increased effectiveness of program planning, budgeting and
control activities. A report satisfactory to the Legislature was not submit-
ted until April 1977. The study found that improved program alignment
and increased effectiveness of program planning, budgeting and control
were desirable and made specific recommendations to accomphsh these
goals.

Department’s PPBC Activities. Although the department’s director
agreed with the report’s recommendations, little progress has been made
to implement them. In December we requested the new director to
advise us of her position on the implementation of the report’s recommen-
dations. We had not received formal reply at the time this analysis was
prepared but it is our understanding that the department intends to re-
© structure its programs and install a program cost accounting system.

Restructuring Programs. The department has made preliminary ef--
forts to define and explain programs and design a new program structure.
These efforts have not been considered hlgh priority, however, and
progress has been slow.

Installation of a Program Cost Accounting System. Both our office and
the Little Hoover Commission have recommended that DMV upgrade its
antiquated accounting system. The department’s decision to install a pro-
gram cost accounting system is an attempt both to modernize its account-
ing procedures and to resolve its problems in obtaining information on a
program basis. The department has begun reviewing possible systems and
has already evaluated one installed in San Diego County. This system
(ARMS-Autornated Resource Management System) was initially installed
in Sacramento County and a version of it is now being used by a number
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of governmental entities including Milwaukee, Wisconsin. Because the
system is in the public domain, the computer programs and documenta-
tion were purchased from San Diego County for $500. With this small
initial investment, DMV could be in a position to modify an existing sys-
tem which could be processed on an interim basis at the Teale Data
Center.

We are not in a position to evaluate whether ARMS is the right system
for the department. However, we believe that the department, working
in cooperation with the Department of Finance’s Accounting Systems
Unit, can make such a determination as a part of developmg the necessary
feasibility study. ,

Two other projects are now in progress within the state which have a
direct bearing on DMV’s efforts. The Department of Finance is evaluating
the overall requirements for a statewide fiscal management system includ-
ing recommendations for improvements in departmental accounting sys-
tems. Also, the Department of Health Services is currently in the process
of selecting and installing a new accounting system and ARMS is one of
the systems to be evaluated. Health Services’ schedule calls for selection
of a system by July 1978 with installation to begin in July 1979. The firm
of Haskins and Sells is providing consulting services to both Finance and
Health Services. _

As we noted earlier, the new system is to replace the Management and
Reporting Control System (MARC) as a basis for the department’s new
management information system. Development of a program cost ac-
counting system is a fundamental element of the plan to improve program
alignment and increase the effectiveness of its program planning, budget-
ing and control functions. :

Phase Out of Manual Soundex File

We recommend that DMV convene zmmedzately a IaW enforcement
“users group” to evaluate the department’s plan for phasing out Soundex.
We concur with the essentials of the plan, but the input of law enforce-
ment agencies should be presented to the fiscal subcommzttees before the
plan is implemented.

The 197778 Supplemental Report of the Conference Committee re-
quired the department to review and report on alternatives for phasing
out its Soundex file system and upgrading the Automated Name Index
(ANI) system. Alternative funding mechamsms for Soundex were also to
be considered.

This manual hard copy system contains copies of all current dnvers
licenses and identification cards (18 million documents). The file is ar-
ranged so that names which sound alike are filed together under the same
‘Soundex code.

The Automated Name Index (ANI), a computerized system for retriev-
ing information based on procedures which are similar to the Soundex
_ approach, was developed as a replacement for Soundex. The replacement

has not occurred because (1) the ANI computer has required manual
backup due to limitations of the system and (2) copies of photographs on
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drivers licenses and identification cards are not available under the auto-
mated systern.

Both systemns are used principally by the Department of Justice and local
law enforcement agencies rather than DMV. In addition to name
searches, approximately 276,000 polaroid copies (“mugshots™) of drivers’
licenses or 1.D. cards are prov1ded (again prlmarlly to law enforcement
agencies).

The department had not submitted the requlred report on alternatives

due on December 1, 1977, as of early February. Based on our review of
preliminary findmgs it appears that DMV will be recommending that (1)
the Soundex file be eliminated, (2) hard copies of drivers license and I.D.
cards be filed with the driver’s license and LD. application files which. the
department maintains, and (3) the ANI computer system be upgraded to
provide additional file capacity and more current data. Also ANI operators
would be allowed more time to conduct name searches rather than relying
on Soundex for a backup. Because of the massive refiling effort and the
associated costs, this transition has been proposed over a four-year period.
Savings under the new system when fully implemented are estimated to
be $520,000 annually.
. It appears to us that this proposal is sound. However, we are concerned
that DMV has not fully discussed the proposed changes with the law
enforcement community. Although some discussion with the Department
of Justice did occur, no attempt was made to contact other state depart-
ments or local law enforcement agencies.

~ The provision of difficult-to-track identifications ‘and mugshots is an
important service to law enforcement, particularly in complex criminal
cases. Therefore, we recommend that DMV convene a law enforcement
‘users group at once to receive input on the validity of this plan. The
findings of th1s users group should be made ava11able during the budget
hearings.

Funding of Services to Law Enforcement‘ ’

We recommend that $400,000 in General Fund support be made avail-
able to DMV to support information services to law enforcement agencies
that are not motor vehicle related and that there be a corresponding
decrease of $400,000 in the Motor Vehicle Account (Item 161). -

Currently, both Soundex and ANI are totally funded from the Motor
Vehicle Account. This represents a combined expenditure of over $2 mil-
lion. In addition, the account supports about one-half the cost of the Cali-

. fornia Law Enforcement Telecommunication System (CLETS) because

the message traffic to DMV over the system represents one-half the total
volume. We raised a question in last year’s analysis regarding this addition-
al $5 million expenditure from the account. Testlmony prov1d_ed at the
budget hearings indicated that most of the CLETS inquiries to DMV
relate to traffic safety or traffic law enforcement programs. However,
_inquiries into Soundex (and partlcularly providing mugshots to law en-
forcement) fall into a category that is clearly not motor vehicle related.
Such activities as locating nonsupporting parents and providing informa-
tion about criminal activities are examples of non-vehicle related uses.
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DMYV estimates that 80 percent of the 269,000 mugshots provided annually
go to police, sheriff departments, d1stnct attorneys and the FBI. Most
other information goes to other state agencies.

The Governor’s Budget provides for the first time, General Fund sup-
port in the amount of $76,500 to reimburse DMV for Soundex services for
the parent-locater service program, administered by the Departments of
Justice and Benefit Payments. We believe that the time has come to
provide General Fund support for the other non-vehicle related services.
Therefore, we recommend that $400,000 in General Fund support be
made available to the department and a corresponding decrease be made
in Motor Vehicle Account support. (Item 161). This is the amount estimat-
ed by the department as the minimum for supporting nonvehicle related
uses. We expect the department to maintain records to justify continued
General Fund support in the future. Exact funding details can be worked

-out in subsequent years as savings are generated and the new program
stabilizes. This action by the Legislature would establish the precedent for
more equitable funding of law enforcement inquiries and would be a far
better method than havmg law enforcement agen01es pay on a transaction
basis for such inquiries.

Legislation Needed to Requnre Duplicate Photograph File

We recommend that legislation be enacted to require DMV to maintain
a duplicate copy of drivers licenses or I.D. card photographs.

The department is not required by law to maintain a copy of the driver’s
license or LD. card photograph. We believe that such a file is essential for
the reasons described earlier.

If the duplicate photographs were not maintained, the law enforcement
community would probably ask the Department of Justice to maintain
such a file or local police files would be developed. This occurred in the
past in such areas as stolen property and rap sheets, before Justice began
maintaining statewide files.

The maintenance of a duplicate photograph file by DMV as an extension
of its regular licensing respons1b111t1es appears to be the most cost/effec-
tive. method for providing this service.

I. VEHICLE LICENSING AND TITLING

The vehicle licensing and tlthng program has been established to (1)
register vehicles and establish ownership records, ((2) collect in-lieu taxes,
weight fees, and reglstratlon fees and (3) provide vehicle reglstratlon
information. :

The department estimates that this program will process 1,793, 000 or1g1-
nal and 15,467,000 renewal registrations in 1978-79 and collect approxi-
mately $927,000,000 in revenues. Support for the program is budgeted at
$80,420,446, an increase of 7.3 percent over 1977-78 totals. Table 5 displays
the programs personnel years, program costs and output for the current
year and budget year
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Table 5
- VEHICLE LICENSING AND TITLING
PROGRAM INPUT

Personnel Years ‘ Program Costs
1977-78 1978-79 Change = 1977-78 1978-79  Change

Program Elements
Vehicle Ownership, Regis-
tration, . Documentation )
and Certificate Issuance.. 1540.5 1580.1 26% $30,572,692 $33,860,098 10.8%
Vehicle Fee Collection and

Accounting..........cececemcnees 1239.2 1282.3 3.5 26,547,161 28,067,574 5.7
Vehicle Record and File R o
Maintenance ......... rvereerennee 4485 4592 - 24 7,140,935 8.268,060 6.8
Vehicle Information and o
Sale of Records.................. 159.2 152.7 —4.1 2,741,987 2,789,688 17
Administration Distribution 3522 340.8 -32 7,371,718 7,435,026 9 -
Totals 3739.6 3815.1 2% . $74,974,493 $80,420,446 7.3%

PROGRAM OUTPUT B
1977-78 ~  1978-79  Change

Program Flements Output
Vehicle Ownership, Registra-
tion, - Documentation and
Certificate Issuance Vehicle Registration 17,364,000 17,797,000  25%
“Vehicle Fee Collection and
Accounting Fees, Motor Vehicle Ac-  $374,249,000 $391,773,000 4.7

count
Fees, Motor Vehicle Li-  $504,000,000 $535,000,000 —6.1
cense Fee Account . :

Vehicle Information and '

Sale of Records- Information Requests-Fee 1,202,000 1,355,000 127
. Charged
Information Fees ) $815,000 $929,750 141
Information Requests, No 13,587,000 14,733,000 84
Fee Charged

Records Produced for Pri- -~ 15,817,000 16,379,000 - 3.6
vate Companies S ‘
Income From Records $395,425 . - $409475 3.6
Produced  for Private
Companies
Unpaid Parking Violations
We recommend that the 166 positions requested to support the unpaid
parking violation program be authorized only on a limited term basis until
June 30, 1978.
We further recommend that the department report on December I,
1978 on its utilization of positions.
Chapter 1179, Statutes of 1975, requires the department (as of January
1, 1978) not to renew the registration of any vehicle owned or leased by
a person who fails to respond to a parking violation. Courts notify the
department whenever a person fails to respond within 15 days. The de-
partment then collects bail for the parking offenses plus administrative
charges at the time a vehicle is registered. A total of 166 positions and
'$2,209,292 are requested to support the program.
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The collection of unpaid parking violations is a new program for the
department, and therefore little data is available upon which to base the
request. The department made assumptions about the potential volumes
of items and then used the MARC system to generate estimated staffing
needs. We note that the department’s request is 38 percent hlgher ($600,-
000) than the cost it identified as the annual operating cost in 1975. Be-
cause the request has been based on estimated volumes and. unreliable
MARC standards, we suggest that positions be budgeted on a limited term
basis only, expiring June 30, 1979, and that the department report to the
Joint Legislative Budget Committee and the fiscal subcommittees on De-
cember 1, 1978 on its utilization of positions.

Drivers Licensing and Control

1l. DRIVER LICENSING AND CONTROL

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 1978-79 budget year, this program is expected to process
5,144,000 original and renewal drivers’ licenses, and send an estimated
165,000 warning letters to negligent drivers. The program’s support re-
quest is $58,996,275, an increase of 5.3 percent over the current year.

Program inputs and outputs are shown in Table 6.

Interpreters for Administrative Heanngs

We withhold recommendation on the department’s request for four
interpreters pending clarification of the department’s request and exami-
nation of support data.

. As part of its post licensing control program DMV sometimes acts to
suspend or revoke a person’s driving privilege. Under certain circum-
stances the department is required to conduct an administrative hearing
before taking final action. Currently, the department, if requested to do
so, will provide interpreters for non-English speaking people whose driv-

- ing privilege is threatened. Interpreters provided are department em-
ployees, certified by the Multilingual Program Office, who are borrowed
from regularly assigned dutiés for the hearing. Tapes of these hearings are
then reviewed in Sacramento to review the quality of the interpretation.

The department has requested $73,267 and four full-time interpreters
for fiscal year 1978-79. Support data provided by program staff to justify
the request indicates that department policy on the need for interpreters
is unclear. Further the request is based on an anticipated volume of hear-
ings which has not materialized. We withhold recommendation on these
positions pending clarification of the request.
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Table 6
DRIVER LICENSING AND CONTROL
PROGRAM INPUT

Personnel Years Program Costs
1977-78 1978-79 Change 1977-78 1978-79  Change

Program Elements .
Drivers’ License Issuance ... 1648.4 1644.3 —2% . $33,006,985 $35,017,747 6.1%
Post Licensing Control .......... 664.8 666.6 3 13,625,621 14,023,574 29
Certificate Issuance ... 98 99 1 267,319 277,167 37
Information Semces . 2203 2317 79 4,073,363 4,477,347 99
Administration Distribution..  235.5 2318 16 5,038,386 5,200,440 32

Totals ....ocoomevmvimssereccrreneeene 21787  2790.3 4% $56,011,674  $58,996275  5.3%

PROGRAM OUTPUT

Program Elements . Output 1977-78 1978-79 . Change
. Drivers’ License Issuance ... Driver’s Licenses Is- 4,971,000 5,144,000 3.5%
: sued ' ~
) . Drivers’ License Fees.  $15,050,000 $15,550,000 3.3
Post Licensing Control .........occoooe.e.s Warning Letters Sent 160,000 165000 3.1
Persons Called to 37,200 38200 27
Group Meetings
Hearings and Reexami- 78,920 80,820 24
nations
Certificate Issuance ... Special Operators Cer- 15,966 16,152 12
: tificates Issued : .
Information Services ........unirineee Information Requests 9,851,000 10,500,000 66
—Fee Charged
Information Fees $5,248,613  $5,594,400 6.6

Information Requests 6,710,000 6,910,000 12
—No Fee Charged

Hl. OCCUPATIONAL LICENSING AND REGULATION

The department provides consumer protection to the motoring public
through its occupational licensing and regulation program. This protec-
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 the program is budgeted at $9,223,918 for 1978-79, an in-
crease of $1,017,922 (12.4 percent) over the current year. Workload will
increase 36.1 personnel-years in the budget year. Program inputs and
outputs are presented in Table 7.

Program Growth

The proposed budget represents a 270 percent increase over the
amount expended for the program in 1970-71.

This large increase is of concern because many of the activities per-
formed under occupational regulation are discretionary and can be drasti-
cally changed or discontinued without legislative direction.
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Table 7
OCCUPATIONAL LICENSING AND REGULATION
PROGRAM INPUT

Personnel Years Program Cost }
1977-78  1978-79 Change  1977-78 1978-79  Change

Program Elements

Occupational Licensing ..........ccoooweccerresnn. 101.2 1089 76% A $2,131,001  $2,392,838  12.3%

Occupational Regulation .. 2082 2334 121 5,235,532 5,886,345 - 124

Administration Distribution ..........cus. 40.9 4.6 _9 839,463 944735 125
Totals . 3508 3869 103% $8205996  $9,223918  124%

. PROGRAM OUTPUT-
Program Flements Oulput 1977-78 1978-79  Change

Occupational Llcensmg ........ Business Licenses Issued 21,569 23,237 7.1%
Business License Fee $1,209,500 $1,279,700 - 5.8

7

Salesperson, Representatives 40,800 44,100 8
and Verifier Licenses Issued

Salesperson, Representatives - $728,900 $786,700 79
and Verifier Fees

‘Driving School Licenses Issued 325 362 114
Driving Instructor Licenses Is-
sued 2,062 2,166 5
Driving School and Instructor ; .
License Fees $50,700 $54,200 6.9
Occupational Regulation...... Consumer Complaints 26,500 33,500 26.4
' Dealer and Dismantler Re- .
views 1,152 884 —233
Administrative Actions : 1,500 1,590 6
Administrative and Disman-
tler Fees ‘ $1,593,000  $1,593,000 —
New Motor Vehicle Board
Fees. . - $229,000 $240,000 48

Consumer Protection

One example of DMV’s discretionary activities is consumer protection
for which a significant increase is proposed in 1978-79. The department
has become more involved with consumer protection since it was given
the responsibility to license vehicle manufacturers, transporters, dealers,
and salespersons in 1957. A separate division was established to perform
‘these responsibilities in 1971-72, and since that time the emphasis on
consumer protection has been greatly accentuated. One indicator of the
shift has been the increased number of complaints received. In 1972-73
the division received 7,380 complaints, in 1973-74 11,400 (54 percent in-
crease), in 1976-77 16,800 (128 percent increase) and the proposed volume
in 1978-79 is 33,500, a 354 percent increase since 1972-73.

Responsibility for corisumer protection in the motor vehicle area has
never been clearly established by the Legislature. Currently, the Bureau
of Automotive Repairs in the Department of Consumer Affairs receives
complaints concerning automotive repair dealers and shops; the Real Es-
tate Commissioner, Department of Housing and Community Develop-

12—76788
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ment and DMV handle complaints concerning mobilehome deaslers,
manufacturers, and salespeople; the New Motor Vehicle Board and DMV
have jurisdiction over new motor vehicle manufacturers, dealers, and sales
people, and DMV receives complaints concerning used car dealers, sales-
people, transporters, dismantlers and lessor-retailers. DMV has made
some efforts to mitigate the confusion created by this diffusion of respon-
sibilities. It has, for instance, created jointly with the Department of Hous-
ing and Community Development, a Mobilehome Complaint Center with
a toll-free phone line. However, this new program, with an estimated cost
to DMV of $121,000 per year, has not been reviewed by the Legislature
because the department reallocated positions for it administratively. The
ability of the department to initiate and suspend programs such as the
Mobilehome Complaint Center stems from the discretionary nature of its
regulatory activities.

We will review these issues during the year and make appropriate
recommendations in the 1979-80 Analysis of the Budget Bill.

Funding Question. In fiscal year 1976-77, the Legislature, believing
that many activities in this program protected the general welfare of the
state’s citizens, allocated $4,247,901 from the General Fund to partially
support the program. The Motor Vehicle Account was correspondingly
reduced. The Governor, however, vetoed the General Fund appropria-
tion. We anticipate that the Department of Finance will be submitting a
deﬁ01ency authonzatlon for fiscal year 1977-78.

IV. FINANCIAL RESPONSIBlLITY

The purpose of this program is to enforce and administer the Compul-
sory Financial Responsibility Law. Every driver or owner of a motor vehi-
cle is required to maintain financial responsibility (automobile liability -
insurance, self-insurance, or bonds as specified). The law requires that
drivers must report to DMV any accident in which property damage
exceeds $250 or which results in death or personal injury, show proof of
financial responsibility, and maintain responsibility for three years after an
accident in order to compensate persons who may be injured or whose
property may be damaged in a subsequent accident.

The department request for the program in 1978-79 is $3, 671 218, a
decrease of .1 percent. There will be a reduction of 4.4 percent personnel
years. Program inputs and outputs are summarized in Table 8.

Problems With Existing Program

The current financial responsibility program is ineffective, and in the
1977-78 Analysis we recommended elimination of the program. Briefly,
some of these problems are: (1) because the department’s authority to
require proof of financial responsibility begins only after an accident,
drivers are in effect, allowed one free accident, (2) only 3 percent of the
state’s uninsured motorists have maintained financial responsibility as a
result of the program, and (3) the majority of uninsured drivers (58 per-
cent) have chosen to accept a license suspension.rather than acquire
financial responsibility. It is likely that some of these persons, however,
continue to operate motor vehicles despite the suspension.
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Table 8

 FINANCIAL RESPONSIBILITY
PROGRAM INPUT

Program Personnel Years Program Costs :

Elements : 1977-78 1978-79 Change ~ 1977-78 1978-79 ~ Change
Driving Privilege Control ... 181 1781 -16% $3,156,091 $3,126539 -.9%
Information Services............ . 5.9 58 17 - 160,265 162,362 13
Administration Distribution ........c....co.... 188 174  -74 391,735 382317 @ =24

Totals 2057 2013 —21% $3,708001 $3671218 —.1%

PROGRAM OUTPUT

Program i
Elements . Qutput 1977-78 1978-79 Change
Driving Privilege Control.......... Accident Reports Processed 528,000 531,000 0.6%
Information Services ............c.... Commercial Information Requests 33,500 33,500 —
Commercial Information Request
Fees $44,050  $44,050 —_

Leglslatlve Action

_ The Legislature did not accept our recommendation to eliminate the
current program, and instead directed the Joint Committee on Tort Lia-
bility to conduct a study of alternatives. A transfer of $50,000 was allocated
from Item 165 (DMYV Support) to Item 11 (Expenses of Joint Committees)
to support the cost of the study. It is our understanding that funds were
never transferred to Item 11 and the staff of the joint committee was not
notified of this action. We are not aware of any plans to conduct a study
of alternatives to the Compulsory Financial Responsibility Law.

Modification of the Present Program )

As noted above,‘the support costs for the financial respons1b111ty pro-
gram are budgeted at $3,671,218 for 1978-79. Even though the Legislature
is considering legislation whlch would change present law, we believe that
the costs of the existing program should be minimized.

Several modifications to the present law are possible which would de-
crease program costs. If the minimum amount of property damage for
which an accident report is required was raised from $250 to $750, the
department estimates that there would be a cost reduction of $50,000.
Another modification, which we prefer, would be to require that only
uninsured ‘motorists report accidents. The estimated reductlon in pro-
~ gram costs from this modification would be $350,000. :

‘Neither modification would correct the deficiencies of the current pro-
gram. They would only reduce the costs of what appears to be an ineffi-
cient and ineffective method for protecting citizens from the acts of
financially irresponsible drivers.

V. DEPARTMENT OF MOTOR VEHICLES, ASSOCIATED SERVICES
The purpose of this program is to provide the public with a variety of
auxillary 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
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collection, off-highway vehicle and bieycle licensing, and the issuance of
special license plates.

The department is requesting $10,083,922 to support this program in
1977-78, an increase of $1,619,453 (20.3 percent). Major increased program
costs are in Use Tax, Environmental License Plate Issuance, Identification
Card Issuance and Bicycle Licensing. 73.4 additional personnel years are
requested to handle workload increase.

Program inputs and outputs are summarized in Table 9.

Table 9
ASSOCIATED SERVICES
PROGRAM INPUT

) Personnel Years Program Costs
Program Elements 1977-78 1978-79 Change 1977-78 1978-79  Change
Identification Card Isspance............. C 825 94 13.9% - $1,645,061 $1,949,184 185%

Undocumented Vessel Registration .. 991 1019 28 1,620,048 1,721,405 63
Environmental License Plate Issu-

ance 85.2 93.1 9.3 1,223,605 1615637 32
Use Tax 1642 2123 293 2,071,287 2712463 31
OHYV Registration .........cccocccooe s 62.3 64.2 3 1,126,670 1,177,384 45
Bicycle Licensing....., — = = 35,169 167,003 3749
Administration” Distribution .......cc....... 132 139 53 662,629 740,846 118

Totals _ : . 5065 5794 144% $8.384469  $10,083922  203%
PROGRAM OUTPUT oL
" Program Elements -~ Output 1977-78 1978-79° - Change
Identification Card Issuance... ldentification Cards Issued - 423,070 540,750 27.8%
Identification Card Fees $1,394,000 $1,781,800 27.8
Identification Cards Out-" ‘
standmg ' R 920,000 1214000 32
Undocumented Vessel Regls o :
tration Vessel Registrations 580,600 - 597500 29
" Vessel Registration Fees - $1,878,900 $1934300 29
Registered Vessels ‘ 540,000 556,000 3
Environmental License Plate -
- ISSUANCE inrerenrcinreesnesrermanens Environmental License R
. Plate Registration C 323,300 392,800 215
Environmental License :
Plate Fees $4,775,300 $5,967,800. 25
Use TAX cvierrremms Use Tax Collections - -~ $116218400 $121,020,800 4.1
. OHV Registration ................ OHV Registrations 113,700 120300 58
" " OHV Fees - $1,969,000 $2,060,000 - 4.6

Bicycle License Tags Issued 1,300;000 2,300,000  76.9

_ ‘'VI.. DEPARTMENTAL ADMINISTRATION
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 (to include EDP services) to all department programs.
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The budget request for this program is $14,703,364, an increase of $399,-
433. The largest increases in the program are in the areas of personnel
management and EDP services. A decrease of 12 positions is requested.
Administration costs are distributed to the department’s other operational
programs.

Program mputs are summarized in Table 10.

Table 10

DEPARTMENTAL ADMINISTRATION
PROGRAM INPUT:

’ Personnel Years " Program Costs
Program Elements 1977-78 1978-79 Change = 1977-78 1978-79 - Change
Executive : 215 248 -98% - $581,849 $554,955  —4.6%
Program Administration ............... 2065 - 1955 53 4819418 4,698,144 - 25 -
Legal 25.4 29 -59 518,077 CB17,721 0.1
Fiscal and Mangement Business ... 1232 1269 3 1,948,959 2,084,997 7

Personnel Management Services.... 82 862 5.1 1,793,069 2,029,181 132 ‘
Program Development and Evalua- ' a
“tion 102 984 -35 - 2,146,153 2,199,042 2.5

Public Information ... T4 4 0 84,976 89,489 5.3
EDP Services ....civevrmmmosomsionons . 899 888 -—12 2,411,430 2,529,829 49

Totals. o 6605 6485 —18% $14303931  $14,703,364 2.8%

Vil DEPARTMENTAL AUTOMATION

Although DMV maintains a large data processing capablhty, the depart-
ment has been critized for not taking advantage of automation to reduce
increasingly costly labor intensive operations. This is an extremely impor-
tant consideration given the deteriorating status of the Motor Vehicle
Account and the fact that personnel costs haye increased by $16.6 million
sinice the 1976-77 fiscal year. This amount does not include the increased
costs of space and other operating expenses which support the depart-
ment’s 7,000 plus employees

A Matter of Perspective ‘

In recent testimony before the Leglslature the Secretary of the Busi-
ness and Transportation Agency advocated a “go-slow” approach to auto-
mation at DMV. The Secretary’s testimony indicated that his
recommended approach is based on a desire to avoid ill-planned projects
and concern regarding the societal cost of eliminating jobs. On the other
hand, the Director of Motor Vehicles has been quoted recently as stating
that automation produces jobs. We see no conflict in these impressions
regardmg automation. All are valid. However, it is 1mportant that they be
put in a proper perspective.

Automation does eliminate jobs, but it also creates new opportunities for
employment. Some require technical skills, but many jobs such as key data
entry.and data control positions simply involve retraining existing person-
nel. The state’s experience with automating labor intensive operations has
been that displaced employees are not laid off because surplus personnel
are handled by attrition or reassignment. In the case of DMV, preliminary
studies indicate that greater use of automation would hold down the
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significant increases in new personnel and facilities required to accommo-
date the anticipated growth in workload.

Computer Capacity

The extent to which the department can become more effectlve
through selective automation is dependent upon the amount of available
computing capacity. In 1976 the Legislature was advised by the depart-
ment that it was running out of capacity and had therefore initiated a
computer replacement project. We raised a number of questions regard-
ing this project in a letter to the director. The project was subsequently
terminated in favor of a review of DMV’s data processing operations.

This has resulted in (1) a reorganization of DMV data processing activi-
ties, including new management, (2) establishment of data processing
planning and review capabilities, and (3) the completion of a systems
measurement study to determine and project available computer capaci-
ty. The department’s efforts in these areas reflect positive steps toward
utilizing automation effectively.

One significant product which resulted from the systems measurement
study is the finding that DMV has sufficient computing capacity to meet
certain workload requirements for the next three to five years. However,
some computer upgrading will be necessary in the short term. The study

" indicates that the two primary computers which support drivers’ records
and registration files (the large data bases) have sufficient capacity. Two
other computers are apparently approaching workload capacity limita-
tions. These are (1) the “front-end” communications processor which
processes all electronic information requests from the California Law En-
forcement Telecommunications System, DMV headquarters and field of-
fices- computer terminals, and (2) the processor dedicated to the

Automated Name Index (ANI).

* According to the department, replacement of these computers will be
based on a study of feasible alternatives. Competitive acquisition will be
used as applicable. It is possible that one solution to the front-end com-
munications processor requirement may be an arrangement for such serv-
ices with the Stephen P. Teale Consolidated Data Center located directly
adjacent to the DMV data center. A number of alternatives are available
with respect to the ANI computer. The selective replacement of comput-
ers contemplated by DMV appears both reasonable and desirable in view
of the complexity and pitfalls involved in a wholesale replacement of the
entire facility.

Computer Terminal Replacement

We recormnmend that the amount budgeted for replacement of com-
puter terminals be reduced $297,481 to correct overbudgeting in Item 161.

The proposed budget includes $1,962,550 to replace over 100 computer
terminals and associated control devices used for entering data into com-
puter-accessible files. The amount requested includes $200,000 to relocate
the DMV data entry unit. The replacement is based on a November 1977
feasibility study report. According to this report, the current 11 year-old
system uses devices no longer manufactured, and these devices are ap-
proaching the point where spare parts and maintenance will become
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serious problems. Replacement will support the department’s plan to
make substantial improvements in its massive data entry operation. A new
data entry process based on ‘the acquisition of modern terminals will
produce annual ongoing savings of $221,000.

We note a discrepancy between the budgeted amount and cost data
contained in the -department’s approved feasibility study report for re-
placement of the terminals. Therefore, the amount requested can be
reduced from $1,962,550 to $1, 665 069 for a sav1ngs of $297,481.

Field Office Termmals

The department’s budget request reflects an anticipated reduction of
- $446,603 in the budget year resulting from the planned installation of
computer terminals in 32 field offices which have characteristic high
workload volumes. At present, 50 of the 82 “high volume” offices have
such terminals. Providing terminals to the remaining offices should de-
crease the number of incomplete items transmitted manually to head-
quarters and result in personnel savings.

These savings must be considered as tentative because the department ]
feasibility study report has not been completed. It is expected to be ready
for review during the budget hearings, and it is possible that some adjust-
ment in the budget may be necessary depending upon the completed
study.

Lack of Overall Framework :

The department has begun—after extensive criticism—to propose -
changes to improve its operations through utilization of automation. We
support the department’s movement in this direction, but note that indi-
vidual projects are being proposed in the absence of an overall framework
addressing the issue of centralized versus decentralized operations. It may
be appropriate to have an operation which has decentralized and central-
ized elements. However, because of the substantial costs of changing a
system once it is established, it is critical that such projects be developed
within a clearly defined overall plan. The department should develop such
a plan.

Dishonored Check Collection Procedures

We recommend that 7.8 positions be deleted and Item 165 be reduced
by $145,602 to eliminate positions no longer necessary to collect dishon-
ored checks.

The Legislature approved Supplemental Report Language requiring
the department to study alternatives for improving the cost effectiveness
of its dishonored check collection procedures and alternatives to the pay-
ment of department fees by check. The initial report, submitted Decem-
ber 1977, indicated that the department had implemented a new
procedure for handling dishonored checks on a pilot basis but was await-
ing approval of the Board of Control before it fully implemented it. The
new system places increased emphasis on contacting the writer of the
check by phone or letter, utilizes an automated stop to prevent reregistra-
tion of the car and places decreased emphasis on the use of investigators
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to collect dishonored checks. _ '

Information requested as a follow-up to the study showed that the de-
partment estimated $335,582 per year in savings under the new system. In
reviewing the department’s backup material for cost savings, we found
that 7.8 positions allocated to the dishonored check procedure cannot be
supported by the data. It also appears that the workload projections for the
new process were based on workload under the annual registration proc-
ess. Since year-round registration has decreased the number of dishonored
checks by an estimated 20 percent, further reductions in this area may be
possible. :

Reduced Cost of License Plates and Stickers

We recommend a reduction of $492,900 in Item 161 for the purchase of
license plates 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
1978-79, 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 15 percent in the coming year and DMV budgeted accordingly.

Revised Estimates. Our inquiry to California Correctional Industries
has revealed that the rate of increase in material costs has slowed noticea-
bly. Instead of a 15 percent increase, revised estimates now predict a
maximum increase of 10 percent in the cost of plates, tabs, and stickers.
Therefore, we have recalculated the department’s need based on the new
prices and find that a reduction of $492,900 is possible in this category.
~ Training Activities

We recommend that 3.5 positions (0.5 tour coordinator, 2 managers II,
and 1 staff services analyst) be deleted for a savings of $65,458 and the
department’s request for increased inservice training funds be reduced by
$54,000 for a total reduction of $119,458 in Item 161.

The department has requested six additional positions for training. Cur-
rently, 13 staff members comprise the departmental training unit (8 pro-
fessional, 5 clerical). Additional staff, estimated by the Department at 8.2
personnel years, are located in the divisions and serve as technical training
coordinators and instructors.

The new positions are requested for a variety of reasons; two positions
for improvement of management training, one to provide audio-visual
expertise, one to analyze and evaluate technical training needs, one to
serve as a technical training coordinator and instructor in the Division of
Registration, one-half position to act as an audio-visual equipment coordi-
nator, and one-half position to coordinate tours.

We do not support 3.5 of the 6 requested positions. We recommend
deletion of the two positions requested for technical training efforts be-
cause those efforts appear disjointed and unplanned. We believe that
before the department seeks authorized positions for such efforts, a re-
view should be undertaken establishing 1) the technical staffing needs for
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the entire department, 2) the relationship of the centralized training unit
to the decentralized technical training staff.
- We recommend deletion of one of the two positions requested for man-
agement training. The deparment currently has five staff involved to
varying degress with management training. We believe only one addition-
al position is niecessary.
» Finally, we recommend deletlon of the half-time tour coordinator. This
. position would not improve departmental training efforts and it would
seem that existing staff could provide tours when necessary.

The department is also requesting an additional $54,000 for increased
in-service training. Our review of specific courses in the 1977-78 training
plan indicates that a significanit number are unnecessary. We therefore
recommend that no additional funds be provided for in-service training.

Program Development, Evaluation and Research Activities :

We recommend that the research functions of the department be recon-
solidated with the program development and evaluation functions.

Prior to 1975, program development, evaluation and research activities
were dispersed throughout the department’s divisions. In 1975, the de-
partment consolidated most of these functions into one unit, the Office of
Program Development and Evaluation. One manager at the assistant divi-
sion chief level was placed in charge of all OPDE section, reporting to the
deputy director’s office. The research functions have subsequently been
removed from OPDE and placed in a separate unit with a separate man-
ager, also at the assistant division chief level who reports to the deputy
director. We believe efficient management of these activities require a
consolidated unit and recommend that the research activities be placed
once again within OPDE.

Major Equipment

We recommend that Item 161 be reduced by $72,503 to eliminate fund-
ing for unnecessary major equipment purchases.

Further we withhold recommendation on $44,160 pending receipt of
further justification of need.

For 1978-79, the department has proposed $2,149,400 for purchase of
major equipment. Some of the requests are not Justlﬁed and should be
deleted.

The department has requested $9,905 for a word processor for the Los
Angeles legal office. The Sacramento legal office has two such processers
and staff have indicated that one could be used in Los Angeles. A total of
$8,348 is requested for training-related equipment. The department is
proposing an audiovisual equipment coordinator for the training unit be-
cause existing equipment is not inventoried and is inefficiently allocated.
Additional equipment should not be purchased until existing resources are
inventoried and utilized efficiently.

The purchase of a passenger pool van is proposed at a cost of $7,750. The
Department of Transportation has a $10 million reserve set aside in the
Highway Account for both 1977-78 and 1978-79 for purchase of passenger
pool vans in addition to approximately $6.2 million for on-going carpool-
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van-pool activities. The Legislature will be considering legislation this year
which would allow the department to use these reserves. Because the
Legislature will be reviewing DOT’s program and a reserve already exists,
we recommend that DMV not budget additional funds for this purpose.

The department has budgeted $46,500 for unexpected or emergency
equipment needs in fiscal year 1978-79. The Legislture provides a special
contingency authorization of $500,000 for the department to meet un-
foreseen and unanticipated expenses. Should an unforeseen equipment
need occur, we suggest that it use the contingency funds.

Finally, the department has requested 10 additional cars for its carpool.
We withhold recommendatlon until further justification of need is. estab-
lished.

Repairs and Alterations

We withhold recommendation on $33,500 of the departments repairs
and alterations request pending justification of need. -

We further recommend that $20,000 budgeted for remodeling of the San
Diego field office be deleted from Item 161 and transferred to Item 450(s).

We requested additional data justifying repairs or alterations at the Van
Nuys ($9,000), Hollywood ($2,000), Hayward ($1,500), Los Gatos ($9,000)
and Long Beach ($12,000) field offices. This information has not been
received, and we are therefore withholding recommendation.

The department budgeted $20,000 for remodeling the San Diego field
office as repairs and alterations. This is a minor capital outlay request and
the funds should be allocated in Item 450(s).

Minor Equipment

We recommend deletion of $8,567 budgeted for a minor equipment
purchase in Mountain View field office (Item 161).

The department budgeted $8,567 for additional counter sections needed
because of the expansion of the Mountain View Field office. The field
. .office will not be expanded and the funds are no longer necessary.

Review of Department of Motor Vehicles Child Care Center ‘

The 1977-78 Budget Act supplemental language required our office to
review the effectiveness of the DMV child care center and to report our
findings in the 1978-79 Analysis. Because of the potential significance of -
this program, we issued a separate report in January, 1978. The discussion
which follows is a summary of our report. v

The DMV center began operating in July 1975 with a capacity to serve
54 children of employees. DMV believed that no legislative authorization
was necessary for the center because it was to be a self-supporting pro-
gram operated through a private, nonprofit corporation governed by par-
ent users.

Space for the center was provided at the DMV office complex at no
charge through a rent-free lease agreement. This was based on the as-
sumption of a trade-off between the value of the rental space and state
savings which were projected to result from the operation of the center.
Savings were anticipated from (a) operation of a kindergarten program
which would result in reductions in state General Fund support to local



j
i
H
H
¢
i
:

Iterns 160-166 , BUSINESS AND TRANSPORTATION / 297

school districts and (b) decreased employee absenteeism among DMV
parent-users and consequent economies in agency operations.

State Rent Subsidy

We recommend that the Department of Motor Vehicles child care
center pay the appropriate rental fees required for it to operate as a
financially independent facility.

Projected savings to the state from the kmdergarten program have been
less than originally estimated due to low enrollments. Underenrollment
has also occurred in the center’s program for preschool age children.
Furthermore, no reduction in employee absenteeism attributable to the
center has been documented by DMV. Nor has DMV demonstrated em-
ployment benefits of the center in terms of such other factors as reduced
employee tardiness or turnover, or increased worker productivity. Hence,
the center’s rent-free space appears to represent a state subsidy which has
not been offset by compensating benefits. Moreover, this subsidy has not
been leg1slat1vely authorized. ,

In view of (a) the absence of legislative authorization of funds for the
DMV child care center and (b) the original intent for the center to be
self-supporting, we believe it is appropriate for the program to pay rent
for the space which is presently being provided at no charge by the state.
We estimate the state subsidy for this rental space to be approximately
$7,000 during 1977-78 (taking into consideration state savings attributable
to the kindergarten). If, as we recommend below, the kindergarten pro-
gram is terminated after the current school year, the subsidy will be
approximately $11,600 in 1978-79 unless the center begins to pay rental
fees. State subsidies for the center’s rent constitute a fringe benefit to a
limited number of state employees. The authorization of subsidized child
care has far-reaching policy and fiscal implications which we discuss under
Item 420 elsewhere in this Analysis.

Inadequate Kindergarten Program

We recomend that the kmdergarten operated as part of tbe Depart-
ment of Motor Vehicles child care center be terminated after the 1977- 78
school year.

The kindergarten program which is operated as a registered private
school within the DMV.child care center was originally designed to ac-
commodate 20 children. Ten children were enrolled in the program dur-
ing 1975-76 and 15 during 1976-77. Nine children were enrolled in it as of
January 1978. v

Several problems exist in the k1ndergarten program: (a) curriculum
materials are in short-supply and are restricted in variety; (b) diagnostic
facilities and teacher spemahst services are not readily available on an
ongoing basis; (c) provisions have not been made for continuous staff
development; and (d) evaluation of individual student progress is con-
ducted only informally and. does not yield comprehensive information
about levels of student performance for present or future use.

In contrast to the center’s regular program, the kmdergarten has sub-
stantial weakmesses. Because it is of marginal quality as a learning environ-
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ment; we believe this component of the child care center should be ter-
minated after the present school year.

Other General Findings

Prograrnmatically, the center’s preschool operation is similar to private
day care centers in Sacramento and appears to provide a reasonably satis-
factory environment for meeting children’s needs. However, data have
not been collected by DMV or the center to measure its effectiveness in
promoting. the overall development of participant children.

The most positive finding concerning the DMV center relates to satisf-
cation among parent users. Parents generally express satisfaction with the
care their children receive. However, surveys nationwide of parental atti-
* tudes typically indicate overwhelming satisfaction with present child care
- arrangements of all varieties.

Item 162, For Payment of Deficiencies in Appropriations

Section 11006 of the Government Code authorizes the Director of Fi-
nance to create deficiencies in any appropriation for cases of actual neces-
sity. For deficiencies of $25,000 or more the written consent of the
‘Governor is required. The statutes authorizing the establishment of spe-
cial funds normally provide for a continuing appropriation which can be
used- to fund deficiencies. However, Section 42272 of the Vehicle Code
- excludes the Motor Vehicle Account, State Transportation Fund from the
provisions of Section 11006. This means that the Department of Motor
Vehicles is not authorized to exceed its appropriation 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 expenditure from this amount is forecast for the coming year.

Legislative Oversight Needed

We recommend that control language be added to require the Director
of Finance to report-allocations from this item in the same ranner as
required for reporting allocations from the Reserve for Conbngeucy-
Emergency Fund (Item 426). -

Control language in Item 162 authorizes the Director of Finance, with
the consent of the Governor, to approve expenditures from the Motor
Vehicle Account for deficiency payments. However, there is no provision
to report these expenditures to the Legislature. We believe that expendi-
tures for contingencies and emergencies should be subject to the same
reporting procedures as are required for General Fund deflmenmes in

Item 426 (Reserve for Contingency).
In our analysis of Item 426, we are recommending additional language

to require the reporting of expenditures for emergencies within: 10 days
after approval and the reporting of contingency payments 30 days prior
to approval. These requirements should also be applied to all special fund
deficiencies created under Section 11006. We believe that legislative ac-
tion on this itein should conform to the decisions made under Ttem 426.
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. Busmess and Transportatlon Agency
STEPHEN P. TEALE CONSOLIDATED DATA CENTER

Item 167 from the Stephen P.
Teale Consolidated Data Cen-

ter :Revolving Fund . ' : Budget p. 354
Requested 197879 ... O —— $12,334,272
Estimated 1977—7T8.........ccrstreenieneienereneeens ireressetessensieeseasianens 11,148,214
Actual 1976-77 ......... evesrereiosivesinsreseses sy sresboeasssesssnssesos 10,584,734

Requested increase $1,186, 058 (10.6 percent) o
Total recommended reduction .....c....cevececivvenireseneenesd e - $51,000

) Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS , page

1. Personnel Reduction. Reduce by $31,000. Recommend 299
deletion of two data processing technician positions. :
2 Magnetjc Tape. Reduce by $20,000. Recommend reduc- 300
. tion in. amount of new tapes based on redetermmatlon of
need. :

_GENERAL PROGRAM STATEMENT

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 60 state government units 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 state

ANALYSIS AND RECOMMENDATIONS _
The Governor’s Budget proposes an expendlture program for the data
center totaling $12,334,272 in the budget year as compared with estimated
expenditures of $11,148,214 in the currént year. These funds are derived
from user departments as reimbursement for services prov1ded by the

center.. :

Expanslon to Accommodate Workload k

The proposed budget increase reﬂects the cost of increased computer
capacity and staffing to meet growing user demands for processing data.
The added’ fands will support. additional computer equipment and in-
creases in. weekend and nightshift operations. Although the center’s rates
for the budget year have not been determined; no increase is anticipated
if user processmg at the center continues to grow :

Personnel Raductnon o

We recommend the de]ebon of two da ta processing technician positions
for a savings of $3L000.

Currently, two data processing techmclan posmons are allocated to
operate a minicomputer which is linked to the Teale Data Center and
located at the Public Employees Retirement System (PERS). PERS in-
tends to operate this minicomputer with its own employees beginning
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July 1, 1978, and has included two pos1t10ns in its budget (Item 122) for
this purpose. This will result in' the elimination of an annual $31,000 pay-
ment to the Tealée Center. However, the Teale Center’s budget does not
reflect the deletion of any technician positions.

Tape Cost Adjustment

We recommend a reduction of $20,000 in the amount budgeted for the
purchase of new magnetic tapes based on redetermination of need.

The proposed budget includes $140,000 to purchase approximately 15,-
500 new magnetic tapes. An examination of the basis for this request
indicates that the actual amount required is $120,000. Therefore the
amount budgeted for operating expenses and equipment should be re-
duced $20,000.

‘ Resources Agency
WATERWAYS MANAGEMENT PLANNING /

Item 168 from the General

‘Fund = ~ Budget p. 358
Requested 1978-T9 .......ccovvrnceeieisennereceseseesesisssesnasnesenes $325,669
Estimated 1977=T8........ccvvirneinnrninenseseseneesseseasseesansseseees 308,930
Actual 1976-T7 ...t R 213,738

Requested increase $16,739 (5.4 percent) ‘
Total recommended reduction .............ereessnicrniensonsenes - ~ None

/ Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS . page

1. Management Plans. Recommend the Resources Secretary = 301
and Department of Fish and Game detail at budget hearings
their recommendations for administration and implementa-
tion of completed waterways management plans.

GENERAL PROGRAM STATEMENT )

The California Protected Waterways Act of 1968 established the policy
of the State of California to prov1de for the protection of those waterways
which possess extraordmary scemc fishery, wildlife, or recreational val-
ues.

Subsequently, the Legislature, in Chapter 761, Statutes of 1971, directed
the Resources Agency to develop detailed management plans for portions
of 20 specified waterways on the north coast. In addition to the scenic,.
wildlife, recreational and free flowing river aspects, the plans were to
include evaluations of flood control, water conservation, steamflow aug-
mentation, water quality improvement, and fishery enhancement. Pas-
sage of ACR 32 (1973) and AB 1735 (1975) added three streams.



