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Consolidate Laundry Services

We recommend the Department of Veterans Affairs and the Depart-
ment of Developmental Services determine the feasibility of having the
Veterans’ Home provide laundry services for the Napa and Sonoma State
~ hospitals, and report to the Joint Legys]atz ve Budget Committee by April
1, 1950,

The department is requestmg $595,000 for new laundry equipment at
the Veterans’ Home in Yountville. We concur with the necessity for this
expenditure because the existing equipment is obsolete and in very poor
condition. Furthermore, after the new equipment is in operation, it will
be possxble to eliminate seven laundry finisher positions for an annual
savings of $95,000.

Preliminary discussions with the Department of Developmental Serv-
ices indicate that the laundry facilities at Napa and Sonoma State Hospltals
are madequate and that the Department of Developmental Services is
interested in the possibility of contracting with the Veterans’ Home for
laundry services. -

A consolidated laundry facility would save.the state duphcanve costs of
refurbishing or replacing the laundry equipment at the two other loca-
tions. Costs for transporting the laundry would not be a major factor
because of the close geographical proximity of the three institutions.
Therefore, we recommend that the two departments evaluate the feasibil-
ity of implementing this proposal and report thereon to the Joint Legisla-
tive Budget Committee by April 1, 1980.

Business and Transportation Agency
DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL

Item 141 from the General

Fund Budget p. 271
Requested 197980 .........oovivemrrueireeersinsssnessssesessesssssesssessssssanis $11,436,691
Estimated 1978-79........ccouvvvnnreernrernresrenssnscssencses Seveearaneseasirieens 11,530,803
Actual 1977-78 ......... rererreseetatesetesee e e et r e tatsaet et steserenensbesarente 10,987,682

Requested decrease $94,112 (0.8 percent)

Total recommended reduction ........... reverereraraserensersnebesasonnisrinsnes $69,200
) Ana]ys)‘s
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS - . page

1. Wholelsale Price Postmg Recommend legislation to ehmx- 218
nate wholesale price posting requirements.

2. Data Processing Conversion. Recommend 10 clerical posi- 219
. tions be limited to June 30, 1980.

3. Personnel Reductions. Reduce by $69,200.  Recommend 219
funds for personnel relocations and attrition adjustments be
reduced.
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GENERAL PROGRAM STATEMENT

The Department of Alcoholic Beverage Control (ABC), a constitutional
agency established in 1954, is headed by a director who is appointed by the
Governor with the consent of the 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 429.6 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. v

Licensing Element

The objective of licensing is to prevent unquahfled persons from engag-
ing in the sale, manufacture or importation of alcoholic beverages, and to
prevent such operations in locations where the neighborhood would be
disturbed and police problems aggravated. Licensing involves the investi-
gation of an applicant’s 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 individuals, part-
nerships and corporations for 52 different licenses.

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

Administration Element

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
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and reviews proposed leglslatlon affecting the alcoholic beverage industry
and responds to mqumes from members of the Legislature and the gen-
eral public.

ANALYSIS AND RECOMMENDATIONS

The Department of Alcoholic Beverage Control proposes net General
Fund expenditures of $11,436,691, which is $94,112 or 0.8 percent below
the current-year estimate. Anticipated budget-year reimbursements of
$225,000 result in a total expenditure program of $11,661,691. Reimburse-
ments represent fees the department charges for (1) fingerprinting appli-
cants, (2) transcripts of hearings, and (3) copies of the Alcoholic Beverage
. Control Act. Table 1 shows budget data for the department’s three pro-
gram elements.

Table 1 .
Department of Alcoholic Beverage Control
Budget Summary

Estimated Proposed Percent
_ 1978-79 1979-80 Amount Change
Licensing '$6,861,679 $6,851,072 $-10,607 —02%
Personnel-years ...co....oiveierraesismnnes 256.0 2398 —-162 . —6.3
Compliance 3,485,501 3,298,303 ~187,198 - —54
Personnel-years .........oeivcennneenns 120.6 90.0 —30:6 -25.4
Administration . 1,446,935 1,512,316 65,381 - 45
Personnel-years .......mmceenssssesses 530 528 . -02 . . —04
Total Expenditures .... $11,794,115 - $11,661,601 $-132,424 —1.1%.
Less reimbursements . 263312 225,000 38,312 14.6.
Net Expenditures ...... . $11,530,803 .  $11,436,691 $—94,112 —0.8%
Personnel-years ....umeisssisnmsesseess 4296 3826 ‘ —47.0 -10.9

Departmental Fundlng

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” (that is, penalties in lieu of
license 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 five 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 $11,145,000. However, the budget fails to
reflect General Fund revenue of approximately $225,000 resulting from
the enactment of Chapter 725, Statutes of 1978 (SB 1694), which is dis-
cussed below. After adjusting for this omission, revenues will total $11,370,-
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000 compared to expenditures of $11,436,691. This relatively small deficit
will increase by the amount of any salary or benefit increases approved for
the budget year.

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

Actual " Estimated Estimated

1977-78 1978-79 - 1979-80

Miscellaneous g . $6344 - —
Original license fees 2,106,750 $2,100,000 . $2,200,000
Transfer fees 3 4,526,674 4,400,000 4,450,000
Special fees . 310,438 200,000 100,000
Service charges cevsresaren - 158,048 175,000 250,000
Penalties . ; 179,300 180,000 180,000
General Fund portion of annual fees and “offers in ) .

compromise” ... 1,565,401 1,550,000 1,550,000
Chapter 245, Statutes of 1977 ............... rierieisteeiesnaansens - 985,796 1,500,000 1,500,000 .
Chapter 216, Statutes of 1978 ...........crmmmiviivinnesis —_— 915,000 915,000

Total Revenue - $9,838,751 $11,020,000 $11,145,000

Leglslatuon Increases Revenues

In order to reduce the department s revenue deficiency, four measures
were enacted last session which will increase departmental revenue by
$2.790,000 in 1979-80. These measures are summarized below,

1. Chapter 245, Statutes of 1977 (AB 754), increased license renewal
fees by 10 percent. Prior to enactment of Chapter 245, the local govern-
ments received 90 percent and the state 10 percent of the fee revenue.
Under Chapter 245, the total increase ($1,500,000 in both the current and
budget years) is deposited directly in the General Fund effectively dou-

~bling General Fund revenue from this source.

2. Chapter 725, Statutes of 1978 (SB 1694), raises the fee for transferring
alcoholic beverage licenses to reflect a change in ownership of corpora-
tions or limited partnerships from $100 to 50 percent of the original license
fee for a single license or the first of multiple, simultaneous transfers which
may occur between corporations. The fee would be limited to not less than
$100 or more than $800. The department anticipates annual revenue. of
$295.000 as a result of this measure. However, these revenues are not
reflected in'the Governor’s Budget.

- 3. Chapter 656, Statutes of 1978 (AB 2344), increases ‘General ‘Fund

revenue under three provisions of the Alcoholic Beverage Control Act. It

establishes a fee for on-sale manager certifications and for catering author- -
izations, and increases from $25 to $50 the maximum amount withheld

when a license applicatlon is denied or withdrawn. The budget reflects
revenues of $50,000 in the current year and $150,000 in the budget year

as a result of this measure,

4, C]zapter 216, Statutes of 1.978 (AB 1145), authorizes the conversion of

on-sale general licenses for seasonal businesses issued before July 1, 1977,
to year-round, on-sale general licenses for a $6,000 fee. Requests for con-
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versions must be filed before January 1, 1980. The budget shows revenues
of $915,000 in both the current and budget years as a result of this enact-
ment. No revenue will result from Chapter 216 in future years.

We believe that the department should continue to review its opera-
. tions to identify areas in which it provides a service to.the alcoholic bever-
age industry for which it collects either no fee or a fee which does not
cover its costs, and propose enactment of legislation to establish an appro-
priate fee structure.

Budget Proposes Significant Position Reductions

In addition to seven unidentified positions which were deleted from the
current and budget years as a result of Section 27.2 of the Budget Act of
1978, the department proposes a reduction of 47 positions below the cur-
rent-year level. Two of the 47 positions reflect the termination of a two-
year demonstration project supported by a $226,592 federal grant from the
Office of Traffic Safety. The other 45 pesitions include 15 positions in
licensing and 30 in compliance. While the number of authorized positions .
and the personnel-year count has been reduced by 45, half-year funding
($585,000) for these positions has been included in the budget. Additional-
ly, $200,000 is included as a “personnel attrition adjustment” to permit an
orderly reduction of personnel and $39,200 is included for personnel relo-
cations. This raises an issue which is discussed later in this Analysis.

The department anticipates 22,000 license applications in both the cur-
rent and budget years; therefore, the proposed 15 position reduction in the
licensing element will necessitate a reduction in the amount of time given
to each application. In order to handle this workload with a reduced staff,
the department plans to waive certain portions of the detailed investiga-
tion when circumstances warrant. The 30 position reduction in the compli-
ance element will necessitate elimination of low priority investigations
into potential misconduct by licensees. The budget indicates that the
department will investigate only 3,000 complaints and referrals in the
budget year compared to 4,500 in the current year. Likewise, the depart-
ment anticipates that it will revoke 25 percent fewer licenses (90 versus
120) and issue approximately one-third less official warnings (675 versus
1,000). The number of arrests involving underage purchasers will decline
from 850 to 600.

While these data indicate that measurable output w1ll decline signifi-
cantly as a result of the proposed staff reductions, there is no objective way
to evaluate alternative staffing patterns (within a relatively broad range)
for law enforcement activities. The effect of this reduction on the public
well-being as it relates to alcoholic beverages and on perceived or real
problems in the industry cannot be determined,

Eliminate Wholesale Price Posting Requireméents

We recommed that legislation be enacted repealing the wholesale price
posting requirements of the Alcoholic Beverage Control Act.

On May 30, 1978; the California Supreme Court held, in the case of
Christine T. and Richard E. Corsetti, that the distilled spirits minimum
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retail pricing provisions of the Alcoholic Beverage Control Act were
invalid. Under this law, minimum prices of alcoholic beverages were es-
tablished by the industry and enforced by the department. As a result of
the Corsettidecision, the Legislature reduced the department’s budget by
$115,000 and 6.7 positions last year.

On January 2, 1979, the Court of Appeal, First Appellate District, held

in the case of Capiscean Corporation, that provisions of the act govermng

wine pricing were invalid.

While these decisions have eliminated the requirement of filing retail
pnces with the department, provisions requiring the filing of wholesale
prices are still in effect (a case involving wholesale wine price posting is
before the Court of Appeal). We believe that the filing of wholesale prices
for alcoholic beverages serves little purpose given the invalidation of mini-
mum price maintenance. Accordingly, we recommend that these require-
ments be repealed. Such repeal would reduce costs to the industry and
eliminate the need for approximately three departmental positions at an
estimated cost of $30,000 annually.

Insure Data Processing Co,nveréibn‘ Savings
We recommend that 10 clerical positions be limited to June 30, 1950, in

. accordance with the position phase-out contained in the department’s

approved data processing conversion project.

Last year at the request of the Department of Finance, the Department
of Alcoholic Beverage Control budget was augmented by $215,000 to initi-
ate automation of its license processing function. The Legislature ap-
proved the augmentation, subject to approval of the department’s EDP -
feasibility study by the State Data Processing Management Office and
notification thereof to the Joint Legislative Budget Committee. That
study, which was approved in September 1978, indicated that the EDP

“conversion would permit deletion of 10 clerical positions in 1979-80 and

10 more in 1980-81.

According to the department, the automation project is on schedule.
Therefore, we recommend that 10 clerical positions in the administration
program be limited. to June 30, 1980.

Greater Savings Obtainable from Staff Redtictions

We recommend that only $170,000 of $239,200 proposed for personnel
relocations be approved for a savings of $69,200.

As discussed earlier, the department is proposing a 30- posmon reduction
in the compliance element and a 15-position reduction in the licensing
element. Funding for these positions through January 1, 1980, is included
in the budget. An additional $239,200 is budgeted for personnel relocations
($39,200) and as a “personnel attrition adjustment” ($200,000) which,
according to the Governor’s Budget, is included to permit a reduction of
personnel without resorting to lay-off procedures. Adequate data are not
available to support the basis on which this'amount was established.

Given the existing vacancies and turnover rate, adequate funds are
included in the budget to permit an orderly reduction of personnel with-
out the $200,000 included for the personnel attrition adjustment. ‘As of
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December 31, 1978, the department had 29 vacancies, 14 of which were
technical (primarily investigators) and 15 were clerical. During the last six
months, 35 persons left the department.

The department indicates that it plans to use funds in the personnel
attrition adjustment not for attrition purposes but to relocate staff because
the rates of attrition vary among the field offices, thus necessitating trans-
fers of personnel to meet workload conditions. We believe that it is appro-
priate for the department to have funds available to cover these relocation
costs. Based on information supplied by the department, up to 17 reloca-
tions are anticipated. Assuming a cost of approximately $10,000 per move
(including real estate selling expense, moving of personnel belongings,
~and up 60 days temporary lodging costs), $170,000 will be needed. There-
fore, the department’s request should be reduced by $69,200. The $170,000
should be budgeted in the operating expenses and equipment category.

Business and Transportation Agency
ALCOHOLIC BEVERAGE CONTROL APPEALS BOARD .

Item 142 from the General

Fund ~ - Budget p. 275
Requested 1979-1980 ...........ivivrvermvenenenenssssressasisesrnnns R $228,675
Estimated 1978-1979................. eteesreerresierarestresaebre st et s enrernaearenreantes 292 410
ACtUal T9TT=1978 ...ttt fae s e sesaesaan 213,489

Requested increase $6,265 (2.8 percent) S
Total recommended reduction ......... Heteresserineortteesessuaetesantsssuesan None

GENERAL PROGRAM STATEMENT

The Alcoholic Beverage Control Appeals Board was established by a
constitutional amendment in 1954. Upon request, the board reviews deci-
sions of the Department of Alcoholic Beverage Control relating to penalty
assessments or to the issuance, denial, transfer, suspension or revocation
of any alcoholic beverage license. The board consists of a-chairman and
two members appointed by the Governor with the consent of the Senate.
The board members are salaried and meet regularly in Los Angeles, San
Francisco and Sacramento. Board staff consists of two attorneys and two
senior legal stenographers. Approximately 25 percent of the appealable
decisions rendered by the department over the years have actually‘ been
appealed to the board. The board is an 1ndependent 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 1977-78, 147 appeals
were filed and ‘107 decisions were issued. The appeals board reversed 12
departmental decmons
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ANALYSIS AND RECOMMENDATIONS

We recommend approval. '

"The. board proposes-a budget-year expenditure of $228,675, which is
$6,265 or 2.8 percent above the current-year estimate. This increase con-
sists of $4,550 for merit salary and employee benefits adjustments and
$1,715 for higher operating costs.

As discussed in our analysis of the budget proposed for the Department
of Alcoholic Beverage Control, the California Supreme Court in the Cor- -
setti decision has invalidated the distilled spirits minimum price mainte-
nance and retail price posting requirements of the Alcoholic Beverage
Control Act. Similar appeals' court -action subsequently was taken with
respect to statutory provisions relating to minimum prices for wine. Less
than 10 percent of the board’s workload was devoted to price violation
cases. Consequently, elimination of this workload is not sufficient to per-
mit a reduction in the board’s four-person staff. :

Business and Transportation Agency
‘STATE BANKING DEPARTMENT

Item 143 from the State Bank-

ing Fund ; Budget p. 276
Requested 1979-80 ........ eeeereeeree et e st e e e e s b es e assatesrasortesensassnesaen $4,422 544
EStimated 1978=T0.....u et ereresesenesesesessnesessssens 4,440,397

- Actual 1977=T8 ..eiieeerrereriinreeresesseereenens rereerereeeenannes e 4,249,061
. Requested decrease $17,853 (0.4 percent) '
Total recommended reduction ...........cceceveeveeiceneeieneceneenenenenss $55,000
: N : Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Training. 'Recommend augmentation of $25,000 and aredi- 223
rection of $25,000 requested for consulting, to train bank
examiners.

9. Personnel. ~Reduce by $150,000. Recommend reduction 224
for personal services.

3. Transmitters of Money Abroad. Augment by $70,000 for 295

- 38positions. Recommend augmentation to maintain pro-
gram at current year level.

GENERAL PROGRAM STATEMENT

The primary responSibility of the State Banking Department is to pro-
tect the public from economic loss resulting from bank and trust company
failures. Not all banks in California are regulated by this department; 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 superlntendent is
" designated as the * ‘administrator of local agency security” with responsi-
bility . for superv1s1ng the handlmg of county, city and district funds by




Program

1. Licensing and supervision of
banks and trust companies....

2. Regulation of transmitters of

money abroad ...

. Certification of securities ......
. Administration ~ of  local
AZENCY SECUTILY .nvvevvverreronnn,
5. Supervision of California busi-
ness and industrial develop-

> G

.. ment corporations.............
6. Departmental administration

(prorated to other depart-
mental programs) ................. e

Total Programs S,

Reimbursements..
Net Total Programs............

Table 1
Cost and Staffing Data
State Banking Department

Element

Investxgatlon of apphcatlons for new
facilities
Continuing supervision of existing
banks

- Continuing supervision of ex1stmg_v.

trust compames ettt rsaenaes

Executive and administrative serv-
ices '
Legal and legislative services ........
Research-information services..........

Actual 1977-78
Personnel-
years Cost
5.2 $157,210
121.6 3,740,022
16 urpie
60 9,386
0.3 8,714
31 37,238
0.7 18,412
(12.4) (287,123)
(12.4) (258,316)

_(10) (128,694)

1445 $4,308,558
: —159,497

$4,149,061

Estimated 1978-79

Proposed 1978-80
Personnel- Personnel-

years Cost years Cost
60 $165,000 35 $90000
127.0 3,920,397 107.1 4,194,544
80 . 296000 40 - 165000
45 %00 07 20000
0.4 9,500 03 6,000
3.5 40,000 3.0 40,000
08 19500 03 7000
(15.3) (363,250) (13.0) ' {335,000)
(13.0) (312,250) (11.0) (300,000)

_(60) (126000)

150.2 $4,540,397
—100,000

$4,440,397

_(60) (125000

1189 $4,522,544
- 100,000

$4,422,544
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depository banks, both state and national.

Department headquarters is located in San Francisco and branch offices
are in Los Angeles, San Diego and Sacramento. The current authorized
staff is 150.2 positions.

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

ANALYSIS AND RECOMMENDATIONS

The department proposes an expenditure of $4,522,544 Wthh is $17,853
or 0.4 percent below estimated current year expenditures. The depart-
ment anticipates budget year reimbursements of $100,000, 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 net expenditure program of $4,422,544.

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

Reduction in Positions

1. Investigation of Applications for New Facilities
The Superintendent of Banks is required by law to approve all new
banks, trust companies, and branches of existing banks prior to the
facility being established. Each applicant requesting approval is in-
vestigated to determine whether the statutory and administrative
requirements have been met. The department will be modifying
procedures for this activity, thereby reducing staffing requu'ements
by 2.5 positions.
2. Continuing Supervision of Trust Facilities
The department annually examines trust companies and trust de-
partments of banks and title companies. By improving existing proce-
dures, the department proposes to reduce this program by four
positions.
3. Administration
The department proposes to eliminate two research program spe-
- cialist positions in the current year. As a result of reductions in various
programs, an additional staff counsel position and one clerical posi-
tion will be eliminated effective January 1, 1980.

Reductions per Sections 27.1 and 27.2—Budget Act of 1978

For the current year the department reduced its budget by $48,500 in
operating expenses and equipment and four positions at a cost of $67,158
to comply with Sections 27.1 and 27.2 of the 1978 Budget Act. The $48,500
reduction was accomplished by lowering the amounts budgeted for travel,
facilities operations, and general expenses. The four positions (two re-
search program specialists and two examiners) had been authorized for
a number of years and at the time of the reduction, only one was filled.
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The deletion of the positions has ehmmated the research function of the
department.

In addition, the department has eliminated 4.6 positions in the current
year which are not identified. The budget document states that the posi-
tions will be identified during budget hearings. ‘

_ Additionz! Position Reductions

We concur with the proposal to reduce 20 positions. We recommend an
augmentabon of $25,000 and a redirection of $25,000 from consu]tmg serv-
Ices to provide $50,000 for training.

Section 1900 of the Financial Code requires the Supenntendent of
Banks to examine each state chartered bank, trust company, and trust
department of each title insurance company doing trust business at least
once each calendar year. The department has not been able to meet this
schedule for the past several years and is currently operating on:a 17-
month cycle. The department proposes to request legislation which will
extend the current examination requirement of twelve months to twenty-
four months. This will allow the Continuing Supervision of Existing Bank-
ing Facilities Program to reduce staff by 20 positions. The 1979-80 budget
request reflects this reduction effective January 1, 1980. ‘

Section 1900 of the Financial Code also outlines the scope of the re-
quired examination as follows:

“The superintendent shall inquire as to the condltlon and resources of
the bank or foreign banking corporation, the mode of managing its affairs,
the actions of its board of directors, the investment and disposition of its
funds, the safety and prudence of its management, the security afforded
its depositors and creditors, and whether its articles. of incorporation and
all applicable provisions thereof are being complied with, and into such
other matters as the superintendent may determine.”

A bank examiner, upon request, has access to all securities, books,
records, and accounts to facilitate the examination.

In our judgment the department could, even in the absence of legisla-
tion changing the examination cycle, eliminate.the 20 positions from this
program and continue to meet the minimum requirements of Section
1900. This could be accomplished by developing and utilizing different
types of examinations which would vary in depth from the current “full
examination” to a “mini-examination.” The use of a particular type of
examination would be determined by a number of factors such as (1) the
condition of the bank at the time of prior examinations, (2) the quality of

-the bank’s internal operations and-loan controls, and (3) information pro-

vided by the existing Overseer Program. In order for this multitype exami-
nation program to function properly, the department should provide
additional training for the remaining staff, particularly in the area of
- electronic data processing. We estimate that $50,000 would be adequate
for this training: The department has allocated $25,000 for consulting in
the budget year, but has no specific plan for using these funds. We recom-
mend that the consulting money be redirected and that the department’s
budget be augmented by $25,000 to provide necessary training.
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Excess Funds Budgeted for Personnel

We recommend a reduction of $150,000 budgeted for personne] attrition
and a transfer of $50,000 from personal services to operating expenses.

As discussed earlier, the department is proposing significant reductions
in positions, effectlve January 1, 1980. Funding for these positions until
January 1, 1980, is included in the budget request. An additional $200,000
is budgeted as a “personnel attrition adjustment.” The Department of
‘Finance states that this money will be used to mitigate layoffs and ease the
transition from the current year to the budget year. The funds may also
be used to cover the department’s costs for relocating remaining staff-as
a result of eliminating positions. The Department of Finance has not
provided a formula or other tangible justification for this amount.

The department should have funds available to cover relocation costs.
We believe. that $50,000 would be sufficient for this purpose. On the other
hand, we do not believe funds should be budgeted for positions that,
according to the Department of Finance, are unnecessary. We therefore
recommend a reduchon of $150,000 budgeted for personnel attrition and
request that the remaining $50,000 be transferred to the operating ex-
pense category and used only for employee relocation and associated
costs. .

Inadequate Staffing for Money Order Program

We recommend an augmentation of $70,000 for 3.8 positions to maintain
the Transmitters of Money Abroad Program at the currrent level.

In January 1977, the Universal Money Order Company went bankrupt.
Because there was no insurance or guarantee program ‘for money order
companies, approximately 100,000 people in California were left holding
more than $10 million in worthless money orders. The California law was
outdated and inadequate to regulate money order compames or handle
the bankruptcy situation.

Chapter 1347, Statutes of 1978, repealed the law regarding transmltters
of money abroad and enacted in its place the Payment Instrument Law
and the Traveler’s Check Act under the supervision of the State Banking
Department. The specific provisions of these two measures were designed
to provide adequate regulation and enforcement to safeguard against
future insolvencies.

The department is proposing to minimize its involvement in this pro-
gram beginning January 1, 1980. Legislation will be requested to eliminate
periodic reporting and examinations required by the new laws. This
change will allow for a reduction of staff from 4.5 positions to 0.7 positions
{an elimination of 3.8 positions.) Because the Payment Instrument Law
and Traveler’s Check Act have only been in effect since January 1; 1979,
and given the previous experience in this area, we believe that a reduction
in this program is premature. We-therefore recommend the addition of
$70,000 for 3.8 positions to continue the new program at least at the cur-
rent-year level :
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Business and Transportation Agency
STATE BANKNG DEPARTMENT

Item 144 from the General

Fund o Budget p. 280
ReQUESEE 197980 ..oovvvereeeeoeeeeeeereereeeeeseessssesemeeemeenesseseesesemsess $27,500
Estimated 1978-T79.......ooocivviieeerreeivireessssesssonsssteseesasssonsossseneenes N/A
Total recommended reduction .........oeeeerirviesenceseenseeserenees None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

Chapter 1483, Statutes of 1969, established a “local agency security”
program under which the Superintendent of Banks was designated as the
Administrator of Local Agency Security. The Local Agency Security pro-
gram ensures that banks holding county, city, and district funds maintain
collateral adequate to guarantee the safety of those funds.

Prior to the 1976-77 fiscal year, this program was financed through a
series of loans and reimbursements involving the General Fund and the
State Banking Fund. The Banking Fund would loan money to the General
Fund, which supported the program. The Banking Department would
then assess individual banks, and these assessments would be transferred
to the General Fund to repay the original loan from the Banking Fund.

The budget-year transfer of $27,500 from the General Fund to the State
Banking Fund is for repayment of a loan made from Item 182, Budget Act
of 1975, for administration of the Local Agency Security program during -
the 1975-76 fiscal year. Although the Banking Department subsequently
reimbursed the General Fund, the General Fund did not repay the origi-
nal loan from the Banking Fund.

This rather cumbersome procedure was changed by Chapter 536, Stat-
utes of 1975, so that the local agency security activities of the Supermtend-
ent of Banks are now funded by an appropriation directly from the State
Banking Fund to the State Banking Department.

Business and Transportation Agency
DEPARTMENT OF CORPORATIONS

Ttem 145 from the General

Fund Budget p. 283
ReqUEStEd 197980 .....cco.vvvemeseeeensieseeesmsesonsssssssmssssssssssssnsssisnnns $6,350,597
Estimated 1978-T9......cereieierenresiiiennnessisssersssesassessssassisssssenes 6,264,072
ACKIAY 19TT=T8 woeeoeeeeeeeoeeereesereessssesesssseesssesessessessssensseses e 6,098,540

Requested increase $86,525 (1.4 percent)
Total recommended reducCtion ............vcieencenineion. None
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. ’ ‘ Abé]ysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page
1. Legislation. Recommend the department comment on 228
the status of the legislation required for the proposed re-
ductions.

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
whichlend 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-

_ous laws administered by the department. The Lender-Fiduciary program
carries out the licensing of securities agents (salesmen and solicitors) and
the licensing and examining of broker-dealers and lender-fiduciary institu-
tions regulated by the department. The Health Care Service Plans pro-
gram is responsible for regulating health care service plans under the
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 349
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 $6,354,377 is $86,525 or 1.4 percent above
estimated expenditures for the current year. The department anticipates
that budget-year expenditures of $3,002,188 from reimbursements, pri-
marily fees for examining the financial records of licensees, will produce
a total expenditure program of $9,356,565.

Reductions Per Sections 27.1 and 27.2—Budget Act of 1978

For the current year the department proposes to reduce its budget by
$103,000 for operating expenses and equipment and 22.3 positions for a
savings of $489,048, to comply with Sections 27.1 and 27.2 of the 1978
Budget Act. The $103,000 reduction is to be accomplished by lowering the
amounts budgeted for general expenses, printing, travel, consulting and
professional services, and equipment. The 22.3 positions (3.6 from the
Investment program, 2.5 from the Lender-Fiduciary program and 16.2
from the Health Care Service Plan program) had been authorized for a
number of years and were vacant at the time of the reductions. The
department has not incurred serious work backlogs as a result of this staff
reduction.




Program

Health Care Service Plans .........

‘Departmental Administration

(costs.prorated to other pro- .

BTAIMIS) ovvviasssesmncnsesiinsinsasssssraense

Total Programsv eevrcemaaiseraasasasies i
Reimbursements ..........o.o.vuverriveees

Net Total Programs ... ‘

Table 1

Cost and Staffing Data
Department of Corporations Programs

Element

Qualifications .........ccneervesssnsssanes
Franchises '
Regulation and Enforcement........
Commodities .......... s ranassters

Check Sellers and Cashers Law ..
Credit Union Law......ccoevvvieniererenns
Escrow Law ............
Industrial Loan Law..........c.ccounveseens
Personal Property Brokers Law
and California Small Loan Law ..
Trading Stamp Law ....c..cicinienins

Licensing
Financial Examinations .............e..
Medical Survey ......
Enforcement .......c..ivermcrnnasionns

General Office.........ccccnnsinnccmrennne
Accounting and Personnel Office

Actual 1977-78 Estimated 1978-79 Proposed 1979-80
Personnel- Personnel- Personnel-

Years Cost Years Cost Years Cost
81.0 $1,916,682 86.4 $2,057,319 783 $2,076,481
9.7 251,407 100 272,356 9.6 282,447
79.6 2,141,604 824 12,242,599 67.3 2,295,994
0.7 17,489 0.7 16,491 — " 9,132
0.9 23,933 08 22095 - 19,268
40.2 1,020,075 477 1,305,147 45.7 1,362,005
24.4 625,552 210 565,093 20.5 580,576
13.1 349,478 193 590,090 16.7 576,145
40.6 1,041,243 29.5 734,032 15.5 543,608
0.1 2,607 0.1 D K {1 - 71,069
27.1 678,564 175 519,772 140 545,270
14.1 353,425 15.0 398,969 15.0 414,707
7.1 212,327 3.6 165,363 3.6 118,562

151 482,705 15.0 510,193 15.0 534,521
(8.8)  (276,350) (9.0) (289,605) (9.0) (390,354)
(1.0) (129,457) (7.0 (134,940) (7.0) (143,866)

353.7 $9,117,091 349.0 $9,401,119 301.2 $9,352,785

- —3,018551 - —3,137,047 -3,002,188
$6,098,540 $6,264,072 $6,350,597
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Table 2

Department of Corporations
Summary of Proposed Reductions

1979-80
) Effective Date
. Program Activity Positions Amount of Reduction Requires Legislation
Investment Program
: 1. Eliminate Commodity Law...... 0.7 $8,065 1-1-80 Yes
2. Eliminate newsletters............ - 1,550 7-1-79 No
3..Close San Diego Office- ............ 45 115,691 7-1-79 No—a change in de-
partmental regula-
tions is required.
4. Eliminate review of repurchase
Offerings ..o cvvrserrrvnnnnns L5 10,200 1-1-80 Yes
5. Eliminate review of small offer- :
ing notices .......... revessni ernsaesionenns L1 24,000 7-1-79 No
6. Provide exemption for mutual .
funds ....... : 05 12,320 1-1-80 Yes
7. Eliminate licensing of broker-
dealers. 13.0 78,573 1-1-80 : Yes
Lender-Fiduciary Program
Check Sellers and Cashers Law .................. 1. Eliminate Check Sellers and
Cashers Law ..ccovrrvceveivrinvrennrennns 0.8 11,5012 1-1-80 Yes
Credit Union Law. 2. Eliminate report of loans to of-
ficers and directors ..........c......... 2.0 925,190 ° 1-1-80 Yes
3. Eliminate newsletters................ — 1,550 7-1-19 No
Escrow Law 4. Extend period  to process
branch office applications to 90
days 0.5 5,232 1-1-80 ’ Yes
5. Eliminate newsletters............... - 1,550 7-1-79 No

2 Of this amount, $4,148 is reimbursed by examination charges.
Y The entire $25,190 is reimbursed via assessment charges.

SP1 wol]
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Program
Lender-Fiduciary Program (contd.)

Industrial Loan Law..........eormernsennnnns

Personal Property Brokers Law/Small
Loan Law

Trading Stamp Law ............ccemmovnsennccrisnennns
Health Care Service Plan Program

16.

' Table 2—Continued

Department of Corporations
Summary of Proposed Reductions
1979-80

Activity

. Eliminate weekly notification

of branch office application fil-
ings

. Eliminate newsletters..............
. Extend examination cycle for

branch offices to four years....

. Eliminate clearance of forms -
. Eliminate annual statistical re-

ports.

. Eliminate review of articles

and bylaws ....ccoo.veneccecrreennnnans

. Eliminate newsletters...............
. Eliminate clearance of forms
. Eliminate annual statistical re-

. Eliminate field examinations

Eliminate Trading Stamp Law

1. Eliminate licensing of solicifor

2.
3.

and solicitor firms ...
Eliminate Advisory Committee
Eliminate chief medical officer

©The entire $41,860 is reimbursed by examination charges.
9 Of this amount $149,076 is reimbursed by examination charges.

Positions

2.0

0.25
0.25

0.1
0.25
0.75
13.0

0.1

2.5

1.0

Amount

$2,610
175

41,860°

6,160
3,080
1,232

775
6,160

9,240
334,003¢

677

16,556
3,000
57,460

Effective Date
of Reduction

7-1-79
7-1-79

7-1-79

7-1-79
1-1-80

1-1-80

7-1-79
7-1-79

1-1-80
7-1-19

Requires Legislation

No
No

No—a change in de-
partmental regula-
tions is required.

: No

Yes
Yes

No
No

Yes
No— (legislation may
be advisable for clar-
ification)
Yes

~ Yes
Yes
No

pem{!woo—smouvuociuoo 40 ININ1HVYdaq
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' Proposed Program Changes

We recommend that the department comment at tbe time of.the
budget hearings on the status of the legislation required to implement the
proposed reductions for the 1979-80 fiscal year.

The department is proposing to decrease its staff in the budget year by
47 .8 positions in 26 specific areas. Of the 26 proposals, 13 require legislation
to modify current law, and two require changes to existing regulations.
The proposals which require legislation account for 22.7 of the positions
to be eliminated. The budget funds these positions through January 1,
1980, in order to allow adequate time for legislation to be enacted and take
effect. Table 2 summarizes the proposed reductions.

We believe that the proposed reductions are appropriate, and recom-
mend that enabling legislation be enacted. However; if the legislation is
not enacted, the department would be faced with the existing workload
in these 13 areas. This, in turn, would tend to increase the department’s
staffing requirements. In order to provide the fiscal committees with
sufficient information to review the department’s proposed budget, we
recommend that the department be prepared to.comment on the status
of all legislation required to implement the proposed reductions at the
time of the budget hearings.

Business and Transportatioh Agency
DEPARTMENT OF CORPQRATIONS

Item 146 from the General

Fund . Budget p. 288
Requestéd 1979-80 ........ccoviveeeveeerereeeseeeenne, eeeeeertesrarneraneananes ‘ $3,780
Estimated 1978-79....c..oeooveoeeeeeeieeiieesanes rteeeireseesesenarananeasareeeass 3,780
Actual 197T=T8 oo eie s ereretessententeaistesnessestenasbesns 3,780

Requested increase—None
Total recommended reduction ..o et beetennenns 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 which will
enable enrollees to submit grievances to the plan.

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

This item 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.
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‘ _ Business and Transportation Agency _
DEPARTMENT OF ECONOMIC AND BUSINESS DEVELOPMENT

© Items 147-149 from the General - :
Fund o Budget p. 290

Requested 1979-80 ........occeeeemrecrereriernnescnnns everesrerns bt st sene ~ $6,099,220
Estimated 1978-79.....c.cvveenimrvveerereireesenssneenns etereeiereeteseenereteanaren 6,080,771
ACLUAL TOTTT8 ....ooeenreieeeeite e iesesases s iebssssessssseresaessssasasesasions 2,375,558
‘Requested increase $18,449 (0 3 percent) ,
Total recommended reductlon ............................... rrerianecn everereens $434,400
1979-80 FUNDlNG BY ITEM AND SOURCE :
C Item "~ Description : Fund . Amount
147 Department of Economic and Business General - $4,134,220
Development—State support _ ,
148 State appropriation to the Small Business General 1,300,000
. Expansion Fund ' ‘
. 149 State matching funds for federal grants General . 1625,000
“and loans
- For Motion Picture Development Coun- General . 40,000
cil from Chapter 962, Statutes of 1978 - :
Total : ST 86009220
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS ; page

L. Small Business Development Program. Support Budget. 237
Withhold recommendation on $2.9 million proposed
budget for the program pending analysis of revised pro-

- gram to be submitted by the department.

. 2. New Legislative Coordinator. Reduce Item147 by $30,- - 238
670. Recommend dlsapproval of proposed Ieglslatlve co-
ordinator position.

3. Advisory Council Staff. ~ Reduce Item 147 by $31,430. Rec- 238
ommend deletion of vacant executive secretary position. . -

4. Word Processing Equipment. Reduce Item 147 by 238
$5,000. Recommend disapproval of request for additional
word processing equipment.

5. Motion Picture Development Council Support. Reduce 238
Item 147 by $40,000. Recommend deletion of proposed ‘
General Fund support, contingent on approval of related
recommendation under Item 400. _ :

6. Out-of-State Travel. Reduce Item 147 by $17,500. Rec- 239
ommend disapproval of unjustified trips. .

7. Contracted Services. Reduce Item 147 by $309, 800 Rec- 239
ommend deletion of unjusnﬁed requests for contracted
services.
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GENERAL PROGRAM STATEMENT

The Department of Economic and Business Development was created
by Chapter 345, Statutes of 1977. (SB28) for the purpose of stimulating the
state’s economic growth. It replaced the defunct Department of Com-
merce.

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

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

2. Applying for and allocating federal economic development funds,

3. Assisting state agencies with implementation of state economic de-
velopment policy;

4. Advising the Governor regarding his annual Economic Report; and

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

Headed by a Governor-appointed dn'ector the department receives
guidance from a 2I-member advisory councﬂ representmg a cross- sectlon
of California’s economy. :

ANALYSIS AND RECOMMENDATIONS

The budget proposes $6,099,220 from the General Fund for support of
the Department of Economic and Business Development in 1979-80. This
is an increase of $18,449, or 0.3 percent over the current year expenditure.

The past, current and budget-year requirements of the department are
summarized in Table 1 and the analyses of its programs, as implemented
by the respective ofﬁces of the department, follow.

Table 1

Requirements of the Department of Economic and
Business Development Programs

Expenditures
Staff-Years (thousands) - .
Programs . 1977-78% 1978-79 1979-80 1977-78° - 1978-79 ~ 1979-80
Econ. planning, policy and re- _
search 11 62 72 $367 - $2606°  $2032°
Local economic development........ 9.7 220 50 . 4669°  .44257° 34814°
Business and industrial develop- . L . : )
ment.... 20 113 103 1160¢ - 333.0¢ 32067
VISILOE SETVICES ..ovvumsensssrisenssssssasmasnes 6 43 53 25 3202 . - 5609
Intérnational trade - 43 © .13 89 . . 2764 3497
Small business development ......... 35 - 86 86 . 20103 - 27992 2,945.0
Administration . w28 166 206 114.1 8579 - 9619 -
TOUALS covvevereiveererensinemsrsnssssssrserees 197 733 -643 $2,7764  $9.2030  $89217 .
Reimbursements. -1372 3780, =955
Federal Funds ..........oocovoneusrrocessecseons . —263.7. . —27442 —2,733.0

Net General Fund Costs........c...... ; T 893785 - $s;oso.s $s,099.2

® Half:year staff and expenditures.” )

b Includes $29,684 in federal funds in each year. :

¢ Contains $.3 million, $3 million and $2.7 million federai funds for past current and budget-year expendx-
tures, respectively.

9 Includes federal funds of $42,100 and $54,943, for past, current and budget-year expendxtures
respective ly
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DEPARTMENT OF ECONOMIC AND BUSINESS DEVELOPMENT—Continued

The proposed budget provides for total expenditures of $8,927,784. This
is a $275,229 (3 percent) decrease from current year’s expenditures.
However, all of this reduction is due to the proposed termination of a
federally-funded local economic development program and is accom-
panied by reduced reimbursements.

The .3 percent increase in General Funds is the net result of 13.7 new
positions (4.7 of which ‘will be established administratively during the
current year), offset by the deletion of 10.1 positions and the proposed
termination of the federally-funded local technical assistance program and
its staff of 12 people. -

Office of Economic Planning Policy and Research

This office is located in San Francisco, and provides planmng, analysis
and research support for state economic development. Its principal re-
sponsibilities include (a) gathering, analyzing and distributing pertinent
economic information, as well as assisting state entities with preparation
of such information, (b) studying the economic and job development
potential of various businesses, their impact on state resources and the
environment and (c¢) advising the Governor and the Legislature on the
economic impact of governmental policies and regulations. The budget
proposes a total of 7.2 positions for the next fiscal year.

This office was first staffed during the spring of 1978. However, it did
not become fully operational until July 1978. During the current year, the

" office has beéen concentrating on analysis of current economic and envi-
ronmental problems, as well as on advising the Governor on major eco-
nomic issues. The issues addressed by the office include examination of
recent oil market developments, the impact of California’s housing situa-
tion on economic development, consumer credit trends and a study of the -
impact of California’s tax structure on business-location decisions. Howev-
er, the office has pursued these activities at the expense of it’s other
responsibilitiés, such as providing timely research assistance to other of-
fices of the department. We believe that this office should place greater
emphasis on these responsibilities. -

‘Inthe budget year, the office plans to continue concéntrating on macro-
economic issues. It plans to acquire an econometric model to improve its
forecasting and analysis ‘capabilities. Proposed topics for analysis include
alternative tax proposals, impact of regulatory practices on the state’s
economic development, and the economics of solar energy.

For the budget year, the Office of Planning Policy and Research is
requesting an additional research analyst position to handle the ant1c1pat-
ed workload increase. We support this request.

Office of Local Economic Development

Assisting and cooperating with local economic development entities in
promoting statewide economic and job development comprise the mis-
sion of this office. Activities include (a) providing technical assistance to
local entities for assessing economic needs, developing strategies and im-
plementing development plans, (b) administering loan and grant pro-
grams for local economic. development and (¢) coordinating state and
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local economic development plans to maximize statewide economic and
job development impact. The majority of this office’s staff is currently
supported by federal economic development funds.

To date, this office has administered 37 federally funded grant and loan
programs to stimulate local economic development. According to its re-
- port, the office has used about $3.6 million in federal funds and about $.8
million in state matching funds to generate an estimated total $15 million
in new investments for local economies, creating about 2,000 new jobs.

In addition; the office’s federally-funded local technical assistance pro-
gram has provided or is currently. providing economic development plan-
ning and coordinating assistance to 14 local entities in the state.

The continued availability of federal funding for this program for 1979~
80 will not be confirmed until later this year, when federal appropriations
are made. We understand, however that the prospects for continued
. funding appear good.

In any event, the administration proposes to termmate the techmcal
assistance program and its staff of 12 people in the budget year. V§e believe
that the deletion of this program could reduce this office’s ability to pro-
vide effective economic development assistance to local entities. Accord-
ingly, we recommend that if federal funds become available for 1979-80,

. the administration reconsider its proposal to terminate this program and
- its staff,

" Office of Business and Industrial Development

 This office is responsible for promoting the expansion of business activ- "
ity in California. It acts as a liaison between government and the business
community, and provides pertinent economic information and technical
assistance to businesses wishing to locate or expand in California. It also
assists business by expediting the processing and review of permits.
‘To accomplish these responsibilities, the office has been staffed with
program development and research specialists. Basic state economic pro-
file information has been published in the current year. Additional perti-
nent economic development data are.to be compiled and published i in the
budget year: :
- For 1979-80, the office is requesting an additional clencal position: whxch
is justified by the increased workload. The increase would result in a total
of 10.3 positions in this office. ,

Office of Visitor Services

Economic and employment development through promotion of tour-
ism in the state is the résponsibility of this office. Its activities include (a)
developing, publishing and distributing various promotional materials,
(b) providing research and technical assistance to public and private
- entities involved in tourism promotion and (c)  responding to tourism
inquiries.

Ongoing programs of this office- include coordmatmg promotlonal ac-
tivities with various private and public entities, and preparing an ofﬁcxal'
visitor’s map; to be published in May 1979.

In 1979—80 the Office of Visitor Services proposes to increase 1ts re-
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DEPARTMENT OF ECONOMIC AND BUSINESS DEVELOPMENT—Continued

search, promotion and publication activities. One additional position and
$230,000 in consulting services are requested to accomplish these program
objectives. The additional position will raise the total number of staff in
this unit to 5.3. We concur with the need for the staff increase and for
$157,000 in contracted services to accomplish this office’s program objec-
tives. However, the remaining $73,000 in contracted services is not justi-
fied and we recommmend its deletion later in this analysis.

Office of International Trade

Expansion of California’s export trade is the primary objective of this
office. Its responsibilities include (a) gathering, analyzing and publishing
international trade data, (b) liaison with private and public international
trade representatives, (c¢) relaying trade leads to California producers and
(d) publishing an exporter’s directory with a product guide. In addition,
the office is specifically required to provide technical and 1nformat10nal
assistance in exporting California’s agricultural products.

Currently, this office is engaged in various research, technical assistance
and liaison activities. They include (1) coordinating the educational activi-
ties for export promotion, (2) responding to requests for trade information
and export assistance (currently runmng at 450 requests per month) and
(3) promoting foreign investments in California.

In the budget year, the office proposes to publish an international trade
directory and to increase in-house research capabilities. A staff increase of
two research analysts and one clerk is requested to accomplish these
objectives. The request is justified by the current and ant101pated work-
load, and we support it. The additional three positions will raise the staff
level to 7.3 in this office. The new positions will also permit the office to
provide technical and research assistance for exporting California’s agri-
cultural products, as required by Chapter 1169, Statutes of 1977 (SB 666).

Office of Small Business Development »

This office is responsible for providing financial and management assist-
ance to small, economically disadvantaged businesses. Its major activities
include (a) administering a loan guarantee program which underwrites
private loans to businesses unable to get financial assistance through con-
ventional lending channels, (b) providing management and other techni-
cal assistance to small and disadvantaged 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 (Cal-Job) Board, and its staff have been transferred to
the department by Chapter 924, Statutes of 1977 (AB 1050), and have
become its Office of Small Business Development. A total of 8.6 posmons ,
are located in this office.

Recent-past and current-year activities of this program have been sig-
nificantly curtailed by policy, management and administrative problems.
Even prior to its transfer to the departmenit, this program was criticized
for ineffective use of state loan guarantee funds, continuing high loan
default rates, and ineffective management and technical assistance to
small, disadvantaged businesses. Shortly after its transfer to the depart-
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ment, state audit and program review reports disclosed serious manage-
ment and administrative problems. The Legislature made the imposition
of stringent policy and management controls by the Business and Trans-
portation Agency a condition of continued funding of the program during

- 1978-79. These controls were designed to temporarily remedy the prob-
lems detailed in the reports and permit the continuation of the program
until it could be restructured -through legislation. The controls also re-
quired our office to report to the Leglslature on the compliance with-and
effectiveness of these controls.

Report of Compliance with Législative Controls Imposed on the Small
Business Development Program. As noted above, the Legislature im-
posed stringent controls on the secretary of the agency under Items 139
and 139.1 of the 1978 Budget Act. It also imposed additional requirements
through supplemental language.

Pursuant to these requirements, the Secretary of Business and Trans-
portation Agency assumed management and administrative control over
the program for 1978-79. In turn, he delegated this authority to the Direc-
tor of the Economic and Business Development Department. As of this
writing, the director has been and remains in full control of the manage-
ment and operation of the program. The Small Business Development
‘Board remains in existence, but in an advisory, rather than policy-making
capacity.

Based on our review, we believe that there has been general compliance
with legislative requirements set forth in the 1978 Budget Act and the
Supplemental Report of the Act. Nevertheless, compliance has not been
fully satisfactory in some specific areas. For example, one of the require-
ments is that the full performance by contractors be verified prior to
approval of final payments on contracts. We have found that, in some
cases, final payment may have been made to contractors for unverifiable
charges. The department is aware of this problem and is in the process of
correcting it. The department also maintains that unverified charges paid
to -contractors would be uncovered in a post-audit of each completed

contract by the Department of Finance, and would be refunded by the
contractor.

Small Business Development Program to be Restructured

We withhold recommendation on the proposed $2.9 million budget of

- the Small Business Development Office, pending submission of a restruc-

tured Small Business Development Program, to be introduced during the
1979-80 Regular Session (Items 147 and 148).

We have been informed, that the program is currently undergoing
major revisions and a restructured program will be presented to the Legis-
lature in early 1979. Therefore, we withhold recommendation on the
proposed support budget for thxs program and office, pendmg receipt of
th1s proposal. .
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Office of Administration

" This office provides program coordination and- administrative leader-
ship for the department. The budget proposes the addition of three profes-
sional positions to staff a new Legislative-Regulatory Unit to analyze and
monitor legislation and governmental regulations pertaining to economic
development. In addition, a personnel assistant position is requested to
handle the personnel and employee management workload of the depart-
ment, which is currently handled on contract by the Department of Trans-
portation. We concur with all but one of these staff increases.

No Need for Legislative Coordinator

We recommend deletion of the proposed legislative coordinator posi-
tion, for a General Fund savings of $30,670 (Item 147).

This position is requested to supervise the new leglslatlve-regulatory
unit which would be located in the Office of Administration.

During 1978-79, the department administratively established and filled
an exempt deputy-dlrector position which is proposed for continuation in
the budget year. According to information from the department, one of
the designated responsibilities of this new deputy will be the direct super-
vision of the proposed legislative-regulatory unit.

The projected staff and workload of this unit does not justify two super-
visory positions. Accordingly, we recommend deletion of the legislative
coordinator position, for a General Fund savings of $30, 670. '

Executive Secretary for Advisory Council Should be Deleted

We recommend deletion of a vacant executive secretary position as-
signed to the Advisory Council, for a General Fund savings of $31,430
(Item 147). '

The authorized staff roster of the department contains an executive
secretary position for staff support to the department’s Advisory Council.
- The position has been vacant since its establishment, and we are not aware
- of any plans for filling it. Adequate staff support is currently being pro-
vided by administrative staff in the department. On this basis, we con-
clude that this administratively established executive secretary s posxtxon
is not necessary, and recommend its deletion.

Request of Additional Word Processing Equlpment Premature

-We recommend disapproval of the request for additional word process-
ing equipment, for a General Fund savings of $5,000 (Item 147).

The department plans to acquire its first. word processing machine
during the current year with equipment savings from the current-year.
This machine is proposed to handle the routine, repetitive typing work-
load of the department. In addition, the budget includes $5,000 for the
purchase of a second machine in 1979-80. Acquisition of the first machine
may be justified on the basis of workload. However, the department has
not conducted a feasibility study to determine its needs, if any, for addi-
tional equipment. Until such a study is completed and the need for a
second machine is justified, we recommend disapproval of this request.
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Motion Picture Development Council

Ifour recommendation to delete $40,000 in reimbursements under Item
4001is approved, a technical aa}'ustments]zou]d be made to (1) reduce Item
147 for a General Fund savings of $40,000 and (2) reappropriate the $40,-
000 made available under Chapter 962, Statutes of 1978 to the department
under Control Section 10, - -

Chapter 962, Statutes of 1978 (AB 2750) appropriated $40,000 to the
Department of Economic and Business Development for support of the
Motion Picture Development Council in 1979-80. This amount is included
in the council’s budget (Item 400) as a reimbursement. '

We believe that the additional $40,000 in General Fund support is not
needed because the projected increase in 1979-80 reimbursements to the
council from the motion picture industry is adequate to fund the entire
program. Therefore, we recommend that the council’s proposed budget
in Item 400 be reduced by $40,000. If this recommendation is approved,
the $40,000 provided by Chapter 962 would not be needed, and we would
then recommend that (1) it be reappropriated to the department under
Control Section 10 for its use in 1979-80 and (2) Item 147 be reduced for
a one- -time General Fund savings of $40,000.

Un justified Increase in Out- of State Travel

We recommend deletion of unjustified amounts budgeted for out-of-
state travel for the General Fund savings of $17,500 (Item 147).

The department is requesting $66,551 for out-of-state travel during the
budget year. This amount is 33.8 percent higher than the amount estimat-
ed to be spent for this purpose in the current year.

The proposed out-of-state travel budget includes $16,500 for forelgn
travel by the Office of International Trade, $7,000 for the Office of Busi-
ness and Industrial Development, and $7,500 for the Office of Visitor
Services. Foreign travel by the Office of International Trade is justified by
the responsibilities of that office. However, the responsibilities of the latter
two offices do not call for activities which would justify foreign travel. In
addition, we believe that overseas travel for the promotion of tourism and
business development in California is not an economically viable, efficient
promotional tool. We suggest that the Office of Business and Industrial
Development and the Office of Visitor Services pursue foreign promotion-
al contacts which may develop through the budgeted foreign travel by the
staff of the International Trade Office, in order to maximize the efficiency
of these expensive foreign trips.

The department s proposed out-of-state travel budget also includes $3,-
000 for “unknown” out-of-state travel which is not explained by the de-
partment.

Accordingly, we recommend disapproval of the proposed total of $14,-
500 budgeted in foreign travel for the Office of Business and Industrial
Development and for the Office of Visitor Services, as well as the $3,000
budgeted for “unknown” travel, for a total reduction of $17,500 in the
department’s proposed out-of-state travel request.
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Excessive Budgetmg for Contracted Services :

We recommend disapproval of unjustified e.xpendltures for contracted
services for a General Fund savings of $309,800 (Item 147). :

~The -proposed budget contains $687,748 for contracted services. ThlS
amount includes $230,000 for the Office of Visitor Services to expand its
tourism promotion program. We have reviewed the components of this
$230,000 request with appropriate departmental staff and believe that'a
total of $73,000 out of the $230,000 requested lacks proper justification.
These unjustified amounts include $10,000 for the Southwest Border Re-
gional Commission, $3,000 for the California International Travel Mart,
$5,000 for the International Pow Wow, $10,000 for a “comprehensive
guidebook to Calfornia” and $45.000 for an official travel survey.

Also unjustified, in an opinion, is a proposed $22,800 contract with the
Department of Food and Agriculture. This contract is to provide assist-
ance in promoting California’s agricultural products for export, pursuant
to provisions of Chapter 1169, Statutes of 1977 (SB 666). However, the
department is also proposing an additional reserach position in:its Office
of International Trade to perform the same task. Consequently, contract-
ing with the Department of Food and Agriculture for this task would be
duplicative.

Finally, the total proposed for contracted services contains a lump -sum
of $214,000 for prOJects for which no adequate backup information is pro-
vided.

Unless adequate justification is provided for these contracted services,
we recommend thelr disapproval, for a total reduction of $309 800 in this

line item.
DEPARTMENT OF HOUSING AND COMMUNITY

DEVELOPMENT
Items 150—151 from the General : -

Fund ‘ Budget p. 294
Requested 197980 ..o reveseseesamesesemmsssssemnane rereieserne v $13,941,637
Estimated 1978-T9........cccccecommmrieriniremuesnisssesssssessessssssssssassessssseses 9,572,885
‘Actual 1977-78 erhrsenias st seses b s ssr e iRt R s s e aa s R Ren bR Se bR bR be 7,329,468

Requested increase $4,368,752 (45.6 percent) .

Total recommended reduction .............ceceeeireseceniveeseoresions $894,137
1979-80 FUNDING‘ BY ITEM AND SOURCE

Item Description Fund Amount
150 ‘Department of Housing and Com- : General $8,216,637

munity Development. For direct
support of department operations

151 - Department of Housing and Com- General 5,425,000
munity Development. Forlocal as-
sistance ’ : '

- Prior year balances avaﬂable from General 300,000

Chapter 1354, Statutes of 1978 _
Total $13,941,637
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Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Mobilehome Parks. Reduce Item 150 by $279,861. Rec- 243
ommend reduction of 19 positions that have been trans-
ferred to other work.

2. Statutory compliance. Reduce Item 150by$204 276. Rec- 244
ommend deletion of General Fund support to comply with
existing law. ,

3. Inspection Program. Recommend leglslatlon to transfer 245
Employee Housing program to local agencies. :
Training Program. Reduce Item 151 by $175,000. Recom- 247
mend deletion of Low Income Home Management Train--
ing programi.

Migrant Services. Recommend department establish equi- 249
table rental fees. ’

Migrant Services. Recommend = department establish 250
building policies for migrant housing projects.

Personnel attrition. Reduce Item 150 by $200,000. - Rec- 251
ommend deletion of personnel attrition adjustment. ’
Temporary Help. Reduce Item 150 by $35,000. Recom- 251
mend reduction due to termination of interagency agree-
ment.

g

S T

GENERAL PROGRAM STATEMENT
The Department of Housing and Community Development (HCD) has
the following responsibilities:
(1) To protect the public from inadequate construction, manufacture,
repair, or rehabilitation of buildings, particularly. dwelling units;

(2) To promote safe and sanitary housing in liveable communities;

(3) To identify and define problems in housing and devise appropriate
-solutions.

The department carries out its responsibilities through four programs:
(1) Codes and Standards, (2) Community Affairs, (3) Migrant Services
and (4) Research and Policy Development. In addition, the department
contains an administrative support activity and the Commission on Hous-
ing and Community Development.

ANALYSIS AND RECOMMENDATIONS

The resources utilized by the’ department are summarized in Table 1,
by program and funding source.

The budget proposes $13,941,637 from the General Fund for the depart-
ment in 1979-80. This amount, which finances both support and local
assistance, is an increase of $4,368,752, or 45.6 percent, over the amount
budgeted for the current year. Over 90 percent of the increase ($3,945,-
152) results from the transfer of the Migrant Services program from the
Employment Development Department to the department pursuant to
Chapter 345, Statutes of 1977. If this amount is excluded, the proposed
increase amounts to $423,600 or 4.2 percent over 1978-79.

1178673
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The budget includes proposed additions of $1.25 million for transfer to
the Rural Predevelopment Loan Fund and $1.5 million for transfer to the
Urban Predevelopment Fund, to provide increased lending capacity. Fi-
nally, significant increases in the budget for the current year result from
legislation that established a $2 million rehabilitation loan fund and a
$375,000 housing advisory service.

Significant reductions in the budget year include the elimination of the
Mobilehome Parks Inspection program and position reductions necessitat-
ed by Section 27.2 of the 1978 Budget Act.

$100 million Reserved for Housing Development Program

The Governor’s Budget proposes the enactment of a state program to
stimulate and assist in the production of housing for both low income
renters and potential homeowners. The budget reserves $100 million for
such a program. The budget does not provide any details on proposed
programs. '

Table 1

Department of Housing and Community Development
Program Summary by Expenditures and Source of Funds

Personnel-Years _Ependitures
Actual  Estimated Proposed  Actual Estimated Proposed
Program Flements 78 19879 19788 197778 1978-79 19738

I Codes and Standards.... 1631 1742 123 $4472426  $4462314  $4,126614
II. Community Affairs 586 1078 1089 5263419 - 14368864 15,150,068
Il Migrant Services....... s . - - 12 - - 4,480,652
IV. Research and Policy Development..... 217 279 29 - 903606 950,940 769,557

V. Administration-distributed to other

PPOBTAIS s (334)  (345)  (363)  (859230)  (T81084) (871672
Total, Programs 2494 2969 2599 $10639451  $19,782,118 - $24,526,801
General Fund , $1320468  $9572885  $13941,637
Reimbursements 1,011,971 1,306,414 947,115
Federal funds 1,816,886 5,185,105 4,948,021
Mobilehome Revolving Fund 2,030,599 1,780,812 2,073,986
Housing Predevelopment Loan Fund 117953 1,502,817 1,129,015
Urban Housing Development Loan Fund —494,536 497,155 4207127
Housing Rehabilitation Loan Fund . © = =1,000,000 1,000,000
Farmworker Housing Grant Fund 769,153 —769,153 —
Solar Energy Revolving Loan Fund 167,111 167,171 14,3%

1. Codes and Standards Program

The objective of the Codes and Standards program is to protect the
public from unsafe and unsanitary structures by developing and enforcing
adequate building and housing standards and regulations. This effort is
1mplemented through six elements, the staffing and expenditures of which
are detalled in Table 2.

Mobilehome Parks Inspection |

The Mobilehome Parks Act relates to theé construction, use, mainte-
nance and occupancy of mobilehome lots and mobilehome parks. The
program endeavors to promote uniform standards and safe, sanitary con-
ditions for mobilehome usage. Under existing law, the administration and
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Table 2
Department of Housing and Community Development:
Division of Codes and Standards
Program Summary by Expenditure and Source of Funds

Personpel-Years ditures -
- Actual  Etimated - Proposed ~ Actual Eitimated  Proposed
FProgram Flements -19T7-78 - 197879 197880 [9TT-18 1978-79
State housing law and earthquake protectxon

law 46 99 58  $113,066 $246,368 $135,228

Employee Housing Act 154 24 241 391,788 686,260 528,029

" Mobilehome parks 63.3 497 — L51545 - 1331,288 989,511

Mobilehome manufacturing 736 79 718 - 203059 1,780,812 2,073,986

Factory-built housing 29 42 6.4 82,250 103,796 . 160,106

Special projects 38 1189 103,178 313,200 239,754

Total, program i .. 1631 1742 123 $44724%6  $4462314  $4,126614

General Fund ...... 2497219 2,557,502 1,928,628
Mobilehome Revolving Fund 2,030,599 1,780,212 2073986

Reimbursements . 14548 124,000 124,000

enforcement of the act are assigned primarily to local agencies. If a local
agency fails to enforce the act, the department itself must undertake
enforcement. .

The budget proposes to eliminate current state activities relating to the
Mobilehome Parks Act on January 1, 1980. This requires a change in exist-
ing law. The administration will sponsor legislation that would require
local jurisdictions to assume enforcement responsibilities. To support pro-
gram costs, local agencies would be allowed to establish a schedule of fees.

‘We concur with the department’s proposal. Local governments can
integrate the inspection of mobilehome parks into the existing inspection
programs which they now operate. We believe that integrating inspection
programs at the local level will result in a more efficient and economical .
service without jeopardizing the welfare of mobilehome occupants.

. Unauthorized Redirection of Staff

We recommend a reduction of 19 positions in the Code and Standards
Division which were authorized for mobilehome parks workload but have
been transferred to other functions. (Reduce Item 150 by $279,861)

In anticipation of legislation to eliminate state inspections of mobile-
home parks, the budget shows a reduction of 45 positions and $662,829.
However, the budget detail shows that expenditures from fees will de-
crease by $447,800, while expenditures from the General Fund will in-
crease by $106,083 in 1979-80. The department is unable to provide an
adequate explanation for this.

Furthermore, we believe the department has understated the reduc-
tion of positions necessary to delete the program. Table 3 compares the
approved 1978-79 budget with the adjusted 1978-79 budget. It shows that
19 positions formally justified for staffing the mobilehome park workload
have been administratively redirected to other areas in the current year.
We do not have workload data which justifies the transfer of the 19 posi-
tions. Therefore, we recommend that those positions be deleted whether:
or not the Legislature approves the transfer of this function to local juris-
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dictions. If 19 new positions are needed for workload in other areas, they
should be requested as proposed new positions and justified in the normal
- budget process.

Table 3
Division of Codes and Standards
Comparison of Staffing in the 1978-79 Approved Budget
To the 1978—79 Adjusted Budget

1978-79 Budget 1978-79 Budget
As Approved By As Adjusted By

Program L Legislature Department . Difference
State Housing Law . . 59 99 +4
Employee Housing 154 274 +12
Mobilehome Parks 68.7° 497° —19
Mobilehome Manufacturing . 719 719 —_
Factory-Built Housing 42 42 —_
Special Projects . 8.1 111 +3

Totals ; 1742 1742 0

® Includes the equivalent of 4.7 positions allocated for administrative overhead.

Employee Housing Act

The Employee Housing Act glves the department the respons1b111ty for
developing and enforcing rules and regulations pertaining to the use,
occupancy and maintenance standards for all privately owned and oper-
ated labor camps and employee housing. The act specifies that the Com- -
mission on Housing and Community Development shall establish a
schedule of fees to pay the cost of state administration and enforcement
of the act. Any city or county is permitted to assume the responsibility for
enforcing the act. Upon assumption of the enforcement responsibility, the
local agency may establish a schedule of fees that do not exceed those set
by the commission.

Table 4 summarizes the program expenditures for the years 1976-77
through 1979-80 by fee activities and general fund support. -

Table 4
Employee Housing Act
Summary of Fee Revenue and General Fund Support

Actual Actual  Btiated Proposed
: 197&” Percent  1977-18  Percent  1978-79 Percent 19798 Pement
Employee Housing Act
Fee Activities : $162045 35% 8153620 39% $215620  31% $323,753-  62%
General Fund Support . 304841 65 208168 61 470640 69 204276 ¥

Total, program costs $466836 100% $391788 100% $686260 100% $528029 ~ 100%

Noncompliance with Statutes

We recommend that $204,276 General Fund support be deleted from
the Employee Housing Inspection program in order to achieve compli-
ance with existing statutes.

Current law mandates that fee revenues be sufficient to pay the costs
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of administration and enforcement of the Employee Housing Act. Table :
4 shows that the department is not collecting sufficient revenue to pay
these costs, thus requiring the use of General Funds for this purpose.

The department has stated in a report submitted to the Legislature that
the present statutes appear unreasonable in that one section implies that
the program be self-supporting while another section allows local assump-
tion of enforcement together with fee collection. The department has
stated that this places an undue financial burden on camps under state
jurisdiction because state fees would be required not only to recover the
state’s direct administration but also the state’s role in rewewmg local
programs for uniformity.

We recommend that General Fund support of the program be discon-
tinued. If our recommendation is approved, the department will have at
least three options: (1) reorganize its inspection activities within existing
fee revenues, (2) raise fees to increase revenues and/or (3) seek legisla-
tion to rectify whatever statutory inconsistencies it feels exist.

Transfer Inspection Program to Local Agencies

- We recommend enactment of legislation to transfer enforcement re-
sponsibility for employee housing to local agencies.

As discussed previously, the department has proposed transferring the
responsibility for mobilehome parks inspections to local agencies. We are
inn support of this effort to consolidate inspection activities at the local
level. In addition to transferring the mobilehome parks program, we rec-
ommend that legislation be enacted to transfer responsibility for em-
ployee housing inspections from the state to local government. We also
recommend that the authority to recover program costs through fees be
transferred to the local agencies.

- Both the mobilehome parks and employee housing programs involve
the enforcement of building and occupancy regulations which are tradi-
tionally an area of responsibility assumed by local agencies. Because the
local agencies currently operate a wide range of inspection activities, it is
appropriate to consolidate these services at one level of government. The
integration of these state inspection programs into local inspection pro-
grams should result in more economical and efficient service without
jeopardizing the welfare of persons residing in these dwellings.

The enactment of legislation to require local enforcement of employee
housing laws would result in a reduction of 15 state positions and the
transfer of approximately $320,000 in fee revenues to local agencies.

Il. Community Affairs Program :

The objective of the Community Affairs program is to provide technical
and financial assistance to promote decent housing in livable communi-
ties. Its activities include providing technical assistance to potential hous-
ing sponsors and local governments as well as financial assistance in the
form of loans, grants and housing subsidies funded by both the state and
federal government. This effort is implemented through six elements, the
staffing and expenditures of which are detailed in Table 5. -
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Table 5

Department of Housing and Community Development
Division of Community Affairs
Summary of Program Expenditures and Source of Funds

Personnel-Years __Ependitures
Actual . Bstinated  Proposed  Actual Estimated Proposed
Program Blement - _ b 7 R 7 A /A 197879 19728
California Indian Assistance 53 16 16 $877,005 - $570322 $156,970
Economic Development ..... 10.6 - - 217,549 - =
Housing Assistance Payments... 78 147 47 1108198 4917245 5,012,176

Rural Community Development .. 2.1 59.2 583 2458549 7212476 6,828,545

Utban Community Development ............ 128 26 286 602,118 . 1,469,809 2,954,474
Planning Coordination and Review R 5.7 51 - 199,012 197903
Total PIOZIAM covvrieersmsrcrsmsssssssisssnsis 586 1078 1089  $5263419  $14,368864  $15,150,068
General Fund . 3,900,312. 6,267,220 7,312,690
Federal Funds 1,816,886 5,185,105 4,998,021
Reimbursements 927863 1,147414 2871615
Housing Predevelopment Loan Fund . -117,953 1,502,817 1,129,015
Urban Housing Development Loan Fund —494,536 497,155 422727
Housing Rehabilitation Loan Fund ‘ . —  —1,000000  $1,000,000
Farmworker Housing Grant Fund ) $769,153 $769,153 e

Californta Indian Assistance

The California Indian Assistance element provides a variety of technical
services to Indian housing authorities and tribes. As shown in Table 5, the
level of expenditures has decreased substantially over the three-year peri-
od ending June 30, 1980. This decrease is the result of reduced federal
funds for housing, roads, and water and sewer improvement projects in
northern California counties. Ongoing workload consists of technical as-
sistance to 10 to 15 tribes for economic development projects.

Housing Assistance Payments : . :
The Housing Assistance Payments element administers, in conjunction
with local housing authorities, a statewide program of federal rental subsi- -
dies (Section 8) to continuing care persons such as the developmentally
disabled, physically disabled and mentally disordered. In addition, the
department administers a program of rental subsidies to low income fami-
lies in nonmetropolitan and rural areas not served by local housing au-
thorities.  The department anticipates the annual- distribution of
approximately $5 million in federal funds for 2,200 units of leased housing.
Total General Fund support of $100,000 to develop and establish the pro-
gram is proposed for the 1979-80 fiscal year. The department has stated
that there will be no need for General Fund support after the budget year.

Rural Community Development

The department administers two major programs designed to assist
local agencies in nonmetropolitan and rural areas of the state to promote
community development and housing projects. The Housing Predevelop-
ment Loan Program (Chapter 1335; Statutes of 1977) provides loans to
public agencies and nonprofit corporations to assist in the development of
housing for low income rural households. The Predevelopment Loan
'Fund received a General Fund appropriation of $1,050,000 in 1977-78. An
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additional $1,250,000 is proposed in the 1979-80 budget. The combination
of appropriations, loan repayments and interest income will make approx-
imately $2.3 million available for loan activities in the budget year.

The Farm Worker Housing Grant program was established by Chapter
927, Statutes of 1977, in order to promote development of permanent
housing for farmworkers. Eligible recipients are local housing authorities,
nonprofit housing sponsors, and cooperative housing corporations. This
program received General Fund appropriations of $1.25 million in 1977-78
and $2.5 million in 1978-79. For 1979-80 the budget proposes a General
Fund appropriation of $2.5 million.

Urban Community-Development

The department provides local agenmes with technical and ﬁnancxal
assistance to develop housing and community development projects in
urban areas. Financial assistance is provided through the Urban Develop-
ment Loan Fund (Chapter 1177, Statutes of 1977), the Housing Rehabilita-
tion Loan Fund (Chapter 884, Statutes of 1978) and the Low Income
Home Management Training Program (Chapter 1064, Statutes of 1975).
The Urban Development Loan program provides loans to public agencies
and nonprofit corporations to assist in the development of housing for low
income urban households. An additional $1,500,000 from the General Fund
is proposed in the 1979-80 budget. The combination of appropriations,
‘loan repayments and interest income will make approximately $2 million
available for loan activities in the budget year. The Housing Rehabilitation
Loan program provides low interest deferred payment loans to local agen-
cies for rehabilitation of low income housing. The Rehabilitation Fund
received $2 million from the General Fund in the original legislation. The
- budget anticipates expendltures of $1 million in 1978-79 and $1 million in
1979-80. - v

Low Income Home Management Training Program

We recommend deletion of $175,000 for the Low Income Home Man-
agement Training program.

Within the Urban Community Development element, the department -
administers the Low Income Home Management Training program. The
program is designed to encourage local agenmes to initiate counseling
programs which will ultimately attract ongoing local or federal support.
Services provided include home budget counseling for subsidized
houiseholds, prepurchase financial management training, processing fed-
eral housing project applications, legal counseling on tenant-landlord
questions, and mortgage default and delinquency training.

The department has made awards to 18 grantees in the current year, 14
of which are first-year grantees and 4 of which are second-year grantees.
Twelve are private nonprofit organizations; five are public agencies, and
one is a joint public agency and pr1vate nonprofit endeavor.

Since the program was established in 1975 we have consistently ques-
tioned the effectiveness of the counseling activities supported by the de-
partment. Studies by the federal government have been unable to

"demonstrate the benefits of counseling activity. We are still unable to find
a reliable basis for documenting benefits of the program. Although the
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department claims that in 1977 an estimated 1,239 mortgages with a total
worth of $36,993,580 were saved from foreclosure as a result of this pro-
gram, we are unable to verify that the program (rather than some other
factor) was responsible. Although the department indicates the program
assisted in the construction of 709 new federally-subsidized housing units
valued at $19 million, we are unable to verify that the program was respon-
sible for securing these units. Although the department indicates a total
of 15,447 households per year are expected to benefit from the program,
we are unable to verify the extent or value of this assistance. Although the
department states that the $175,000 in state funds has resulted in receipt
of $959,151 from other sources; we are unable to verify the fact that the
state money was responsible for securing the additional funds or that the
funds would not have been received otherwise.

Lacking evidence documenting the benefits of this program, we recom-
mend deleting funds for this program.

Planning Coordination and Revnew

The Planning Coordination and Review element has been- transferred
administratively from the Research and Policy Development Division to
the Community Affairs Division. Through this element, the department
develops and reviews regulations concerning housing elements of local
general plans, affirmative action guidelines, relocation assistance guide-
lines and other local or state plans whlch may have significant 1mpact on
housmg development.

. Migrant Services Program

Chapter 345, Statutes of 1977, transferred the Migrant Services Program
from the Employment Development Department to the department. The
primary objective of the Migrant Services program is providing tempo-
rary housing and supportive services to migrant farmworker families dur-
ing the agricultural harvest season. Twenty-five housing centers prov1de
approximately 2,100 temporary housing units for 13,000 residents in vari-
ous rural communities from Bakersfield to the Oregon border. Centers are
open for a maximum of 180 days each year except where short-term
extensions are allowed for special circumstances. The centers are adminis-
tered through local housing authorities on a contract basis. The Migrant
Services program contains the following four elements: management and
maintenance, housing rehabilitation, day care, and migrant administra-
tion. The 1979-80 budget mcludes total program expendxtures of $4 480,-
652 as shown in Table 6. -

Maintenance and Management

This element provides for the operation of centers housing approx1-
mately 13,000 residents. Management responsibilities are performed by a
center manager who collects rents, provides for all utilities and coordi-
nates the supportive services.. Maintenance respons1b1ht1es include up-
keep of grounds painting, cleamng and minor repaxrs
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: Table 6 )
- Department of Housing and Community Development
" Office of Migrant Services
Program Summary of Expenditures and 80urce of Funds

) . . Actual Estimated Proposed
Program Element . 1977-78 1978-79 1979-80
Center Maintenance and Management ......ccccneunene -$1,749,580 $1,736,183 $1,822,929
Housing Rehabilitation : 1,681,790 1,791,338 1,689,993
Day Care....... : in 490,029 928,000 525,000
Parlier Center CONSITUCHON ...........cuueessuuessersssassassssnens - 2,716,595 100,000 -
Migrant Administration: ) eeinsd 319,870 382,682 42,137
Total Program $6,957,864 $4,938,203 $4,480,652
Geneéral Fund -~ $3,542,682 $3,900203 - $3945,152
Federal Funds.............. rieeris . 2,897413 100,000 - : —
Reimbursements onsrssssivassns , 517,769 .- 938,000 535500 .

Housing Rehabllrtatlon

This element was. estabhshed in 1976—77 to upgrade the units to a stand-
ard which meets health and safety codes. Three-year funding in the
amount of $6 million was provided by the Legislature to replace or
rehabilitate the emergency needs that existed in 1976-77. From 1976-77
to 1978-79, use of $8,211,846 in combined state and federal funds has
resulted in 216 new units, major structural rehabilitation in 20 centers,
electrical systems in 5 centers, 282 indoor bathrooms, 114 new and re-
paired.communal bathrooms, and road repairs and site improvements at .
12 centers. Approximately $1.7 million is proposed in the budget year, to
be used for new construction in San Joaquin County and continued

rehabilitation at several centers.

Day Care

This element is responmble for prov1d1ng child care services for 2 years
to an estimated 1,600 children between the ages of two and six. The budget
amount of $525,000 includes funds for an interagency agreement with the
Department of Education for day care services. The balance of the appro-
priation is for basic maintenance, ut111t1es and insurance on the day care
buildings. '

Mlgrant Admlmstratron

This element is respon51b1e for developmg fundmg pl'lOl'ltleS and pro-
viding fiscal control, on-site monitoring and coordination for all centers.
On July 1, 1979, twelve positions will be transferred to Housing and Com-
munity Development from the Employment Development Department
pursuant to Chapter 345, Statutes of 1977, to provide these administrative
services.

Rental Fees

We recommend that the department establish renta] fees for migrant
bousmg units that are based on the number of Workmg adults per
household rather than charge a flat amount per unit.

Presently, rental fees of $2-$3 per night (depending on the center) are
collected for each housing unit. Thus, one residential unit.is charged $2-$3
per night regardless of the number of working adults who are housed
there. We believe it would be more equitable to establish a minimum fee

>
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DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT—Continued

which would be adjusted upward for evéry working adult. If this were
done, the rental fees would be more closely related to use and ability to
pay. Further, additional fee revenue could be generated to help support
the maintenance and management of the centers which is currently subs1-
dized 70% by the General Fund.

Building Standards

We recommend the department establish policies regarding building
standards to guide future construction and rehabilitation of temporary
migrant housing.

The department has no consistent policy defining the bmldlng stand-
ards appropriate to temporary housing. As a resuilt, the program has sup-
ported construction of conventional two-story units in Fresno County,
modular units in Sutter County, and convertible three- and four-bedroom
units in Santa Cruz County. The existing units that have been or will be
rehabilitated are primarily built of plywood walls and floors, and have flat
tarpapered roofs without interior doors, heaters, or coolers, and often
without indoor bathrooms.

The lack of departmental policy defining appropriate building plans
results in an uneven distribution -of funds among individual projects. In
order to both maximize the effectiveness of limited rehabilitation funds
and equalize the quality of housing units provided, the department should
develop uniform building plans and standards to guide future construction .
and rehabilitation of migrant housing.

IV. Research and Policy Development Program

The Research and Policy Development program seeks to identify hous-
ing ‘and community development problems and needs, and to evaluate
and recommend solutions. These objectives are implemented through the
California Statewide Housing Plan, review of state and local government
plans, and development of data resources.

V. Admmlstratlve Support

The administrative program gives direction to the department’s activi-
ties, determines operating procedures and provides centralized support in
the legal, accounting, personnel and budgeting functions. The depart-
ment is proposing two additional positions in the administrative services
unit' to meet increased workload due to expanded federal contracts, in-
creased loan volume, and the addition of the Migrant Services Program.
We would also expect this additional staffing to resolve the overhead
allocation problem addressed in the Auditor General’s letter report No.
817, which states that “The Department of Housing and Community De-
velopment has not developed a consistent verifiable method of allocatmg
indirect administrative overhead costs”.

Also'included in this program are expenses of the Comm1ss1on on Hous-
ing and Community Development budgeted at $25,000 in 1978-79. The
department will seek enactment of leglslatlon to eliminate the commis-
sion as of January 1, 1980 for a 1979-80 savmgs of $12,500.

Consistent with our recommendation in the 1976-77 Analysis, we sup-
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port the proposed €limination of the commission. The commission cur-
rently adopts rules and regulations regarding building codes and stand-
ards. The commission approach introduces unnecessary delay and rigidity
irito a process that is already cumbersome. The authority to adopt and
modify rules and regulations regarding building codes and standards
should be vested in the director of the department. We believe the inter-
est and inputs of the general public and the building industry can best be
weighed by the director. ,

Excess Funds Budgeted for Personnel :

We recommend a reductwn of $200,000 budgeted for personne] attri-
tion.

As discussed earlier, the department is proposing significant reductions
in pos1t10ns effective January 1, 1980. Funding for these positions through
that date is included in the budget request. An additional $200,000 is
budgeted as a “personnel attrition adjustment.” The Department of Fi-
nance states that this money will be used to mitigate layoffs and ease the
transition from the current year to the budget year.

While in some cases it may be appropriate to provide funds for abrupt
reductions, in this case the personnel reductions largely result from elimi-
nation of the Mobilehome Parks Inspection program, effective January 1,
1980. We believe a full year’s lead-time shquld be adequate to facilitate the
transition, and that state funds should not be used to retain employees who
the Department of Finance maintains will not be needed. Consequently,
we recommend that Item 150 be reduced for a savings of $200,000 to the
General Fund.

Reduce Temporary Help
We recommend deletion of $35 000 in temporary help funds due to

: termination of Interagency agreement.

In the 1978-79 budget, the department proposed $35,000 for one tempo-
rary help position to provide services to the Coastal Commission on a

.reimbursable basis. Although the funding for this position is for the cur-

rent year only, the department has incorrectly continued the position into
the budget year, thereby transferring its cost to the General Fund. We
recommend a deletion of $35,000 from temporary help as a- technical
adjustment to the proposed budget.
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Business and Transportation Agency -
DEPARTMENT OF INSURANCE

Item 152 from the General

Fund Budget p. 311
Requested 1979-80 ...vvvrcirircrstrteete et $7,516,975
Estimated 1978-79........ccvvrvreereeeneerenesererieesenns reterierenisennereereren 7,460,281
ACEUAL 19TT-T8 ..o reerersteeressnoresibesssessesarsessssessssesssanas 7,331,475

Requested increase $56,694 (0.8 percent) . »
Total recommended reduction ...........covieeeivcvinnnnrenieesennns - $150,000

. . V Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Legislation. Recommend the department comment on 255
the status of the legislation requlred for proposed reduc-
tions.

2. Persozme] Reduce by $150,000. Recommend areduction 256
for personal services.

GENERAL PROGRAM STATEMENT

Insurance is the only interstate business which is wholly regulated by
the states rather than by the federal government. As a California industry,
its worth is estimated at over $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
licensing element, which prepares, schedules, administers, and grades
license examinations and issues and renews licenses, as well as the pro-
ducer compliance element, which investigates complaints from the gen-
eral public 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 operating programs. -
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ANALYSIS AND RECOMMENDATIONS

The department’s budget request of $7,516,975 is $56,694 or 0.8 percent
‘above estimated expenditures for the current year. Budget year reim-
bursements, primarily from fees for examining insurance companies, are
anticipated to be $3,638,644, resulting in a total proposed expendlture
program of $11,155,619.

" New Positions

1. Regulation of Insurance Companies—Company Consumer Services

Chapter 1070, Statutes of 1978, established the Bureau of Fraudulent
Claims within the Department of Insurance. The bureau will conduct
investigations involving insurance fraud, publish information concerning
fraud, and perform other related activities including cooperating with law
énforcement agencies. The department has administratively established
10 positions in the current year to staff this new activity and proposes their
continuation in the budget year. All costs for this function will be reim-
bursed through fees paid by insurers admitted to transact insurance busi-
ness in the state.




Table 1

Department of Insurance
Cost and Staffing Data

Program ) Element
Regulation of Insurance Companies Company consumer serv-
' ices
Tax collection .............
General regulation
Regulation of Insurance Producers .. Producer licensing
Producer compliance

Administration
{Costs prorated to other programs)

Total Programs ...........oooevevsievorsn...
. Reimbursements .....

Net Total Programs .............oo......

Actual 1977-78 Estimated 1978-79 Proposed 1979-80
Personnel- Personnel- Personnel-
years Cost years Cost years Cost

59.1 $1,543,585 61.6 $1,72§,737 653 . $1,894,571
9.6 253,366 86 260,788 6.4 240,318
162.6 4,860,698 166.5 5,003,011 150.7 5,029,236
87.6 2,128,329 923 2,267,856 76.4 2,293,778
60.7 1,637,457 59.3 1,685,989 53.4 1,697,716
(62.3) (1,653,218) (57.4) (1,701,696) (56.5) (1,790,916)
379.6 $10,423,435 388.3 $10,947,381 : 352.2 $11,155,619
-3,091,960 ' 3,487,100 —3,638,644

$7,331,475 $7.460,281 $7,516,975
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2. Regulation of Insurance Companies—General Regulation

The department is requesting two rate analyst positions and one clerical
position to improve and accelerate the rate examination process. The
department will be converting to a team examination approach, which
should increase both productivity and efficiency.

3. Regulation of Insurance Producers—Producer Licensing

During the current year the department administratively established
four positions to develop and maintain electronic data processing (EDP)
systems. For the budget year, the department proposes to continue these
positions and add three new positions. The new positions will permit
modification of existing EDP systems in order to deal more effectively
with increased data processing requirements. The department currently
contracts for many of its EDP services. By increasing the in-house staff, the
department will eliminate some of the contractural arrangements, there-
by reducing overall expenditures in the area by $103,026. ‘

Reductions Per Sections 27.1 and 27.2—Budget Act of 1978

In the current year the department reduced its budget by. $127,600 for
operating expenses and equipment and eliminated 20 positions for a sav-
ings of $430,382 to comply with Sections 27.1 and 27.2 of the 1978 Budget
Act. The $127,600 reduction was accomplished by lowering the amounts
budgeted for general expenses, printing, travel, and EDP contractual
services. The 20 positions to be eliminated have not been specified. The
Governor’s Budget states that the positions will be identified at the time
of the budget hearings. The department states that these positions will be
selected from among the 38 positions that were vacant on January 1, 1979.

Proposed Program Changes and Staff Reductions

We recommend that the department comment on the status of the
legislation required to implement the proposed reductions for the 1979-80
fiscal year at the time of the budget hearings.

The department is proposing to decrease its staff in the budget year by
42 positions in 14 specific workload areas. Elimination of twenty-one posi-
tions which are involved with licensing and investigation is dependent
upon enactment of legislation which would eliminate the licensing of
exclusive insurance agents. The budget funds these positions through
January 1, 1980, in order to allow adequate time for legislation to be
enacted and take effect. Table 2 summarizes the department’s proposed
reductions.

We believe that the proposed reductions are appropriate, and recom-
mend that enabling legislation be enacted. We are assuming that the
legislation would include adequate provisions to safeguard the consumer
against fraudulent activities. However, if the legislation is not enacted, the
department would be faced with the existing workload in the area of
licensing exclusive agents. This in turn, would tend to increase the depart-
ment’s staffing requirements. In order to provide the fiscal committees
with sufficient information to review the proposed budget, we recom-
mend that the department be prepared to comment on the status of the
proposed legislation at the time of the budget hearings.
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Excess Funds Budgeted for Personnel -

We recommend a reduction of $150,000 budgeted for personnel attri-
tion, and a transfer of $50,000 from personal servzces to operating ex-
penses.

As discussed earher the department is proposing significant reductions
in positions, half of which will be effective January 1, 1980. Funding for
these positions through January 1, 1980, is included in the budget request.
An additional $200,000 is budgeted as a “personnel attrition adjustment.”
The Department of Finance states that this money will be used to mitigate
layoffs and ease the transition from the current year to the budget year.
The funds may also be used to cover the department’s costs for relocating
remaining staff as a result of eliminating positions.

The Department of Finance has not provided a formula or other justifi-
cation for an amount of $200,000. We do not believe that funds should be
budgeted for positions that the Department of Finance has determined
are unnecessary. However, the department should have funds available to
pay for relocation costsand $50,000 should be sufficient for this purpose.
We therefore recommend a reduction of $150,000 budgeted for personnel
attrition and request that the remaining $50,000 be transferred to the
operating expense category and used only for employee relocatlon and
associated costs.




Table 2
Department of Insurance
Summary of Proposed Reductions

Effective Date  Requires

¢ST wai]

Program ‘ : Activity  Positions  Amount  of Reduction Legislation
Regulation of Insurance Companies ) .
Tax Collection 1. Reduced staffing for Tax Collection Bu-
o reau based on workload review ........... 2 $34,140 7-1-79 No
General Regulation 2. Reduce operating expense — 86,700 ° 7-1-79 No
3. Reduce business and personnel services 4 43,100 7-1-79 No
4. Reduce frequency of financial examina- '
tions 3 . 58230° 7-1-79 No
5. Reduce policy approval, corporate and :
other legal functions 5 -115,000 7-1=79 No
6. Extend triennial insurer financial ex- :
aminations to once every five years .. 3 84,420° 7-1-79 No
7. Reduction of staff support in account- .
: ing function 1 14,700 7-1-19 No
Regulation of Insurance Producers : » : :
Producer Licensing 1. Reduce operating eXpenses ... — © 11,800 7-1-79 No
2. Eliminate proposed improvement in li- :
cense examination functions 1 14,800 7-1-79 ‘No
" 3. Reduce key entry personnel ................ 1 9,700 7-1-79 No
. 4. Eliminate licensing of exclusive agents 17 120,550 1-1-80 Yes
Producer Compliance ... .. 5. Reduce operating expenses and. close .
- San' Diego office ............. ieresessssissarsrssns - 27,000 7-1-79 No
6. Eliminate legal position in Compliance
Bureau v 1 21,700 . 7-1-79 No
‘7. Reduce investigations of applicants for '
licénsure as a.result of eliminating li-
censing of exclusive agents ..........c....... 4 27,950 1-1-80 Yes

2 Of this amount $26,700 is reimbursable by examination charges.

b The entire $58,230 is reimbursed by examination charges.
¢ The entire $84,420 is reimbursed by examination charges.

L§¢ / NOLLVIHOdSNVHL ANV SSANISNd
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Business and Transportation Agency
RIOT AND CIVIL DISORDERS INSURANCE

Item 153 from the General

Fund _ v Budget p. 315
REQUEStEA 197980 .vvvvreeeeeeesereseeeeeeneeseeessesssssssrseereeesssesessss s -0-
Estimated 1978-T9........cieiiceeeenreeeveeeneneesssesbessesesseassssasees - $200,000
ACHUAL TOTTT8 et eertsres e e bessestessesssnsssansennenssnnen 200,000

- Requested decrease $200,000 (100 percent) ‘ '
Total recommended reduction .........c.coemirerriessicnssnseessrensenns None
) Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page’

1. Program Termination. Recommend approval of Gover- 259
nor’s Budget proposal to termmate participation in pro-
gram.

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 designed to increase the availabil-
ity of property insurance in areas where such insurance was difficult to
obtain because of the potential for heavy losses due to riots.or civil disor-
ders. Under this program, private insurance carriers can obtain reinsur-
ance for their policies in force. This reinsurance serves to limit the size of
the potential loss that they may incur due to riots and civil disorders.

The federal program is administered by the Department of Housing and
Urban Development. Before federal reinsurance may be provided in a
state, that state must enact legislation (1) establishing a Fair Access to
Insurance program that makes property insurance available on an equita-
ble basis to property owners, regardless of location, and (2) committing
the state to share in any losses under the reinsurance program.

California’s Participation

Chapter 649, Statutes of 1969 (as amended by Chapter 572, Statutes of
1970), established California’s riot and civil disorders reinsurance pro-
gram. This legislation created the California Riot and Civil Disorders As-
sociation, a self-supporting agency in which membership is required of all
companies writing lines of insurance that wish to be reinsured by the
federal program. Chapter 649 also required the state to negotiate an insur-
ance contract with the association assuring the state’s potential liability
under the program.

There are four “layers™ of riot and civil disorders reinsurance liability
under the current program. (1) Any riot-induced losses up to 1.5 percent
of participating companies’ earned annual property insurance premiums
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are borne by the companies. (2) If losses exceed 1.5 percent of earned
premiums, premium deposits held by the Department. of Housing and
Urban Development are applied. (3) The state assumes liability for addi-
tional losses up to an amount equal to 5 percent of earned annual property
insurance premiums in the state. The state, however, insures against this

liability by contracting with. the California Riot and Civil Disorders As-

sociation and paying to the association an annual premium.(4) Losses
exceeding the state’s liability limit are covered by loans from the U.S.
Treasury to the Secretary of Housing and Urban Development, to be

_repaid from future reinsurance premiums received.

Table 1 shows the financial history of the program to date including
earned annual property insurance premiums from all sources in Califor-
nia, the state’s maximum liability for riot losses, and the state’s premlums
for insurance to cover that liability.

v Table 1
Components of State Liability for Riot Losses

Earned annual Maximum state annual ~ State annual

: * property insurance liability for loss premium
“Fiscal Year - . premiums (5% of earned premiums) cost
1969-70 $578,252.000 $30,000,000 - $1,500,000
1970-71 . 635,000,000 32,000,000 o7 1,600,000
1971-72. . 732,820,000 36,640,000 1,750,000
1972-73 840,000,000 42,000,000 993,144
1973-74 : 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 oo 1,239,300,000 61,965,000 200,000
1977-78 1,488,000,000 74,400,000 200,000
1978-79 . 3 1,799,800,000 89,990,000 50,000
1979-80 (est.) reer s ssnssiseses b a st tas 2,160,000,000 . ' — ’ —_

Refund Provisions

' The state’s insurance contract provides that the association shall retain
95 percent of the total premiums paid by the state. It also provides for
annual partial refunds of the remaining 75 percent of accumulated premi-
ums to the General Fund. The current year refund of $459,851 was re-
ceived on December 29, 1978.

ANALYSIS AND RECOMMENDATIONS

Withdrawal of California‘’s Participation

We recommend approval of the Governor’s Budget proposal to termi-
nate California’s participation in the riot insurance program.

The Department of Insurance proposes to reduce the 1978-79 premium
to $50,000 and to seek enactment of legislation repealing Insurance Code
Sections 13000 et seq. (Chapter 649, Statutes of 1969), thus terminating
California’s participation in the program. There would be no state liability
and no annual premium cost in the budget year.

The department states that difficulty in obtaining private market rein-
surance against losses from riot and civil disorders has been minimized,
and the chance of loss has been reduced, so that there is no longer any
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need for state participation.:

There has never been a claim against the state’s liability under this
program. The fears of widespread civil disturbance which led to the pro-
gram’s adoption in 1968 have been allayed. As a result, several major
insurance companies no longer carry federal reinsurance against riot and
civil disorder losses. Companies that desire such coverage can obtain it in
the private market. Thus the availability and price of property insurance

will not be affected by the termination of the state’s reinsurance program.
" We agree that the program is no longer necessary. If in the future
conditions change so that private market riot and civil disorder reinsur-
ance is no longer available, and insurance companies desire such reinsur-
ance, then the state’s reinsurance program could be reinstated. The state
will benefit in two ways from termination of the contract with the Riot and
Civil Disorders Association.

1. Immediate refund of retained premiums. Because of contract
provisions that 75 percent of all remaining accumulated premiums
must be refunded to the state upon termination of the program,
termination of the program would result in a budget-year refund of
$1,876,904. v .

If the state continues to participate in the program, the retained
premiums would still be returned to the state, but in a series of
installment payments, rather than as a lump sum. We estimate that
the 1979-80 refund in this case would be $367,881. Because of inflation
-and the loss of potential investment income, refunds received over
a series of years are worth less than a lump sum refund received
immediately. '

2. Avoidance of future premium payments. - The reinsurance contract
holds that the California Riot and Civil Disorders Association retains
25 percent of all prerniums paid. Thus the state loses 25 percent of
each annual premium payment even though no claims have been
filed in the program’s history. In recent years the nonrefundable
annual state cost has been $50,000. By withdrawing from the program
now, the state will avoid unnecessary payment of future premiums.

We therefore recommend approval of the Governor’s Budget proposal
to terminate California’s participation in the program.
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Business and Transportation Agency
DEPARTMENT OF REAL ESTATE

Item 154 from the Real Estate

Fund » Budget p. 316
‘Requested 1979-80 .......ccccovrvvreeviireeecieecsresnsseseeresnsiesssseanssens $9,691,568
Estimated 1978-79......ccceeveeneurnne. T S AU 9,357,110
ACHIAL 1OTT=T8 ..ottt ors b easb e sans e sesnes 9,067,063

Requested increase $334,458 (3.6 percent)

Total recommended reduction ............irrseesinnennss $655,551
Analysis
SUMMARY. OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Legislation. Recommend the department comment on - 263
the status of legislation required for proposed reductions.

2. Examination and Licensing. Recommend concurrence . 264
with Governor’s Budget proposal to eliminate licensing and ex-
amindtion of salespersons and participation in the multi-state
exam.

3. Personnel costs. Reduce by $3,972. Recommend reduc- 265
tion to eliminate overbudgeted salaries for proposed new posi-
tions.

-4, Fair Lending Program. Reduce by $23,167. Recom- 266
mend deletion of Deputy II position and associated expenses.

5. Data Processing Costs. Reduce by $175041. Recom- 266
mend reduction to eliminate overbudgeted data processing costs.

6. Microfilm Project. Reduce by $256,571. Recommend 267
delay of microfilin project. 4

7. Word Processing Equipment. Reduce by $41,000. Rec- 268
ommend deletion of word processing equipment pending out-
come of proposed program reductions.

8. Subdivision Activities. Recommend concurrence with 270
Governor’s Budget proposal to eliminate various public reports
and reduce other subdivision activities.

9. Education and Research Reserve. Recommend legisla- 272
tion to abolish reserve because reserve is not justified.

10. Fducation and Research. Withhold recommendation 273
pending review of department’s forthcoming report.

11. Personal Services. Reduce by $150,000. Recommend a 273
reduction of amount budgeted for personal services.

12. Videotape Equipment. Reduce by $3,800. Recommend 274
denial of new videotape equipment because it has not been justi-
fied. :

GENERAL PROGRAM STATEMENT

The Depaftment of Real Estate is responsible for protecting the public
in the sale of subdivided property, real property securities, and in real
estate transactions handled by agents. The départment currently permits
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DEPARTMENT OF REAL ESTATE—Continued

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 348.5 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 $9,691,568 in the budget year,
which is an increase of $334,458 or 3.6 percent over estimated current year
expenditures. Resources available for department support are projected
to be $19,249,442, resulting in an anticipated surplus of $9,557,874 by June
30, 1980. ‘ ‘

Tablé 1 illustrates the condition of funds supporting the department’s
programs. The table shows that available resources are expected to de-
“ crease by more than 5 percent while department costs will grow by almost
4 percent. As a result, the accumulated surplus in the Real Estate Fund
is expected to decrease almost 13 percent by the end of the fiscal year. It
should be noted that this decrease follows a 12.2 percent increase in the
accumulated surplus during fiscal year 1978-79.

Table 1
Real Estate Fund Condition -
v Percent Change Percent Change
Actual Estimated over Proposed . over
1977-78 1978-79 Previous Year 1979-8 Previous Year
Accumulated Surplus, o
1315720 AT $8,900,683 $9,761,702 9.6% $10,950,442 12.2%
 REVENUES ....cvvcnvrernersrsssssissssses 9,919,240 10,546,000 6.3 8,299,000 -21.3
" Total Available Resources..  $18,823923  $20,307,702 7.9% $19,249,442 ~5.2%
Expenditures: - e
Real Estate Fund.........cceoos $9,067,221 $9,357,260 3.2% $9,691,568 36%
Accumulated Surplus, June ‘
30 e eererresenserennnees 9,761,702 10,950,442 12.2% 9,557,874 -12.7%

Department of Real Estate..  (36248291)  ($6413,101)  26%  (34.258655) —33.6%

Reserve for Education and ) )
ReSearch oo ($1,558,001)  ($2357811)  513%  ($2980919)  264%

Reserve for Recovery........... ($1,955,320)  ($2,179,530) 11.5% ($2,318,300) 6.4%

Reductions per Sections 27.1 and 27.2—Budget Act of 1978

In the current year the Department of Real Estate reduced its operating
expenses and equipment budget by $129,000 to comply with Section 27.1
of the 1978 Budget Act. In addition, the department eliminated 20 posi-
tions for a savings of $372,526 pursuant to Section 27.2. The $129,000 reduc-
tion was accomplished by-generally lowering the amounts budgeted for
operating expenses and deleting low priority activities. The 20 positions
to be eliminated have not been identified. The Governor’s Budget states
that the positions will be identified at the time of the budget hearings.
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Proposed Program Changes and Staff Reductions

We recommend that the department comment on the status of the
legislation required to implement the proposed reductions for the 1979-50
fiscal year at the time of the budget hearings.

The department is proposing to decrease its staff in the budget year by
55.5 positions in six specific workload areas. Elimination of 40 positions
involved with examination and licensing of salespersons and 13.5 positions
involved with public reports and other subdivision activities is dependent
upon the enactment of legislation.

The budget funds the 40 licensing posmons and three of the 13.5 subdivi-
sion positions through January 1, 1980, in order to allow adequate time for
legislation to be enacted. No funding for the remaining 10.5 positions is
provided beyond July 1, 1979. The remaining two positions to be eliminat-
ed perform other subd1v151on activities and provide consumer information
services. They can be eliminated without enactment -of legislation.

As discussed below, we believe that the proposed reductions are appro-
priate and recommend that enabling legislation be enacted. However, if
the legislation is not passed, the department would be faced with an
ongoing workload in the examination, licensing, and subdivisions activi-
ties. In order to provide the fiscal committees with sufficient information
to review the proposed budget, we recommend that the department be
prepared to comment on the status of the proposed leglslahon at the time
of the budget hearings.

I. TRANSACTION ACTIVITIES

In the past, the department’s transaction activities sought to protect the
public in transactions with real estate salespersons and brokers. Two ele-
ments are contained in the program: (1) licensing and (2) regulatory and
recovery.

.The licensing function currently includes the preparation, administra-
tlon and scoring of examinations required for salesperson and broker
licensing; the maintenance of license records; and the handling of inqui-
ries received from licensees and the public.

- The regulatory and recovery element combines two department func-
tions. The regulatory component involves disciplinary action: against li-
censees for violations of real estate law. Formal action against a licensee
may be initiated by the department, and substantiation of the violation
may result in suspension or revocation of the license, or the placement of
restrictions on it.

The recovery function is des1gned 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 judg-
ment 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 claimants for actions against any one licensee
is $40,000. Personnel and expenditures for the program are shown in Table
2. :
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Table 2

Transaction Activities Program
Staffing and Expenditures

Percent Change Percent Change
Actudl - . Estimated - over FProposed . omr
. : L 97778 197879 . Previous Year 197589 Previous Year

Expenditures by Element: o ’

. Licensing .....c.eeerereerenrerenns $2,288,817 $2,426,712  .6.0% $2,553,340 52%
Regulatory and Recovery 4,116,571 4002506 - -28 4,299,836 74
Total Program Expendl- )

BUTES coovecnsernnieisennensinenss $6,405,388 $6,420,218 04% $6,853,176 6.6%

Personnel-years by Element: )

Licensing ......uiviensesssinssnins 120.7 1147 —5.0% - 808  —~296%
Regulatory and Recovery 1389 1342 -34 134.5 .02
Total' Program Person- :
nel-years......ivnn.. 259.6 . 2489 -4.1% 2153  —-135%-

Discontinhe Examination and Licensing of Salespersons

We recommend approval of the Governor’s Budget proposal to.elimi-
nate the examination and licensing of real estate salespersons, and to
eliminate state participation in the multi-state real estate examination
program. We further recommend that implementing legislation contain
provisions holding real estate brokers accountable for the activity of the
salespersons whom they emp]o ¥, in order to safeguard consumers against
fraudulent real estate practices.

The department proposes to eliminate the examination and licensing of
real estate salespersons, effective January 1, 1980. This action would result
in a reduction of 40 personnel-years and $332,157 in the budget year and
ongoing annual savings of about $700,000.

- These reductions reflect the administration’s belief that ever-increasing
government regulation does not always lead to a corresponding increase
in the quality of services provided to consumers:

- The recent boom in real estate activity in California has attracted record
numbers of salespersons and brokers to the real estate business. During
the three-year period from 1975-76 to 1978-79, the number of new licenses
issued in California increased by 131 percent, and the total number of
licensees in the state grew by nearly 50 percent. :

The department has attempted to assure the competence of licensed
brokers and salespersons by improved screening of applicants and more
vigorous education and examination requirements. However, because
- there are no formal education requirements that must be met in order to
become a real estate salesperson and because there are large numbers of
both part-time and inexperienced individuals in the field, complaints
against licensees are on the increase.

‘One method of correcting this would be through increased state over-
sight of salespersons’ training, employment history, financial records, and
formal education. The department’s proposed program reductions em-
body a different approach. The department would transfer supervisory
and training responsibility for salespersons to real estate brokers. It be-




Item 154 BUSINESS AND TRANSPORTATION / 265

lieves that holding brokers responsible for the actions of salespersons
whom they employ will reduce the number of unqualified salespersons,
with a corresponding increase in the quahty of service available to con-
sumers.

In our Judgment real estate brokers, by virtue of thelr day to-day con-
tact with individual salespersons, are in a better position than the depart-
ment to assess individual salesperson qualifications. The department’s
proposal provides an incentive for brokers to screen out unqualified
salespersons—an incentive lacking under current licensing procedures.
The transition from department supervision to broker supervision will
require carefully designed legislation which minimizes transition prob-
lems and maintains consumer protection. Given such leglslatlon we

“would recommend that the proposed reductions be approved. - /

In a related change the department proposes to cease part1C1pat1ng in

. the Multi-State Real Estate Examination Program, thereby permitting a

budget-year reduction of $142,480 and ongoing annual savings of about-

$300,000. Under this program, the California Department of R&al Estate
prepares and administers for participating states an examination of real
estate practices which are the same nationwide, such as valuation, finance,
or federal regulation. States which choose to participate in the program
reimburse the department for all costs incurred. The purpose of the pro-
gram is to upgrade the quality of the real estate profession nationwide.

If the department no longer prepared real estate examinations for Cali-
fornia salespersons, it would be difficult to justify its involvement in exam-
ining applicants in other states. Thus, if the departn_lent’s proposal to

_discontinue the examination of real estate salespersons is approved, we
recommend that its proposal to cease part101pat1ng in the multi-state pro-
gram also be approved.

These budget proposals require enactment of leglslatlon before they
can be implemented. Such legislation should include provisions holding
real estate brokers accountable for the activity of the salespersons whom
they employ. Such provisions are necessary in order to safeguard consum-
ers against fraudulent real estate practices.

- On this ‘basis we recommend that the requested reductlons be ap-
proved. -

Overbudgeted Personnel Costs

. We recommend a reduction of $3,972 to reflect overbudgetmg of sala-
ries for proposed new positions.

The department proposes to add three clerical positions to the hcensmg
section for temporary help until January 1, 1980. The requested staff would
be paid $718 per month each. The budget allows $16,896 for salaries. Funds
for benefits and operating expenses are included elsewhere in the budget.

However, $718 per month for three positions for six months, is-only $12,-

924. We therefore.recommend a reduction of $3,972; the. difference

between actual salary reqmrements and the amount allotted in the
budget
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Fair Lending Program

We recommend a reduction of $20,706 from personal services and $2,461
from operating expenses and equipment to delete one deputy II position
requested for the regulatory element :

Chapter 1149, Statutes of 1977, which became effective April 1, 1978,
prohibits discriminatory lending practices and provides that the Secretary
of Business and Transportation process associated complaints. The secre-
tary has delegated a portion of the investigation of such complaints to the
Department of Real Estate. The department is requesting a deputy II
position in the budget year to process these complaints.

We believe that this request is not justified for several reasons. First, the
Departments of Savings and Loan, and Banking share with the Depart-
ment of Real Estate the responsibility to investigate fair lending com-
plaints. These departments have not received addltlonal personnel for this
purpose.

Second, the regulatory element had 11 vacant positions statewide as of
Deécember 31, 1978. These vacancies include six deputy positions. We
believe that the department should fill existing vacancies before request-

“ing new positions.

We therefore recommend that the position not be approved, for a sav-

ings of $23,167. '

Automation of Licenses and Examinations ‘

We recommend a reduction of $178,041 to eliminate overbudgeting for
data processing expenses. -

The elimination of salesperson examinations and licensing will reduce
workload, but the department will still have large recordkeeping and
management information requirements. Examination and licensing of
some 25,000 brokers per year will continue, and we expect that the depart-
ment will be required to keep track of salesperson/broker affiliations. The
department anticipates at least 90,000 yearly requests for license status
information.

The present examination system is entirely manual Requests for exams
are received on multipart cards which are hand processed. The current
licensing system uses a combination of manual and automated record-
keeping processes. Updates of license records take from three to six weeks.
Handwritten notes are added to files to overcome problems created by
this time lag.

The department proposes to automate its examination and licensing
processes: This will allow the department to process examination- and
license-related information more efficiently, resulting in the elimination
of seven clerical positions and associated operating expenses.

- In the past we have recommended that the department modenize its
licensing and exarnhination processes. In our judgment, the department’s
project is sound and should be implemented. However, the department
has requested substantially more funds than will be necessary to imple-
ment the project and maintain its operation through the budget year.
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Over the two-year period 1978-79 and 1979-80, the department has
budgeted $654,182 for the implementation and operation of the EDP.
system. Our estimate of the actual cost for implementing and operating
the system over the same time period, based upon project documentation,
is $476,141. Several factors account for the difference in the budget year.

1. Doubie-Counting. $73,428 of the discrepancy results from the de-
partment’s double-counting of equipment rental and Teale Data Center
charges. The proposed budget includes the cost of equipment rental and
Teale Data Center charges during the transition from the current system
to the EDP system as part of the cost of implementating the EDP project.
The budget also includes the same costs as separate items in the operating
expenses and equipment category. '

2. Other EDP Projects. The department’s EDP request contains $70,-
000 for additional data processing projects such as automating the continu-
ing education requirements for real estate brokers and salespersons. This
involves registering approved course offerings and monitoring licensee
participation. In addition, the department proposes to study potential
EDP applictions in other department activities. Based upon review of
project documentation, we believe that $50,000 will be adequate for these
projects. Therefore, we recommend the amount be reduced by an addi-
tional $20,000.

3. Microfilming the Department’s Master Files. The department staff
indicates that the proposed EDP budget request includes $84,613 to cover
extra costs for a proposed microfilm project. This project is dlscussed in
detail in the next section where we recommend deferral.

“We therefore recommend a reduction of $178,041, the difference
between the department’s budget request for EDP projects and our esti-
mate of the cost.

Microfilming of Master Files

We recommend a reduction of $256' 5 71 requested for mzcrof' Immg the
department’s master files because the department’s Iong-term storage
requirements are not well established. :

The department proposes to microfilm its master files which contain
over 400,000 items and provide information on all real estate licensees. The
present system, using original paper documents, has resulted in errors,
document losses, misfiles, and unnecessary search time. A feasibility study
in June 1978 identified potentlal yearly savings of $47,885 accrumg from
conversion to microfilm.

We agree that-eventual conversion of department files to mlcroﬁlm is
a sound idea. However, the proposed elimination of the examination and
licensing of salespersons changes some of the assumptlons upon Wthh the
feasibility study was based.

Projected Savings May Not Occur. The feasibility study pro;ects yearly
savings of $47,885. The bulk of this comes from reduced filing and retrieval
time for microfilm as opposed to paper documents. If the department
eliminates the licensing of salespersons, the number of files created yearly
will be reduced by 80 percent. Similarly, the number of renewal applica-
tions will be reduced by 65 percent. Even assuming that the department
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still keeps track of salesperson/broker affiliations, the overall filing and
retrieval workload will decrease dramatically, with a corresponding de-
crease in potential savings.

Change In Storage Requirements. The feasibility study calls for the
microfilming of the department’s entire existing master file—over 400,000
licensees and over 3.3 million total images. If the department eliminates
the licensing of salespersons, the volume of records to be stored is likely
to decline, for two reasons. First, the number of active licensees is expect-
ed to decrease. Second, the number of document pages per licensee could
likewise decrease substantially. The project allows for the storage of 98
items per licensee, including original application, fingerprint clearances,
qualification sheet authorization forms, consent to service forms, hearing
flags, fictitious business name statements, security dealer bonds and ap--
plications, change of name, renewals, changes of address, cancellations,
other change forms, miscellaneous  correspondence, and branch office
applications and cancellations. Again, even assuming that the department
will continue to maintain some records on real estate salespersons, it
appears that the overall storage requirements could decrease significantly.

Although the department budgeted $256,571 for the microfilm project,
discussions with General Services and Real Estate staff indicate that the
actual cost of the conversion will exceed $400,000. If the number of items
to be filmed could be reduced, the cost of the project would decline
considerably.

We recommend that the proposed rmcroﬁlm project be delayed until
it is determined if the department will eliminate the examination and
licensing of salespersons. If salesperson examination and licensing is elimi-
nated, we recommend that a new feasibility study be completed to reflect
the different nature of the department’s filing, retrieval, and storage re-
qguirements. The budget year savmgs from delaying this project would be
$256,571.

Word Processing Equipment

We recommend a reduction of $41, 000 requested for Word .processing
equipment because the anticipated workload will be reduced by other
proposed program reductions.

The department proposes to acquire a word-processing unit for the
subdivisions element and add additional word-processing equipment to
the existing examination and licensing system. Both projects were justified
on the basis of anticipated increased workload identified in separate feasi-
bility studies. However, several factors outside of the scope of the original
feasibility studies have changed the anticipated workload.

Reduced Workload. The feasibility studies anticipated greatly in-
creased typing workload in the subdivision and licensing elements of the
department. If the proposed program reductions in the subdivision and
licensing elements are implemented, not only will the anticipated extra
workload fail to materialize, but the existing workload will be reduced.

In the subdivisions element, several types of public reports which are
presently required of land developers are to be eliminated. The reports
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to be eliminated account for about 20 percent of all public reports proc-
essed by the department.

In the licensing and examination element, the department proposes to
eliminate the licensing and examination of real estate salespersons, and
eliminate the creation and distribution of the multi-state real estate exami-
nation. These activities account for at least 50.percent of the element
workload.

Also, the EDP system now being implemented in the licensing and
examination element has the capability to perform certain word process-
ing functions. The EDP system could, if used for the formulation, construc-

" tion, and processing of broker examinations, greatly reduce the existing
examination word processing requirements. The proposed budget con-
tains funds for studies of potential EDP applications in the department.
We would anticipate that one such study would look at word processmg
functions.

. Centralization. The word-processing requ1rements of the subdivisions
and examination/licensing elements were considered separately in the
feasibility studies. Although separate word-processing facilities would

eliminate any conflict between these elements over the use of word proc-

essing equipment, procurement and operational economies would result
from a centralized system.

Given these considerations, we believe that investment in word-proc-
essing equipment is premature at this time. The need for additional equip-
ment should be restudied when it is known whether or not the proposed
reductions in subdivisions and exam/licensing activity will be implement-
ed. Moreover, the use of a centralized system in conjunction with the new
EDP capabilities should be considered. We therefore recommend that the
proposed requests: for word processing eqmpment be denied, for a savings

of $41,000.
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 contdins 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 expendlture information for this pro-
gram.
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Table 3

Offerings and Securities Program
Staffing and Expenditures

Percent Change Percent Change '

Actual Fstimated over Proposed over ..
1977-78 197879 Previpus Year 19798 Previous Year
Expenditures by Element: o
Subdivisions...........ceenerreene $2,188,319 $2208213 . 0.9% $2,148,366 —21%

. Real Property Securities 89,368 106,007 186 - 114278 78
Syndicate Securities ........ 76,652 — —1000 — —
Total Program Expen- ‘ '

ditures ....ocoecvenneine $2,354,339 $2,314,220 -17% $2,262,644 —2.2%
Personnel-Years by - Ele- . :
ment: o
Subdivisions............c.c.ueeeee 82.9 85 = —-05% 1 =139%
Real Property Securities 22 24 90 24 0.0
Syndicate Securities ........ _ . 22 —  —1000 —_ —
Total Program Person- ‘ ’
nel-Years ... 87.3 849 - -27% 734 -135%

Elimination of Public Reports and Other Subdivision Activities

We recommend approval of the Governor’s Budget proposal to elimi-
nate various public reports and reduce other subdivision activities. We
further recommend that implementing legislation contain provisions to
safeguard the public against fraudulent real estate practices.

The department proposes several reductions in the regulation of in-
_state subdivisions. These reductions include (1) elimination of several.
types of public reports and applications presently required of real estate
developers, (2) elimination of the inspection of standard subdivisions, and

(3). reduction of the scope of the Homeowner’s Association assistance:
program. These proposals would allow a budget reduction of 13.5 pos1t10ns,
and $336,547. :
" Public Reports. Subdivision public reports contain mformatmn on the
availability of services such as sewage facilities, public utilities, and schools.
The public reports to be eliminated are those presently required for stand-
ard subdivisions (those without common-interest facilities) with homes
inside of city limits; standard subdivisions of between five and eleven.
units; and condominiumns, community apartment projects, and stock coop-
erahves under five units.

For standard subdivisions inside of city limits, the information contamed
in public reports is of little importance to potential buyers because in most
cases local services are already available. In the case of standard subdivi-
sions having fewer than eleven units, the department maintains that the
cost of preparing a report for fewer than eleven units is not justified.
Similarly, for condominiums, community apartment projects, and stock -
coopératives of less than five units, the proposed change will eliminate the
necessity for public reports for transactions involving only a few units.
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There is no identifiable “cut-off” point at which the number of units
involved automatically justifies the cost of .a particular type of public .
report. Rather, all such limits reflect a balance of workload, public protec-
tion, and cost. Bearing in mind that all costs incurred by developers are
eventually passed on to purchasers, we agree that the department’s
proposed changes are reasonable and should be approved. Moreover, re-
quiring public reports on these units often leads to delays in the processing
of public reports for the larger subdivisions. These delays impose an added
cost on developers and the public in the form of debt service on units that
cannot legally be sold until the public report is completed.

Inspection of Standard Subdivisions. The department presently per-
forms an on-site inspection of all standard subdivisions. The purpose of an
on-site inspection is to look for hazards and verify the information submit-
ted by developers in the public report. In the vast majority of cases, the
inspection provides no additional information. If the developer is guilty of
misrepresentation, complaints can be investigated by the department’s
regulatory and recovery program. Violation of the Real Estate Law or the
Subdivided Lands Act results in formal proceedings. The elimination of
inspections should not change this process.

Reduction of Homeowner’s Association Assistance. The department
currently provides various types of assistance to homeowner’s associations.
Department activities include helping with the initial organization of an
association, familiarizing association members with the various services

" available through the department, and investigating any association com-
plaints. The department proposes to reduce these public service activities
other than the investigation of association complaints. The department
has other programs designed to pubhaze the availability of consumer
services. For instance, most newspapers in the state have a weekly real
estate section in which department programs and related subject matter
are reviewed. The‘department distributes consumer education pamphlets
and brochures, maintains a consumer information service in the Sacra-
mento office, and supports numerous real estate courses. Therefore, the
proposed reductions should not significantly affect consumers’ interests.

Several of these proposals require legislation in order to be implement-
ed. Such legislation should contain provisions to safeguard the public
against fraudulent real estate practices. With these safeguards, it is our
judgment that the proposed reductions would not seriously affect the level
of consumer protection afforded to California citizens, and we therefore
recommend that the requested reductions. be approved. -

2 lll. POLICY AND PLANNING
This program, previously titled the eduction and research program,
includes: (1) the support of real estate courses and projects in educational
institutions, (2) the legislative liaison office, and (3) course approval and
continuing education activity. The publications unit, formerly located in
Policy and Planning, has been transferred to the Administration section.
The education component develops curriculum programs designed to
improve the competence of license applicants and licensees. In addition,
research in various areas of real estate activity, such as marketing, finance,
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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,
Statutes of 1977 (AB 825), to contract with quahﬁed corporations or as-
‘sociations for research work. .

The legislative liaison element analyzes bills and monitors the legislative
process for the department’s administration. The course approval and
continuing education element screens instructor qualifications, course
materials, and curricula which are intended to improve the level of
competence of real estate applicants and licensees.

Table 4 presents program staffing and cost data."

Table 4

Policy ‘and Planning Program
Staffing and Expenditures

: ‘ . ~  Percent Change Percent Change
Actual Estimated over Proposed over
: : - 19778 1978-79 Previous Year 19798 Previous Year
Expenditures by Element:

- Education and Research .. $696,805 $681,676 - —-22% $631,637 -13%
Legislative Liaison '........ 85,113 - 84,788 —-04 90,692 70
Continuing Education ... 28,284 87,208 208.3 93,419 71

Total Program Expendi-

BUPES covrevercnivermmnresinsens $810,202 .$853,672 5.4% $815,748 —44%
Personnel-Years by = Ele- :

ment: : . » .
Education and Research .. 82 81 -12% 82 12%
Legislative Liaison ..... . 34 . 38 118 38 00
Continuing Education ..... 1.6 33 - . 1063 - 33 00 -

Total Program Person- ' N

nel-Years .o 182 152 152% 153 . 07%

Elimination of Education and Research Reserve

We recommend legislation to abolish the reserve for education and
research because this reserve 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 prev10usly provided for
these functions..

‘We believe that the existence of a separate reserve for education and
research is no longer warranted. The diversion of license fee revenues to
this reserve has caused a significant decline in the resources available for
other activities: As shown in Table 1, the projected education and research
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reserve at the end of the budget year is more than 26 percent greater than
the level estimated for June 30, 1979. During fiscal year 1978-79, moreover,
the education and research reserve increased by more than 50 percent.
Surplus funds-available for other department operations are expected to
decrease by approximately 33.6 percent during this same period. The
elimination of the education and research reserve would increase the
surplus monies available for other department operations by nearly 70
percent and would postpone the need for any increase in the fees levied
by the department. :

Education and Research Activities

We withhold recommendation on $3589,202 budgeted for education and
research activities pending receipt and review of the department’s lzst of
proposed activities (due February 1, 1979).

Funding for real estate education and research in last year ’s budget was
approved with the addition of Budget Act language which provided that
“the department and the Real Estate Education and Advisory Committee
shall develop a list of proposed education and research activities, indicat-
ing the need and estimated expenditures for these activities, and submit
this list to the appropriate fiscal and policy committees and. the ]omt
Legislative Budget Committee by February 1, 1979.”

Of the $631,637 proposed for the education and research program the
department states that $389,202 will be used for real. estate education
support and research grants. Funding of these expenditures is provided by
the education and research reserve of the Real Estate Fund. We withhold
recommendatlon pending receipt of the department’s report.

IV. ADMINISTRATION

The administration program includes the management and pohcy for-
“mulation functions of the cominissioner’s office and central services such
as accounting, publications, and personnel for the department. Program
costs include overhead expend1tures and are prorated among the three
operating programs of the department. Cost and staffing data for the

program are presented in Table 5.

Table 5
Admin_istration Staffing and Expenditures .
Percent Change - Percent Change

Actusl Estimated over Proposed over
197718 . 197679 Previous Year - 197980 Previous Year

Expenditures $891,409  $888,110 —04% $934,889 . 53%
Personnel-years............. sessersesasemsiessasraniens 403 B9 -109% = M9 -28%

Excess Funds Budgeted for Personnel Attr|t|on

We recommend a reduction of $150,000 budgeted for persozme] attrition
and a transfer of 850,000 from personal services to operating expenses.

As discussed earlier, the department is proposing significant reductions
in positions, three-fourths of which become effective January 1, 1980.
Funding for these positions through January 1, 1980, is included in the
budget request. An additional $200,000 is budgeted as a “personnel attri-

1278673
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tion adjustment.” The Department of Finance states that this money will
be used to mitigate layoffs and ease the transition from the current year
to the budget year. The funds may also be used to cover the department’s
costs for relocating remaining staff as a result of eliminating positions. The
Department of Finance has not provided a formula or other tangible
justification for including this amount.

The department should be provided with funds to cover relocation
costs. We believe that $50,000 would be sufficient for this purpose. Howev-
er, we do not believe that funds should be appropriated to support posi-
tions which the Department of Finance has determined are unnecessary.
We therefore recommend a reduction of $150,000 budgeted for personnel
attrition and the transfer of the remaining $50,000 to the operating ex-
pense category, to be used only for employee relocation and associated
costs. ‘

Videotape Equipment s . .

We recommend a reduction of $2,800 requested for videotape equip-
ment because the need for the equipment has not been substantiated.

The department requests $2,800. for a color video cassette recorder/
player for the Policy and Planning Unit to be used “to review items
developed by research contracts and as a training tool.” The department
indicated that the use of pre-recorded orientation and training presenta-
tions would free-up department staff for other activities.

In our judgment the acquisition of videotape equipment by the depart-
ment is not justified at this time. The department provided no documenta-
tion as to the number of research contracts which are submitted as
videotapes. With regard to training, in the budget year the department
anticipates a net Joss of 45 positions. This, together with the hiring freeze,

. indicates that there will be few new “trainees” in the budget year. Finally,
even if the need for videotape equipment can be substantiated, there is
no need for the department to have access to the equipment on a daily
basis. Arrangements can be developed with education institutions or other
state agencies for use of video equipment on an as-needed basis. We
therefore recommend that the request for new video equipment be de-
nied. '
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- Business and Transportation Agency
DEPARTMENT OF SAVINGS AND LOAN

Item 155 from the Savmgs and

Loan Inspection Fund C . -Budget p. 322
_Requested 197980 ....oonoeeerienrrenresesressesiessanees Seceesmiereanessnesrinene e $5,782,943
Estimated 1978-T9........ccoivmemcnsiicnsinnmminnesesiisssenssasssens S 5,881,655
Actunal 197778 ......ovvveicecncsioenns ressensteesnetarraeten st assasieresertianstssianase 5,449,089

Requested decrease $98 712 (1.7 percent) '

Total recommended TEAUCHON ...vovvererencncnenserereceecnnenreseseesassnsenes None
: ‘ RIS ’ )  Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS _ page

1. Economic and Financial Information. Augment by $30,000 278
for one position. Recommend augmentation to continue = -
current activities.

2. Training Services. Augment by $20,000. Recommend 279
augmentation of funds for training savings and loan examin-
ers. Also recommend transfer of an additional $20,000 from
contract services to training services.

3. Personnel. Reduce by $50,000. Recommend a reduction 279
for personal services. .

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
with a branch office in San Francisco. The department is currently author-
ized 178.3 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 assocation assets
and is set by the commissioner at a level to cover the department’s annual
operating costs.

The department performs its responsxblhtles under one operatmg 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 utiliza-
tion of sound management and accounting practices. The appraisal ele-
ment makes field appraisals of real property upon which loans have been
made by associations in order to determine lending and appraisal policies.
The facilities licensing and legal assistance element conducts hearings and
renders decisions on applications for new associations, branch offices, and
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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, making the boards of inquiry unnecessary.

ANALYSIS AND RECOMMENDATIONS

The department proposes an expenditure of $5,782,943, which is a net
decrease of $98,712 or 1.7 percent below estimated current year expendi-
tures. However, reimbursements from certain out-of-state associations,
estimated at $19,421 in the budget year (representing travel expenses for
appraising out-of-state loans) , will produce a total expenditure program of
$5,802,364. ' :

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




Table 1

Cost and Staffihg Data
Department of Savings and Loan Programs .
Actual 1977-78 Estimated 1978-79 Proposed 1976-80

Personnel- Personnel- Personnel-
Program and Flements - years Cost =~ years Cost . . .. years Cost
Supervision and Regulation ’ :
Examination - 155 $2,111,888 - 803 $2,400,484 65 $2,404,696
Appraisal : 31 1,096,797 32.0 1,211,931 25 1,175,997
Facilities licensing and legal assistance 6.0 262,826 70 283,225 4 253,730
Economic and financial information ... 15.5 856,005 180 861,577 14 859,016
Boards of inquiry * - 48,782 : — - - ' -
Administration 39.4 1,079,698 41.0 1,134,859 .38 1,108,925
Total Programs 1705 $5,455,966 1783 $5901076 . 146 $5,802,364 -
Reimbursements ! —6,907 —19,421 —19,421 -
Net Total Program $5,449,089 $5,881,655 $5,782,943

# Chapter 1140, Statutes of 1977, provides a mechanism for fair lending complaint resolution making the boards of inquiry unnecessary.

GGT w1
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Position Reductions

1. Appraisal Element

The department proposes to request leglslatlon to provide greater man-
agement discretion in the appralsal program. This would reduce the staff
needs for this program by nine positions. In our opinion, the Financial
Codes currently allow sufficient ﬂex1b111ty in thls area and therefore no
legislation is necessary.

2. Facilities Licensing and Legal Assxstance

Effective January 1, 1979, the Savings and Loan Commissioner has the
authority to waive the required hearing for savings and loan branch ap-
plications. This will allow for the elimination of three positions from this
program.

3. Administration '

As a result of reductions in various programs an additional three posi-
tions will be eliminated effective January 1, 1980.

Reductions per Sections 27.1 and 27.2—Budget Act of 1978

In the current year, the department reduced its budget by $72,000 in
operating expenses and equipment and 5.7 positions ($106,430) to comply
with Sections 27.1 and 27.2 of the 1978 Budget Act. The $72,000 reduction
was accomplished by lowering the amounts budgeted for general ex-
‘penses, communications, in-state travel, consulting and professional serv-
ices, and national association membership dues. The 5.7 positions (2
appraisers and 3.7 examiners) had been initially authorized as new posi-
tions for the 1978-79 budget year based on increased workload. Although
the department provided adequate justification for these positions, there
do not appear to be serious backlogs resulting from their elimination.

We recommend an augmentation of $30,000 for one senior economist
position.

The department has requested $50,000 for consulting services for
projects associated with the Economic and Financial Information Devel-
opment (EFID) Unit. One of the consulting projects planned for the
budget year is an updating and modification of the department’s automat-
ed “early warning system” of savings and loan associations’ financial per-
formance. A second major project will determine the need and
effectiveness of loan limitations as a regulatory tool. This study is expected
to disclose whether legal loan limitations are effective in maintaining
safety and solvency. The combined costs for these two projects will not
exceed $30,000. A variety of projects of lesser importance constitute the
balance of the consulting services request. Because of the lower priority
of some consulting projects, in the following section we are recommend-
ing that $20,000 be redirected from consulting services to training funds. -

The budget also proposes to éliminate four positions from the EFID
Unit. If these four positions are eliminated, the department would be
without sufficient staff to monitor and assist with the early warning system
project or the loan limitation study. This reduction would also limit the
department’s ability to analyze and report on problem associations. In our
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opinion, these activities are sufficiently important to- warrant retaiﬁing
some staff support with technical expertise. Therefore, we recommend an
increase of $30,000 to retain a senior economist position for the EFID Unit.

Additional Position Reductlons—Exammatlon Program )

We concur with the proposa] to reduce 18 positions, but we recommend
an augmentation of $20,000 and the transfer of $20,000 from consulting
services for a total of $40,000 for increased training.

Section 8800 of the Financial Code requires the Savings and Loan Com-
missioner to examine each state chartered savings and loan-association at
least once every two years. Section 8801 of the Financial Code identifies
the procedures for examining these associations. Currently, the depart-
ment examines associations on an average of every 14 months. The depart-
ment proposes to request legislation to modify the current requirements.
This will allow the examination program to reduce its-staff by 18 positions.
The 1979-80 budget request reflects this reduction effechve ]anuary 1,
1980. .

In our judgment, the department, even.in the absence of authorizing
legislation, could eliminate the 18 positions from this program and contin-

- ue to meet the minimum requirements set forth in the Financial Code.

This could be accomplished by developing and utilizing different types of
examinations which would vary in depth from the current “full examina-
tion” to a “mini-examination.” The use of a particular type of examination
could be determined by a number of factors such as (1) the condition of
the association at the time of prior exams, (2) the quality of the associa- -
tion’s internal operations and loan controls, and (3) the information pro-

“vided by the early warning system. For this multitype examination to
“function properly, the department should provide additional training for
“the remaining staff, particularly in the area of electronic data processing.
“+Based on previous experiences in this area, we estimate that $40,000 would

be sufficient for this training. Therefore, we recommend that $20,000 of

- the funds requested for consultant services be redirected for training and

that the department’s budget be augmented by an additional $20,000 for
training.

Excess Funds Budgeted for Personnel

We recommend a reduction of $50,000 budgeted for personne] attrition,
and a transfer of $50,000 from personnel services to operating expenses.
As discussed earlier, the department is proposing significant reductions
in positions, effective January 1, 1980. Funding for these positions through

.]anuary 1, 1980, is included in the budget request. An additional $100,000

is budgeted as a “personnel attrition adjustment.” The Department of
Finance states that this money will be used to mitigate layoffs and ease the
transition from the current year to the budget year. The funds may also
be used to cover the department’s costs for relocating remaining staff as
a result of eliminating positions. The Department of Finance has not
provided a formula or other tanglble justification for mcludmg an amount
as large as $100,000.

The department should have funds available to cover relocation costs.
We believe that $50,000 would be sufficient for this purpose. On the other
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hand, we do not believe funds should be budgeted for positions that
according to the Department of Finance, are unnecessary. We therefore
recommend a reduction of $50,000 budgeted for personnel attrition and
that the remaining $50,000 be transferred to the operating expense cate-
gory and 'usedﬂonly for employee relocation and associated costs.

CALIFORNIA TRANSPORTATION COMMISSION

Item 156 from the Transporta-
_tion Planning and Research
“Account, State Transportation

Fund ‘ o . -Budget p. 325
Requested 1979-80 .......cccecunnee. Leerresaeiestestareeesbesbeniebeserensesaisberses $703,685
Estimated 1978=79.....cuivirtieeeiecrtsssrenseesessssssssssossnessessesessenenes 749,064
Actual 1977=T8 ...ttt None

Requested decrease $45,379 (6.1 percent) :

Total recommended reduction .........iiivinnniesiosinin ebeeroane . None

GENERAL PROGRAM STATEMENT

The California Transportation Commission was created by Chapter
1106, Statutes of 1977, effective February 1, 1978, to replace the California
Highway Commission, California Toll Brldge Authority, Aeronautics
Board, and State Transportatlon Board. Membership consists of nine per-
sons appointed by the Governor who serve staggered four-year terms.
One member of the Senate appointed by the Senate Rules Committee and
one member of the Assembly appomted by the Speaker also serve as
members

© Although the commission has assumed the major respon51b1ht1es of the
four terminated bodies, statutory authority differs from that of its pred—
ecessors. First, unlike the Highway Commission, the commission is not
authorized to approve the Department of Transportation’s budget. In-
stead, the Legislature reviews and acts upon the department’s -budget
proposals. However, the commission is required to evaluate the budget
and make recommendations to the Leglslature on the department’s
proposals.

Second, the commission determines transportatlon prOJect pnontles to
be funded within annual appropriationis. Moreover, the commission is
responsible for: (1) the adoption of an annual five-year state transporta-
tion improvement program; (2) the adoption and issuance of one-year and
five-year transportation revenue estimates to. be used by regional trans-

‘portation planning agencies in developing regional transportation pro-
grams; (3) the resolution of differences between the state’s and the
reglonal transportation agencies’ improvement programs; and (4) the
issuance of a California Transportation Plan in a biennial report. '
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ANALYSIS AND RECOMMENDATIONS - -

We recommend approval: -

The commission’s budget proposes an expendlture of $703 685 from the
Transportation Planning and Research Account, State Transportation
Fund, a decrease of $45,379 or 6.1 percent from the estimated current year
expenditure level. This reduction is primarily due to (1) the elimination
of funds previously budgeted for moving expenses, and (2) a significant
decrease in proposed. expendltures for consultant and professmnal serv- -
ices.

The budget proposes 9.5 authonzed positions to support commission

.activities in 1979-80, the same as in the current year. This total includes

an executive secretary appointed by the commission, four professional
staff, and five clerical positions. The commission anticipates that it will be
actively involved in developing an appropriate state role in solving
aerbhautics problems, determining whether legislative changes are neces-
sary to insure stable financing of transit systems affected by the passage
of Proposition 13, and explormg more equitable means of financing trans-
portation.

Busmess and Transportatlon Agency
DEPARTMENT OF TRANSPORTATION

Ttems 157—169 and 453-454 from

“various funds ' S Budget p. 328
| Requested 197980 .vrvvvvovsiisiessioneeresssrens eroriosssariiin oo $1,449,313,331
Estimated 1978-79. .. ' o vt ... 1,442,749,178
ACtUAL 19TT-T8 ....cocviveiereieiieiiresieeieeinsess e sesssessisesssessersesscansesans eevene 1 117 794,484

Requested increase $6, 564 153 (0.5 percent) ' L
Total recommended reductlon I Y S . $34,774,511

_ S e L . , Ana]ysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS . - - page

'1.. Transit Operator Assistance. Reduce Item 160 by $403,060. 301
Recommend reduction in unnecessary assistance activities.

2. Abandoned Railroad Right-of-Way Purchases. Withhold = 303
recommendation pending department’s submission of ad-
ditional data. Also recommend that department report on .

- status of proposed legislation. .

3. Interregional Public Transportation. Reduce Items 160and 303
161 in the total amount of $3,568,537.. Recommend.reduc-

.. tion in department support of rail services and deletlon of

~ unjustified planning activities. - .
" 4. Transfer Facilities. Reduce Item 161 by $6'1 404, Becom- 307
" mend reduction in specified evaluation and planning func-
: tlons ,
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5. Transportation Demonstration Projects. Reduce Item 160 . 307
by $37,000. Recommend deletion of identified transit re-
:search projects.

6. Fuel Tax Refunds. Recommend legislation deleting air- = 310
craft fuel tax refund provisions. = P

7. Support Activities. Reduce Item 163 by $108,045. Recom- 310

* mend reductions in safety, planning, and noise functions. .

8. Local Assistance. Reduce Item 168 by $500,000. Recom- 311
mend deletion of proposed increases in airport loan and '
grant programs.

9. Staff.Benefits. Reduce Item 164 by $17,300,000. Recom- 316

- mend reduction of amount overbudgeted for employee '
benefits. c

10. Merit Salary Increases. Reduce Item 164 by $1,795,465. 316
Recommend reduction of amount overbudgeted for em-

.- ployee merit salary increases. -

11. Land and Buildings. Recommend legislation be enacted = 318
requiring review of capital outlay projects for department
land, buildings, and facilities.

12. Grade Separation Projects. Withhold recommendatlon 319
pending legislative review of proposal to eliminate Grade
Separation = Program. Also recommend department

. present proposals to the Legislature for alternatives to
present program.

13. -Grade Crossing Equipment. Bea'uce Item 169 by $1,000,- 320

" 000. Recommend reduction of state appropriation for in-
stallation of railroad grade crossing equipment due to
availability of federal funding. , .

14. Operating and Contingency Fxpenses. Reduce Item 164 by 323

- $6,000,000. Recommend reduction in amount budgeted
for data processing and operating contingency fund. Also
recommend department report on expendltures from con-
tingency fund. -

- 15. Business and Personnel Management Reduce Item 164 by 324
$260,000.  Recommend: reduction in staff requested for
business and personnel management activities.

16. Night Toll Collection. 'Recommend  that proposal to 325
eliminate night collection on state toll bridges be denied.

17. Traffic Surveillance. Reduce Item 164 by $241,800. Rec- 326
‘-ommend reduction in staff requested for increased trafﬁc :
monitoring, evaluation, and supervision. :

18. Landscape and Permit Personnel. Reduce Item 164 by - 327
.$616,900. Recommend reduction in increased staff for
landscape maintenance’ and transportatlon permlt issu-
ance. '

19. Real Estate Activities. Reduce Item 164 by $465,000. Rec- - 327
ommend reduction in mcreased staff for real estate activi-
ties. :
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20. Passenger Vehicle Fleet. Reduce Item 453 by $1,917,300. 329
Recommend reduction of amount overbudgeted for pur-
chase of passenger vehicles. _
21. Motorized Equipment Training School. Reduce Item 164 = 330
. by $500,000. Recommend reduction in expenses for mo-
torized equipment training school to reflect expected sav-
ings.

GENERAL PROGRAM STATE'MENT

Chapter 1253, Statutes of 1972, created in the Business and Transporta-
tion Agency the Department of Transportation, which replaced the De-
partments of Public Works and Aeronautics. The department assumed the
ongoing activities of these former entities through two divisions, Highway
Transportation and Aeronautics. Chapter 1253 also required the format:xon
of the Division of Mass Transportation and the Division of Transportatlon
Planning.

The total department budget is approximately $1.45 billion. Leglslatlve
appropriations for support, local assistance subventions, and capital outlay -
are about $686 million of the total. The remaining $763 million is provided
by reimbursements, continuously appropnated funds, prior leglslatlve ap-
propriations, and federal funds.

ANALYSIS AND RECOMMENDATIONS

Table 1 displays budgeted expenditures of the Department of Transpor-
tation (Caltrans), by item and source of funds.

The proposed expenditure of $1,449,313,331 is $6,564,153, or 0.5 percent,
above the estimated current year expenditure of $1,442,749,178. Funding
for 15,114 personnel-years is proposed in the budget, a decrease of 24
personnel-years from the current year level of 15,138.

Our analysis of the department’s proposed budget is divided into two
parts. The first reviews the five-year State Transportation Improvement
Program (STIP), the information included in the STIP as required by
statute, and the program direction portrayed in the 1979 STIP. In the
second part, we analyze the four programs in the department’s budget,
which reflect the expend1ture level called for by the first year of the five
year STIP.

Table 1

) Department of Transportation
1979-80 Proposed Program Expenditures by Item Source

Jtem :

Ne. Description T ' : : Amount -~ Fund®

157 Support, Transportation Planning Program ... ) . 5361650 _ Transportation Planning

' _ T . and Research Account

158 - ‘Transfer to Transportation Planning and Research Account {2000 Aeronsutics Account

159 - Transfer to Transportation Planning and Research AcCOURE ... (10,718671). - State Highway Account
(a) State funds. R ; ($5,853,300)
(b} Federal funds ..., _ ; (4865311) .

160 Support, Mass Transportation Program . 4500000 General

161~ Support, Mass Transportation Program ‘ 2063104 " Transportation Planning

and Research Account
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(a) Mass Transportation 523934 -
{b) Reimbursements (Revenue and Taxation Code Section T2044).. ~284.250
{c) Reimbursements -1210000
{d) Federal funds : ~ 1,681,980 .
162 Support, Mass Transportation Program ......... . 53,000 - State Highway Account
163 Support, Aeronautics Program ; 1388611  Aeronautics Account
164 Support, Highway Transportation Program ..... 404510000  State Highway Account
(a) Maintenance 206,000,000 ;
(b) Rehabilitation ....... 23,808,000
{c) Operational improvements 47,553,000
(d) Operations 33,142,000
{e) Local assistance 10,427,000
{f) Program development ; 13,806,000
(g) New facilities 45,075,000
(b} Administration 105,836,000
(i) Reimbursements ) . —4,069,000
(i) Federal funds ; ' e =56,500,000
(k) Toll bridge funds : —20,538,000
(1) Amount payable from Envu‘onmental Protection Program Fund
(Item 165) 30,000
165 - Support, Highway Transportation Program ...memmmmmsmsms 30000  Environmental Protec-
: ' ‘ tion Program Fund
166 Local Assistance, Transportation Planning Program. ... 2031500  Transportation Planning
and Research Account
(a) Transportation planning 945,745
{b) Reimbursements 331445
“(c) Federal funds. - —4,000,000
167 Local Assistance, Mass Transportation Program ... . 2947000 State Highway Account
168 - Local Assistance, Aeronautics Program ; ’ 750351  Aeronautics Account
169 - " Local Assistance; Highway Transportation Program........ommuese - 42400000 State Highway Account
(a) Local assistance © 202,645,000
(b) Federal funds — 160,245,000
453 Capital Outlay, Highway Transportation Program ... 177630000 State Highway Account
: (a) Rehabilitation 116,485,000
(b) Operational improvements 118,050,000
(¢} Local assistance 51,119,000
{d) New facilities........ . 309,700,000 -
(&) Reimbursements ~51,119,000
(f) Federal funds —343,655,000
" (g) Amount payable from Toll Bridge Funds (Ttem 454) ... —22,830,000
(h) Amount payable fror Environmental Protection Program Fund
(Item 454) ~70,000 :
44 Capital Outlay, Highway Transportation Program ... o ' 70000 Environmental Protec-
. : : tion Program Fund
—— Capital Outlay, Highway Transportation Program ..... 22880000 Toll Bridge Funds
TOTAL, BUDGET ACT APPROPRIATION - $685,921,216
Add: " Reimbursements—Support $5,363,250.  Reimbursements
(a) Mass Transportation' Program {Item 161) .. . 1494550 :
(b} Highway Transportation Program (Item 164) . 4,069,000
Reimbursements—Local Assistance, Transportation Planning ogram ]
{Item 166) ...... 3314245 Reimbursements
* * Reimbursements-—Capital Outlay Highway Transportation Program ' o
(Item 453) ; ‘ 51,119,000 “Reimbursements
Reimbursements—Aeronautics (non-Budget Act) w....wiwisomminiann “$94700 - Reimbursements . .

Total, Reimbursements.. ‘ ‘ $60021904 -
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Continuing Statutory Appropriations S
(a) Chapter 1130, Statutes of 1975 1,356,746 ’ .
1) Mass Transportation Program. 356,746 Abandoned Railroad Ac-
: count
2) Mass Transportation Program.....u.mmmemswimmsmesssns * 1,000,000  ~ Transportation Planning
: ' : and Research Account
(by Chapter 1349, Statutes of 1976, Mass Transportation Program ... 31247, Transportation Planning
' ) and Research Account "
() Chapter 1098, Statutes of 1977, Mass Transportation Program..... 20456 Transportation Planning
‘ . : : : and Reseach Account.
(d) Chapter 460, Statutes of 1978, Mass Transportation Program ..... . 5819050 Transportation Planning
o ) . . and Research Account
(e). Chapter 1092, Statutes of 1972, Highway Transportation Program 415000 Bicycle Lane Account
Total, Continuing Statutory ADPrOPIIAODS ..o $11,018499
Aeronautics Account Continuing Appropriations ... 4260000  Aeronautics Account

Toll Bridge Funds—Support, Highway Transportauon Program (ltem
164)

: 20338000  Toll Bridge Funds
Federal Funds—Support s 53181980  Federal

{a) Mass Transportation Program (ltem 161) 1,681,980
(b} Highway Transportation Program (Iter 164) ... 56,500,000
Federal Funds—Local Assistance.... $164245000  Federal
(a) Transportation Planning Program (Item 166) .... 4,000,000 .
(b): Highway Transportation Prograr (tern 169) ... 160,245,000
Federal Funds—Capital Outlay, Highway Transportation ngram
(ltem 453) .. 3655000 Federal
Federal Funds—Carry-over Balances 101,472,432 * Federal
{a) Local Assistance, Transportation Planning Program '
1) Chiapter 1349, Statutes of 1976 143911
2) Budget Act of 1974, Item 210 .. 18499
3) Budget Act of 1977, Item 158......... 1144292
{b) Local Assistance, Highway Transportation Program
1) Chapter 320, Statutes of 1976 ........ 40,740,191
2) Chapter 359, Statutes of 1978 . 136,505,285
3) Less succeeding year balances ~T1. 245416
. Total, Federal Funds $667,554,412
TOTAL, PROCRAM EXPENDITURES 81449313331

2 All accounts are within the State Transportation Fund.

STATE TRANSPORTATION IMPROVEMENT PROGRAM

The State Transportation Improvement Program (STIP) is the basic
plan for all state and federally funded transportation improvements in
California. It is required by Chapter 1106, Statutes of 1977, which specifies
that the California Transportation Commission’ (CTC) shall adopt and
submit a five-year STIP to the Legislature and the Governor by July 1 of
each year, as shown in Exhibit 1. The first STIP will be adopted by July
1, 1979.

STIP Reqmrements

- For the five-year period covered the adopted STIP must contain: (a)
an estimate of available state and federal funds and associated constraints;
(b) all major projects to be funded; (c) a summary of planned minor
project expenditures; (d) recommended annual expenditures from the

State Highway Account by program category; and (e) appropriate addi-
tional information:
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Responsibilities of the CTC

In adopting a STIP, the commission is to consider (1) a proposed STIP
submitted by the department, (2) regional transportation improvement
programs (TIP’s), and (3) input from public hearings. Following its adop-
tion, the STIP may be amended by the CTC under specxfied circum-
stances..

The CTC allocates available state and federal funds only for projects
included in the adopted STIP. For each fiscal year, these allocations must
be consistent with total program expenditures specified in the Budget Act.
The adopted STIP- thus represents those transportation lmprovements
which can be implemented.

Exhibit 1

Timetable for Development of
State Transportation Improvement Program (STIP)°

Activity A ’ Datefs)
1. California Transportation Commission (CTC) adopts and provides estimate of available revenues to depart-
ment and regional agencies. November |
2. Department issues proposed STIP December |
3. CTC holds public hearings in nonmetropolitan areas December to April 1
4. Department submits report to CTC comparing proposed STIP to regional transportationi plans ... February 1
5. Regional agencies in urban areas submit regional Transportation Improvement Programs (TIP's) to CTC... April 1
6. CTC holds public hearings on proposed STIP and regional TIP's. April to July 1
7. CTC adopts STIP. July
8. CTC holds public hearings to consider-appeals. July I to August 15

® From Proposed 1979 State TIP, Volume 1, Depértment of Transportation, December 1, 1978.

Role of the Legislature-

Chapter 1106 increased the role of the Leglslature with respect to state
transportation policy formulation and budgeting. Pursuant to this statute,
the legislature’s appropriations through the Budget Act establish max-
imum expenditure levels for the various program components from all
state transportation funds. However, the statute states that the Budget Act
shall not identify specific capital outlay projects to be funded. Transfers
of funds by the department between programs are permitted upon CTC
and Department of Finance approval, provided that any decrease in au-
thorized expenditures within a program component (such as Rehabilita-
tion or Maintenance) does not exceed ten percent

Responsibilities of the Department

The Department of Transportatlon is required to prowde the commis-
sion with an estimate of state and federal funds available during the five-
year STIP period, not later than October 1 in the year prior to when the
STIP period begins. The department’s proposed STIP is then to be submit-
ted to the commission not later than December 1. After the STIP is adopt-
ed by the commission, the department implements the STIP consistent
" with (1) allocations to projects made by the commission and (2) the
Budget Act. Because many years are required to plan and carry out typical
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capital outlay projects, program development and capital outlay suppbrt
activities of the department during the budget year also include appropri-
ate planning and design work for improvements listed in the five years of
the STIP.

The Proposed 1919 STIP

The proposed 1979 STIP was subm1tted by the department to the CTC
in December 1978. Adjustments have subsequently been made to reflect
the proposed Governor’s budget, which provides for anticipated expend1-
tures in the first year of the STIP.

The department’s proposed budget and STIP expenditure plans for the
Highways Transportation, Mass Transportation, Transportation Planning,
and Aeronautics Programs are summarized in Tables 2 (state operations)

and 3 (capital outlay and subventions). Actual prior year and estimated
" current year expenditures, shown in the tables for comparison, are based
on consistent program definitions. These tables have been drawn from the
department’s comprehensive “Supplemental Reports”, prepared for the

first time this year as background information for the proposed budget
and STIP.

State Operations

Table 2 shows the following proposed five-year STIP expenditure totals
for state operations: (a) $2,591.8 million for highway transportation; (b)
$79 million for mass transportation; (c) $47.5 million for planning; and (d)
$7.5 million for aeronautics. Of these totals, highway transportation ex-
- penditures are projected to increase 8.1 percent in the budget year and
an average of 3.3 percent annually thereafter. Mass transportation shows
a proposed expenditure increase of 28.8 percent in the budget year, 19.4
" percent in the following year, and an average of 2 percent for the last
*. three years. Planning would decline 11.2 percent in the budget year, then
increase an average of 4.3 percent annually’ thereafter. Aeronautics is
slated for no increase in the budget year and would increase at an average
annual rate of 3.4 percent over the following four years.
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- Table 2
State Operations Expenditures
Proposed State Transportation Improvement Program (STiP)
Summary, 1977-78 through 1983-84
{in millions) : o
Highway Transportation 9B N R I8l 1M - 18 984

HA Rehabilitation ... $28 $A47 $238 $299 $B7 - $%5 $253
HB Operational Improve a8 9 45 62 B %1 51
HC Local Assistance ... 51 65 63 60 70 70 0
HD Program Development ... 133 130 188 160 170 e - 1
HE New Facilitics.... a9 - 39 6000 B3 480 4658 - 25
HF Administration . 7 1059 630 660 700 130
HK Operations 31 32 $0 - 30 380 400

1917 260 2840 930 mno 2890

HR Reimbursed Work for Others, W3 % 4 4 454150
Tol Sut Opetors Highvas...... 53 WEA. WSS W9 E0 Bl W
Mass Transportation o
MA Low MOIEY ..o $2 $6 $6 87 $8 $8 $9
MB Operator Assistance .... , 9 7 22 25 26 29 30
MC Interregional and Interci 21 29 57 97 97 98 98
MD Transfer Facilities and Services - 13 17 3 3 4 4
ME Demonstration Projects.... 23 12 12 13 14 14
MF Administration ... T 8 1 8 8 9
MR Reimbursed Work for Others . 9 o128 8 B P |
- Total State Operations, Mass Transit ... 6§04 34§60 866 166 - 410
Transportation Planning T o
- PA Statewide Planning 87 $36 $30 $32 834 $6 $38
PB Regional Planing . 5 9 9. W 10 1 11
PC Administration ....... 20 20 22 23 25 26 28
PR Reimbursed Work for Others .U a3 _ 2 _ 2 _ 9% _ 9 26
Total State Operations, Planning ... L 93 _®1 B w5 899 $103
Aeronautics T o '
AA Safety and Local Assistance, $5 $8 $6 $6 87 $7 $7
AB Administration ... . 5 4 4 4 4 4 4
AC Planning and Noise 2 2 4 4 4 4 5
AR Reimbursed Work for Others. % _ e _n _® _® M M
Total State Operations, Aeronautics. ... $12 §14 $14 $14 $15 $15 816

|
N
|
|
|
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Table 3 -
Capital Outlay and Subventions

Proposed-State Transportation Improvement Program (STIP)
Summary, 1977-78 through 1983-84

(in millions)
o : Proposed STIP .
Highway Transportation ) 1977-78 1978J9 998 - 188 IBL 18 1Y
HA Rehabilitation $988 81507 $116.5 $1052 $103.0 811 $906
HB Operational Improvements . W6 - 1312 1181 1094 1236 1343 ns
HE New Facilities......c.vwiene w502 - 3123 3097 1A\ - M85 259 2834
HR Reimbursed Work for Others.. - 83 509 5l %2 %6 - 644 _ 85
-Tota_l Capital Outlay, Highways....... o $4869 Ll $5%54 $469° BAUT 0 BIa3 108
HC Local Asistance Subvemions e $107 42991 $B1SI64  §ISB4 Q4 SIST4
Mass Transportation , = T = T '
MB Transit Operator Assistance ... 7 $180 $224 $291  $87 $281 $288
MD Transfer Facilities and Services®. o 4 68 48 48 48 48
Tota Subventions, Mass Transportatin ......  $48  $184 99 8389 $05  $09 86
Transportation Phaning T T T
PB Regional Planning Subventions B s g1l %1 %8 868
Aeronautics ) R B o e T S T
- AA Local Assistance SubVentions ... $49 S$2 0 Bb 0 ®B0 M6 M0 Ml

® Includes capital outlay of $0.1 million in 1977-78 a’nd' $0.4 million in 1978-79.

Capital Outlay and Subventions. Proposed capital outlay and subven-
tions are shown in Table 3. The five-year STIP totals are: (a) $2.7 billion
in capital outlay and $937.7 million in subventions for highway transporta-
tion; (b) $163.1 million in subventions for mass transportation; (c) $35
million in planning subventions; and (d) $22.7 million in subventions for
aeronautics. Of these totals, highway transportation capital outlay expend-
itures are expected to decline 16.3 percent in the budget year, then 8.1
percent the following year. An average annual decline of 2.3 percent is
projected for the following three years. ‘

In contrast, mass transportation subventions are slated to increase 58.7
percent in the budget year and an additional 16.1 percent the following
year. These subventions would then remain approximately constant at the
1980-81 level for the last three years of the STIP. Annual subventions in
both planning and aeronautics are slated to decline slightly during the
STIP period. This indicates that the department is proposing a major shift
in program emphasis, with a declining highway transportation capital
outlay program and an increasing mass transportation program.

Decliné in Highway Program. Inflation makes the actual decline in the
highway program even greater than what it appears to be. The depart-
ment assumes that inflation during the STIP period will exceed the 7
percent rate assumed for the 1977 Highway Program. The proposed five
year STIP highway expenditures were increased by approximately $121
million to reflect a twelve percent inflation rate in the base 1978-79 year.
In addition, the assumed annual inflation rate was increased from seven
percent to eight percent, thereby increasing STIP highway expenditures
by another $75 million. These inflation adjustments represent $196 million
in funds “lost > to inflation in the STIP since the 1977 Highway Program
was established.
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Although highway capital outlay is projected to decline slightly each
year in current dollars, even more sizable expenditure decreases occur
when compared in constant dollars. The trend of declining program ex-
penditures in current and in 1978-79 dollars (assuming eight percent
inflation) is shown in Exhibit 2. Using the department’s assumed inflation
rate of eight percent, total five year highway transportation capital outlay
in 1978-79 dollars totals only $2.16 billion, 20 percent less than the $2.7
billion measured in current dollars. A higher rate of inflation would gener-
ate an even more rapid decline in annual and total program value.

Department Adjustients to the Budget and the STIP. The department
has indicated that both the Governor’s Budget and the proposed STIP will
be revised in the next two months. The most significant changes will occur
in the Highway Transportation Program because increased funds are po-
tentially available for inclusion in the STIP as follows: =

(1) $100 million in the budget year transferred from the Motor Vehicle
Account to the State Highway Account;

(2) A total of approxunately $100 million in increased federal aid for
state highway requirements is available in the current and budget years.

(3) An increase over prior estimates of approximately $150 million in
federal aid for state highways is available in 1980-81 and 1981-82; and

(4) Approximately $100 million additional aid for local highway subven-
tions over the 1978-79 to 1981-82 period are provided in the new federal
act.

Exhibit 2
Effect of Eight Percent Inflation Rate Upon :
Proposed Highway Transportation Capital Qutlay Expendltures
Flscal Years. 1979-80 through 1983-84

$595
547 {

: Proposed STIP
5004 :

Expenditures
($ millions)

4504

4004 : N

~ Value Assuming
350 . ~s 8 Percent Inflation

: | : Y T T
1979-80 198081 1981-82 ©  1982-83 1983-84
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Dealing with Inflation .

Construction costs have dramatically increased over the last several
years. This is reflected in the growth in the construction cost indices
computed by both the state and federal governments, which have risen
19.3 and 37.1 percent, respectively, for the third quarter of 1978 compared
with one year earlier.

These composite indices represent the full cost of accomplishing speci-
fied construction iricluding excavation, emplacing structural steel and
concrete, and roadway surfacing. The indices are derived from actual
construction contracts and show a long-term increasing trend in costs.
However, because of the seasonality of highway construction, demand,
and other factors, quarterly and yearly changes in the. indices can vary -
significantly.

Past Trends. An analys1s of the state construction cost index indicates
that two periods of dramatic inflation occurred in the past five years. In
1974, following the sharp-increase in oil prices by the Organization of -
Petroleum Exporting Countries (OPEC), the California index rose 51.9
percent. After a period of cost stability during 1975 and 1976, a second
increase occurred in 1977, with costs rising 23.2 percent over 1976. This
continued through 1978 resulting in a fourth quarter state index that was
28.3 percent above the 1977 level.

The average annual increase over the five-year period from 1973 :
through 1978 was 15.1 percent. This high annual rate directly reflects the
two major inflationary periods of that time frame.

Future Trends:. In contrast to the 15.1 percent average annual increase
in construction costs over the past five-year period, State Highway Ac-
count revenues currently banked are earning approximately eight per-
cent annual interest. The department is also assuming an eight percent
rate of construction inflation in its STIP. If the 15.1 percent rate persists
while funds are banked at eight percent, their value would decline 6.2
percent in purchasing power each year, a 27.3 percent loss over a five-year
period. Perhaps even more alarming is the loss in value of federal funds
which are fixed and do not earn interest for the state.

OPEC has recently announced petroleum price increases over the next
one to two years totaling approximately 15 percent. These price increases
will probably contribute to higher inflation in the economy.. The an-
nounced increases also make higher inflation in construction costs more
likely in the next few years, perhaps on the order of the 15 percent
encountered over the past five years.

‘In our judgment, these trends suggest that available funds should be
used as early as possible for desirable projects, provided the highway
construction industry has the capacity to expand production. During peri-
ods in which the industry is operating at full capacity, any effort on Califor-
nia’s part to speed up its highway program might result in more rapld
inflation, and thus be partially self defeating.

Exhibit 3 shows the impact upon the STIP, in constant dollars, of a 15
percent inflation rate in the 1978-79 base year, followed by (1) 8 percent
thereafter and (2) 15 percent thereafter.
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Exhibit 3
Potential Effects of Inflation Upon

Proposed Highway Transportation Capital Outiay Expenditures
Fiscal Years 1979-80 through 1983-84

$595
550

500, Pro_p'osed STIP

450

Expenditures-
{$ millions)

400

350.] N AN
‘ AN T~ - Value Assuminq
- .
AN ™=s 8 Percent Inflation
300 - N ' a
- : \.
~N
~ :
N Value Assuming
250, -y 15 Percent Inflatjon
T T T T
1979-80 1980-81 1981-82 1982-83 1983-84

8 Reflects the effect of an initial inflation rate of 15 percent from 1978-79 to 1979-80.

.Construction Demand. It has been argued that any effort on Califor-
nia’s part to increase the pace of highway construction would only add to
inflationary pressures.

While this argument has some merit, particularly (as noted above)
when the industry is operating at full capacity, it is not clear that increased
highway expenditures by the state would automatically drive up prices.
Because California’s share of the nation’s street and highway construction
is only about nine percent, the state’s impact on highway construction

- costs depends heavily on supply and demand forces in the industry as a
whole. :
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Financial Alternatives

Currently, the department’s policy is to hold surplus State Highway
Account funds in the state’s Pooled Money Investment Fund to provide
funding for projects scheduled during the later years of the STIP. This is
one of three principal alternatives for using the account’s surplus. These
options are: (1) “banking” funds for later use; (2) programming more
projects early in the STIP period, or “front-loading”; and (3) provxdmg a
temporary tax reduction in the early years of the STIP

Banking Funds. Holding funds in the Pooled Money Investment Fund
to defray future potential deficits is the most conservative of these three
alternatives. This approach requires no tax increases to fund the highway
program during the STIP period. However, because inflation will proba-
bly be higher than the eight percent projected by the department,-the
value of banked funds is likely to diminish because the funds earn only an .
eight percent return. Assuming this alternative is chosen, the decline in
value of banked funds would result in less actual construction than that
currently proposed. :

On the other hand, assuming that (1) surplus funds continue to be
banked, . (2) the program in the proposed STIP is carried out, and (3)
inflation does not exceed eight percent, approximately $55 million in State
Highway Account funds would remain unencumbered on July 1, 1984.

Programming More Projects Early in the STIP. Under this approach,
projects planned for later years would be moved forward in the STIP. In
our judgment, this policy should be adopted if any of the following condi-
tions occur:

(1) Construction costs continue to rise at a rate above eight percent
annually. Such increases would effectively reduce the purchasing power
of “banked” funds. As discussed earlier, it appears that construction costs
will increase at a rate well above eight percent in the next few years;

(2) Cash available in the State Highway Account grows beyond the
levels anticipated in the proposed STIP. This could occur if (a) state
revenues exceed department projections, or (b) Proposition 5 diversions
of State Highway Account funds to local transit guideway projects are
below department estimates. Both cases have happened in the past and
are likely to.occur in future years;

(3) There are major delays in implementing scheduled projects.
Project delays which can be due to environmental regulations and a vari-
ety of other factors, keep fund balances higher than projected in any given
year. Planning a higher level of work in the earlier years can reduce the
build-up of cash reserves which otherwise might decline in effective value.
The expenditure levels in the STIP’s future years could be easily adjusted
based on when projects are delivered.

A Temporary Tax Reduction. Another alternative which could be con-
sidered is a temporary fuel tax reduction in the early years of the STIP.
Under Caltrans’ proposed STIP, balances in the State Highway Account
exceeding $200 million would continue until the 1983-84 fiscal year. This
balance could be significantly higher because of the additional funds
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which recently have become available. Consequently, a temporary tax
reduction during a portion of the STIP period could be enacted. Each one
cent taxreduction in the fuel tax would reduce annual income by approxi-
mately $116 million. .

~ Such a reduction in fuel taxes, however, would only temporarily reduce
‘the tax burden in California. Tax increases to a rate at or above the current
level would almost certainly be needed by fiscal year 1983-84, assuming
that the department’s program can be accomplished. Furthermore; a re-
turn to existing rates or a tax increase would be made more difficult by
the provisions of Article XIIIA of the State Constitution as added by pas-
sage of Proposition 13. Finally, a tax reduction, even on a temporary basis,
might be contrary to ex15t1ng pohmes designed to encourage fuel conser-
vatlon

BUDGET OVERVIEW

Covenng the first year of the five year STIP, the Governor’s 1979-80
Budget establishes the overall direction of department activities. Howev-
er, it should be noted that .a revision to the proposed budget will be
provided by the department in March 1979. This revision will be necessary
because additional federal funds provided in the 1978 Surface Transpora-.
tion Assistance Act and the $100 million transfer from the Motor Vehicle
Account are not reflected in proposed expenditures. Program emphasis,
as viewed in terms of expenditure and personnel levels, could differ sig-
nificantly when this funding is reflected in the revised budget

Funding of department activities by program and source is shown in
Table 4.

Table 4
Funding by Program and Source
Percent- Percent
Change v Change
over over
) : Actual FEstimated - Previous ~ Proposed . Previous
Program ' c s 197879 Year 197980 - Year
1. Tranportation Planning.........cewceumnene $16,939,640 $17,781,365 50% - $16,185827 ©  (9.0%)
2. Mass Transportation......... S 12953432 28805676 1350 - 42642833 480
3. Aeronautics 5,983,404 6614404 105 6423833 . (29)
4, Highway Transportation ................ 1059198967 1389547733 312 1384061000 (04)
5. General Support . 23,489,741 —  (1000) — —
Total, Programs ........o.uiisemmsmmoomessoes $1,117,794,484 - $1,442.749,178 20.1% $1,449,313,331 05%
HResources ) L '
State Highway Account . 478,934,342 630471532 335 646,840,000 12
Aeronautics Account....... 6,067,067 6506885 . - 87 6398962  (3.0)
Transportation Planning ) . )

-count 15,281,285 249,173 - Ul 19,709,007 (38)
Bicycle Lane ACCOUDE.....uicrommec 985,069 730000 (259) 415000  (432)
Abandoned Railroad Account ... 83,859 30392850  — . - 356746  (883)

" Environmental Protection Program Fund . 386,506 190304 = (508) 100,000 (47.5)
Toll Bndge Funds ......coomrsnnmsemienssmsessssssssnns 71,857,134 295715755 . (620) - 43,418,000 468
Federal Funds 479,595,376 682,333,446 93 667554412 (22)
General Fund - - - 4,500,000 -
Reimbursements 58,603,306 60,321,798 29 60,021,204 (0.5)

Total, RESOUTCES cvcuvmvrrusresssranrsessrsssssrns SLIITTO4484  $1440749178 © 20.1% $1449313331 - 05%
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Reductions Per Sections 27.1 and 27.2—Budget Act of 1978

The department’s budget reflects operating expense reductions of $4
million and a staff reduction of 350 personnel-years, pursuant to Sections
27.1 and 27.2 of the Budget Act of 1978. What the proposed budget does
not show is how and where these reductions will affect department opera-
tions. The department indicates that a schedule displaying the effect of
the reductions will not be available before February. Therefore, no review
of these reductions is possible in this Analysxs

Significant Program Changes

The proposed budget contains several significant program chah'ge‘s. Al-

though most of these changes are discussed in greater detail in later sec-
tions in the Analysis, a brief summary follows to provide an overview of
shifts in program emphasis.

Planning. Several activities in the Transportation Planning Program
are being transferred to the other three functional department programs.
Rail, bicycle, and aeronautics planning will be shifted to the Mass Trans-
portation Program, Highway Transportation Program and ‘Aeronautics
Program, respectively, producing a reduction of approximately $469, 000
(15.3 personnel-years) in the planning program.

Mass Transportation. The Mass Transportation Program is scheduled
for major increases in the areas of rail pla.nmng activities, and transit
guideway subventions ($7 million), as well as in support for commuter and
intercity passenger 1 rail service and implementation of a State Rail Plan for
freight services.

Aeronautics. . The major changes in the Aeronautics Program are re-
duced inspections of heliports for a reduction of $39,570, and increased
involvement in resolution of land use conflicts for an increase of $100,351
and 2.8 personnel-years. In addition, various funding changes have been
made in the local agency loan and grant programs.

. Highways. Several significant changes are proposed in the Highway
Transportation Program. Construction of new facilities is expected to in-
crease by $23.9 million! (53.1 personnel-years) in accordance with the
department’s proposed STIP, while project development shows a $4.8
million increase (40 personnel-years). Conversely, the grade separation
and the grade crossing maintenance programs are scheduled for termina-
tion in the budget year. Funding for the $15 million grade separation
program has been reduced by $7.5 million on the assumption that legisla-
tion will be enacted to end the program on January 1, 1980. Elimination
of subventions for local grade crossing maintenance will provide addition-
al savings of $1.2 million.

Other changes include ehmmatlon of night toll collectlon on state
bridges (a $1.5 million reduction), funding for a motorized eqmpment

training school (a $1.6 million addition), and increased activity in the areas

! Total capital outlay expenditures for new highway facilities will actually decline in 1979-80 from the
1978-791evel. This is due in large part to the existence of a “bulge” in the 1978-79 expenditure total created
by the inclusion of projects carried over from the 1977-78 fiscal year, inflation ad]ustments and $66 million
in Chapter 1164, Statutes of 1978 (AB 3020) funds.
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of roadside maintenance and traffic operations improvements.

"The General Support Program appearing in the 1978-79 budget ($26.6
million, 2,200 personnel-years) was eliminated in the current fiscal year.
Expenditures and personnel for these general administrative activities

- were distributed among the department’s other four programs

COnstramts on Program Analysis

Analysis of the department’s budget has been hmdered by several fac-
tors.

Budget Process Delayed. The Caltrans budget process for 1979-80 was
delayed because it took four months to allocate the 1978-79 budget within
the department after enactment of the Budget Bill. Furthermore, many
of the changes proposed in the budget were presented relatively late in
the budget preparation and review process. Thus, final changes in the
Department of Transportation’s budget, and necessary support docu-
ments, have been available for evaluation during a very limited time.

- Program Definition Changes. Another factor which has hindered our
review involves the substantial changes which were made in the program
definitions of the Highway Transportation, Mass Transportation, and Plan-
ning Programs. These changes have resulted in the shift of thousands of
positions from one program component to another. Moreover, net in-
* creases or reductions in program expenditures and personnel have been
obscured, precluding comparisons between current year and budget year
data. .

Although the department has made an effort to prov1de additional sub-
stantiating and descriptive material; the short review time available to us
has limited the value of this additional material. Moreover, backup infor-
mation contained in the program budget narrative and the budget change
. proposals (BCP’s), which in more “normal” years could be expected to fill
some of these information needs, fails to clearly explam the many techni-
cal changes in program definitions. However, this is the first year the
department has provided BCP’s under leglslanve budgeting, and the late-
ness of the budget’s submission has afforded the department httle oppor-
tunity to update or supplement the BCP material.

Additional Resources. As previously mentioned, the budget does not
reflect the recent transfer of $100 million from the Motor Vehicle Account
to the State Highway Account nor additional federal monies expected to
be received. These additional funds will affect both the support and capi-
tal outlay portions of the department’s budget, primarily the Highway
_ Transportation Program. Because the implications of these additions are

not now ayailable, they should be presented by Caltrans in the course of
the budget hearmgs » ‘ :

P TRANSPORTATION PLANNING -

: The Transportation Planning Program contains four elements: (a) state-
wide plannmg, (b) regional planning; (c) administration; and (d) reim-
bursed services. Funding and staff requested for these elements are shown
in Table 5 :
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‘Table 5
- - Transportation Planning Program
~Staffing and Expenditures *

R : ‘ Actual ~ - Estimated Proposed -
Expenditures by element: _ 1977-78 1978-79 1979 .

a. Statewide- Planning '$3,656,086 $3,628,242 $3,038,330
b. Regional Planning ...... 8,314,209 8,802,008 8,394,277
c. Administration 1,618,056 - ' 2,076,615 2,181,545
d. Reimbursed Services — 3351289 . 3214500 - 2571675
Total program expenditures R —— '$16,939,640 $17,781,365 $16,185,827
Personniel-years by element: ' o . ' | A
a. Statewide Planning ieereven : 9.1 1083 . 766
b. Regional Planning ; 157 85 285
¢. Administration....., e . 501 98.3 -99.6
d. ‘Reimbursed Services s L 100.3 90.8 69.4
Total program personnel-years ... - 2652 3209 269.1

2 Comparisons between current year and budget year figures may be mappropnate because of program
definition changes

SIgnifIcant Program Changes

.The budget proposes expendltures of $16,185,827,a 9 percent decrease
from current year estimated expenditures of $17,781,365. The proposed
~ budget provides funding for. 269.1 personnel-years, a reduction of 51.8
from an estimated current year level .of 320.9 personnel-years

‘Expenditure Reductions. There are four primary expenditure reduc-
tions in the proposed budget: (1) transfers to other programs, $646,878; (2)
reduced subventions to local agencies, $613,000; (3) reduced hlghway
planning, $262,436; and (4) reduced corridor studies, $101,972. Other mi-
nor adjustments are also included in the budget.

.Personnel Reductions. The proposed. budget makes ‘the followmg
changes: the statewide planning element is reduced 31.7 personnel-yeats;
~ 15.3 personnel-years are transferred to the Mass Transportation, Highway
Transportation (for bicycle planning), and Aeronautics Programs; 12.4
personnel-years are eliminated. for activities concerning hlghway plan-
ning and corridor studies; and 3.9 personnel-years are eliminated in data
acquisition and ana1y51s Administration is augmented by 1.3 personnel-
years, primarily to increase program accountability. Reimbursed sérvices
decline 21.4 personnel-years, in ant101pat10n of less work from local agen-
cies because of proposed reductions in subventlons

Planmng Efforts

We recommend approva] of Items 157 and 166. :
The. department has indicated that the 269 personnel-years allocated to
this program in the 1979-80 budget will be the minimum (or baseline)

level for future years. This level reflects a reduction of 56.8 personnel-‘

years and $2,073,767 from current year expenditures.
The proposed budget for this program reflects reasonable expendltures
‘necessary to accomplish department planning responsibilities pursuant to
statutory requirements and federal law. Activities are oriented toward (1)
regional transportation planning assistance, (2) air quality plans, (3) more
efficient use of the transportation system through Transportation Systems
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Management plahning‘ and analysis, (4) studies concerning altenative
transportation improvements in specific corridors, and (5) analyses of the
potential impacts of transportation improvements.

2. MASS TRANSPORTATION
The Mass Transportation Program contains seven elements: (a)low mo-
bility transportation, (b) transit operator assistance, (c) interregional pub-
lic transportation, (d) transfer facilities and services, (e) transportation
demonstration projects, (f) administration, and (g) work for others. Fund-
ing and staff for these elements are shown in Table 6.

Table 6

Mass Transportation Program
Staffing and Expenditures °

Actual FEstimated Proposed

1977-78 1978-79 1979-80
Expenditures by element:
a. Low Mobility Transportation $191,264 $592,925 $628,152
b. Transit Operator Assistance 5,640,498 19,709,078 24,659,356
c. Interregional Public Transportation ........cccovusee. 2,066,971 2,843,344 5,714,125
d. Transfer Facilities and Services .............. 105,571 1,667,986 8,501,873
e. Transportation Demonstration Projects ..........c....... 3,107,044 2,374,122 1,139,137
f. Administration 694,338 745,096 790,190
g. Work for Others.. : 447746 873,125 1,210,000
Total program expenditures .........ormmrersesisessonese $192,253,432 $28,805,676 $49,642,833
Personnel-years by element: )
a. Low Mobility Transportation 88 16.5 17.0
b. Transit Operator Assistance. 2.5 46.8 . 64.6
c. Interregional Public Transportation ...........cceeeeeere 109 91 19.1
d. Transfer Facilities and Services ............ — 48 78
e. Transportation Demonstration PrOJects 24.3 186 - 199
f.. Administration 24.6 . 316 497
g. Work for Others 5.7 12.9 213
- Total program personnel-years ..........ueerssessesse 10L.8 146.3 1924

* Comparisons between current year and budget year figures may be inappropriate because of program
definition changes.

Significant Program Changes ‘

As shown in Table 6, the program budget proposes the expenditure of
$42,642,833, an increase of $13,837,157, or 48 percent, over estimated cur-
rent year expenditures of $28,805,676. Contributing to this growth are
increases of over $5 million in unreimbursed program support costs (from
approximately $6.9 million to $11.9 million) and over $9 million in local
assistance subventions (from $20.2 million to over $29.2 million). Staffing
is' proposed to increase from the current year level of 146.3 personnel-
years to a budget year total of 192.4 personnel-years an addition of 46.1
personnel-years.

Several changes are requested -in the Mass Transportation budget.
_ Among the specific proposals are: (a) implementation of department poli-
cies supporting bus service in the South Lake Tahoe area (5.0 personnel-
years and $150,000); (b) increases of nearly $9.1 million in fixed guideway
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subventions and approximately $6.8 million in interface facility subven-

tions; (c) initiation of an interregional bus program (1.6 personnel-years
and $54,662); and (d) an increase of 8.4 personnel-years and approximate-
ly $3.8 million (of which nearly $3.4 million are from the General Fund)
for expanded commuter and interregional rail activities.

Defining State Role

The program’s general objective, as exhibited in its budget proposals, is
to introduce and expand activities in many facets of mass transportation.
Although greater state participation in these areas may be desirable in
certain instances, proposed program activities appear to be unfocused and
instead. result in a “scatter-gun” approach.

We believe that this is primarily because the state’s role in mass trans-
portation needs to be clarified. In our judgment, a precise definition of
program emphasis and parameters should be provided. To this end, four
factors merit consideration: (a) establishment of statutory authority and
direction; (b) identifying functions which more properly are accom-
plished by local and regional agencies; (c) inclusion of quantifiable criteria

and objectives to measure program performance; and (d) stablhty of
funding sources. :

Need for Clarifying Leglslatlon

Few of the program’s current and proposed activities are within the

department’s statutory authority. Essentially, the program’s charter calls
for it to encourage and aid transit development, and it was given only
limited respons1b1ht1es and authority.

The program requires additional statutory direction and authonty if it
is to perform a truly effective role with respect to mass transportation in
California. Instead of acting as a mass transportation advocate, the pro-
gram should (1) perform'functlons which promote efficiency and effec-
tiveness in the provision of mass transit services and (2) determine if these
services 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 conﬁguratlon of state highways to
provide appropriate 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 signifi-
cance or involving state facilities; and (3) insuring that adequate, efficient
and effective transit services are provided to the transportation dlsadvan-
taged (elderly and handlcapped)

Separatlon of Functions

. In reviewing the-program proposals for the 1979-80 fiscal year, several
requests appear to duplicate activities performed by regional and local
- agencies. Although the division does provide some data gathering and
technical assistance which can aid local transit operators or regional plan-
ning agencies, its impact is limited because the funding and daily opera-
tions of mass transportation systems are basically a federal-local matter.
We believe that program involvement can be more effective if activities
aimed at regional or local operations are identified and eliminated, except
where a statewide interest is clearly established.
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Measurement of Accomplishments co

The program direction statement in the department’s supplementary
report prepared as background to the proposed budget indicates that the
division’s financial resources will be expended on program activities if one
of the following exists: “(1) there are economies of scale to be obtained
by a state, as opposed to scattered local involvement; or (2) there is an
important statewide interest served by the particular transit activity.”

Beyond this general statement, there is no indication of a process by
which specific proposals (or existing functions) are selected for support.
For example, none of the budget year requests address (a) the costs of
providing the function on a “scattered local” basis, (b) the state’s cost for
performing this function, and (c) the resultmg ‘economies of scale”
achieved by state involvement. As far as “statewide interest™ is concerned,
division staff has, to date, been unable to provide us with explicit criteria
by which activities are choosen for funding.

Because criteria for selecting program activities or for assessing accom-
pllshments are lacking, it is difficult to determine the impact of the divi-
sion’s efforts. We believe that division staff should develop such measures
so that proposals can be reviewed on the basis of expected achievements
and quantifiable goals.

Stable Financial Resources

Revenues from the State Highway Account and the Transportation
Planning and Research Account provide over 80 percent, of the program’s
funding. However, State Highway Account funds can only be used for
exclusive fixed guideway design and construction purposes pursuant to
Article XIX of the State Constitution. The financing of program support
activities is therefore primarily from the Transportation Planning and
Research Account.

Resources in this account have historically accumulated from the “spill-
over” of sales tax revenues. The amount of spillover revenues is based on
formula which differentiates between the total value of gasoline sales and
the total value of taxable items other than gasoline. Spillover funds have
been minimal in recent years because gasoline prices have not increased
as rapidly as prices on other taxable goods. Conversely, expenditures fund-
ed by the account have consistently increased. Consequently, account
surpluses have dwindled from a July 1, 1977 level of approximately $40.5
million to a projected sum of about $6.2 million by June 30, 1980.

In the future, the department expects that other sources will provide
additional revenues to the program. In fact, this is already reflected in the
proposed budget, which includes $4.5 million in General Fund monies to
support'mass transportation activities.

Until other sources of funds are approved by the Legislature, we beheve
the department should attempt to strike a balance between annual pro-
gram expenses and available revenues. Otherwise, as the department
projects in its supplementary report, the account will have a deficit bal-
ance by the 1980-81 fiscal year. This prospect is one of the factors that has
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led us to recommend reductlons in several program activities which are
of marginal value or of low priority.

Department staff indicate that General Fund monies will prov1de $4.5
million of support to various program activities. If the specific recommen-
dations discussed below are adopted, we believe that the savings should
first serve to reduce the amount of General Fund support.

a. Low Mobility Transportation

Activities in this element attempt to insure that transportation systems
used by the low mobility population (the elderly and the disabled) im-
prove in accessibility and service levels. The budget proposes the addition
of 0.5 personnel-years and $21,560 to monitor approximately 100 additional
vehicles serving low mobility persons. These vehicles are purchased with
federal funds, and monitoring during the vehicles’ first five years is re-
quired by the Urban Mass Transportation Administration (UMTA).

b. Transit Operator Assistarice

We recommend a reduction of $403,060 and 11.8 personnel-years from
the General Fund (Item 160) for transit operator assistance activities.

..Both technical and financial assistance to transit operators are offered
within this element. Training programs, transit development programs,
and administration of federal assistance functions are among the assistance
activities provided by the department.

Local Guideway Planning. The budget proposes the addition of 1.5
personnel-years to provide technical assistance in the design of guideway
projects in Sacramento, South Lake Tahoe, and San Jose. The additional
staff are also expected to participate in evaluating proposed fixed guide-
way projects and in assessing rail alternatives for corridor studies in San
Jose-Santa Cruz, Los Angeles-San Bernardino, and Marin County.

“In contacting various regional planning agencies and transportation
commissions, we found that only in South Lake Tahoe was a fixed guide-
way or rail alternative being seriously considered as an acceptable trans-
portation option. We believe that the South Lake Tahoe evaluation ¢an be
absorbed within existing workload and therefore recommend a reduction
of $51,000 and deletion of the requested 1.5 personnel-years.

Information Systems. The division is requesting increased staff to per-
mit the accumulation of information on the 6,500 transit vehicles operat-
ing in California. Collected information will be placed on a computerized
data base and programmed for easy retrieval. We do not expect that the
development of a vehicle inventory will be utilized to any large degree
by transit operators, and recommend a reduction of 0.3 personnel-years
and $11,400.

Transit Project Review. The department is required’to review and
approve public transit projects which use state or federal funds. Financing
plans, development schedules, and performance standards are among the
factors examined in the department’s analysis. .

The budget proposes the addition of $43,200 and 1. 2 personnel-years to
review six projects: a Sacramento light-rail proposal; BART mainline cross-
overs and spur tracks; San Francisco Municipal station facilities; a Santa
Clara guideway project; the Los Angeles (Wilshire Corridor) guideway;
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and the Los Angeles “people mover” system. We understand that several
projects (Sacramento, Santa Clara, and Wilshire Corridor) cannot be re-
viewed by the department because of insufficient plans or the probability
of project abandonment by local agencies. We therefore recommend that
the request be reduced by 0.6 personnel-years and $21,600.

Training Programs. The development of two training programs and a
transportation education program for low mobility groups is proposed by
the department for the fiscal year 1979-80. The one-session training pro-
grams will (a) famlhanze students with “unique problems of intercity
transportation carriers” and- (b) instruct transit managers in functions
such as finance, personnel, operations, administration, and management.
The education program for low mobility persons is expected to “illustrate
the use of transit systems” and discuss security and fare “problems”.

We find little justification for these activities. Increasing the knowledge
of transit managers, transportation students, and the elderly and disabled
is a worthwhile goal, but this proposal will not only have minimal impact
but is a questionable use of state funds. We therefore recommend a reduc-
tion of 1.1 personnel-years and $41;800 (of which $8,360 is. funded from.
state sources and the rermaining $33,400 from. federal assistance).

Small System Developments. An increase of 3.1 personnel-years and
$110,000 (of which $22,000.s provided by state funds and $88,000 by federal
assistance) is requested for coordinating the development of transit pro-
grams in rural and small urban areas. Among the anticipated accomplish-

“ments from this increase in expenditures are preparation of a manual
titled “How to Implement a Rural Transit Program”, a statewide transit
plan for nonurbanized areas, and a surnmary ‘of rural transit plannmg and
implementation efforts.

" In our judgment, the division appears to be advocatmg transit develop-

“ment in rural areas through these activities. Transit systems should be
introduced after analysis by the appropriate local or regional planning
agency, not through the division’s efforts. A reduction of 3.1 personnel-

~ years, and $22,000 in state funds and $88,000 in federal funds, is therefore
recommended.

Lake Tahoe Bus System. Asa catalyst to improving transportatlon and
reducmg environmental problems in the Lake Tahoe Basin, the depart-
ment is requesting 5.0 personnel-years and $150,000 for des1gn and devel-
opment of a bus system from the South Lake Tahoe. airport to Stateline
and followup on the proposed light rail system. Requested staff will be
involved in three projects: (a) design of loop road connections and a
transit terminal at Stateline; (b) design of bus shelters and improved

. pedestrian access; and (c) additional light rail work.

- Efforts to abate the increasing congestion and pollutlon levels in South
Lake Tahoe are warranted and needed. However, we believe that the
department’s proposal is not justified for two reasons. First, the problems
occurring at Lake Tahoe should be résolved on a regional basis with the
approval of the various regional and local agencies affected by proposed

- _solutions. To date, there has been no agreement on possible solutions by
’entltles such as the California Tahoe Regional Planmng Agency (CTRPA)
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and the City of South Lake Tahoe. Second, the operator of the proposed
bus/rail system has yet to be identified. It appears premature to develop
transit terminal and bus shelter plans before this question is resolved. We
therefore recommend that the requested funding and staff increases for
this project be deleted. :

Reimbursement Policy. In reviewing the element budget, we deter-
mined that identified expenditures were approximately $131,500 below
the proposed 1979-80 funding level. Department staff indicated that this
was due to a shift in sources from reimbursements to state funds.

Based on an internal management decision, design and planning efforts
provided to local transit operators within this element are to be fully
reimbursed during the current fiscal year. However, the department has
proposed that state funds support these activites in the budget year be-
cause the department believes few operators have funds available to reim-
burse the department for these services.

In our judgment, services provided to these agencies should be on a
reimbursable basis. This is necessary to assure that these services are
needed and efficiently provided. Furthermore, any generalized fiscal
problem facing local agencies should be addressed as part of a broader
solution to Propos1t10n 13’s revenue impact, not on a narrow, program-by-
program basis. We therefore recommend that the reimbursement policy
be reinstated for a savings of $131,500.

Audit Coordination. In the financial assistance area, the department is
proposing the addition of 0.2 personnel-years and $7,200 to inventory the
existing audit requirements placed on transit systems by federal, state, and
local agencies, and prov1de information on the state’s audit provisions. We
believe that this request is not justified because workload requirements
and the need for additional personnel have not been documented. We
therefore recommend that the additional funding and personnel years
requested for thls function be denied.

Abandoned Railroad Right-of- Way Purchases

We withhold recommendation on the department’s proposa] to elimi-
nate purchases of abandoned railroad rights-of-way. We further recom-
mend that the department report on the status of its proposed legislation
in this area during hearings on the budget.

The department plans to sponsor legislation in the current yedr elimi-

nating required purchases of abandoned railroad rights-of-way as a low
priority measure. Savings of $2.9 million and one personnel-year are an-
ticipated if this legislation is enacted.
- No information has been furnished by the department on the proposal
Until data supporting this action are provided, we withhold our recom-
mendation. Furthermore, we recommend that the deparftment indicate -
the status of the proposed legislation during the Legislature’s hearing on
this budget item.

c. Interregional Public Transportatlon

We recommend a reduction of $3,363, 549 and 0.3 persomze] -years from
the General Fund (Item 160) proposed for 1nterreg1011a1 public b'anspor-
tation projects.
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We also recommend that Item 161 be reduced by 6.0 personnel-years
and by $204,988 from the Transportation Planning and Research Account
to eliminate unjustified planning and evaluation activities:

This element proposes funding for a new bus transportation component

which was prompted by recent federal legislation authorizing $30 million
nationwide through 1981-82 for intercity bus assistance. In-addition, the
element includes support of interregional and commuter rail activities.
Nearly $3.4 million from the General Fund is requested for funding of
various new rail projects in the budget year.
- Intercity Bus Element. ‘The department is proposing to introduce this
activity during the budget year with resources of $54,662 from the General
Fund and 1.6 personnel-years. Planned activities include (a) inventorying
the state’s intercity bus systems and facilities, (b) developing spemﬁc
policies and programs to maximize the use of federal funds, (c) preparing
a statewide bus plan, (d) developing legislation for implementing the
plan’s recommendations, and (e) providing testimony before the state
Public Utilities Commission (PUC) and the Federal Interstate Commerce
Commission (ICC). on route, rate, and schedule charges.

We believe that expansion of intercity bus travel can be a cost effectlve
approach for improving public transportation systems in some cases.
However, we recommend that 0.3 personnel-years and $10,250 for para- -
transit deregulation efforts be deleted from: this request. We are unaware
of department authority permitting this activity and, until such authority
is granted, this appears to be an:improper use. of state funds. ,

Expanded Rait Program :

As part of the mterregmnal public transportation element the depart-
ment is proposing a significant increase in support of rail services.
Proposed program changes totaling approximately $3.8 million include

(a) planning, evaluation, and new service efforts ($439,773 from the
Transportation Planning and Research Account and $161,250 from federal
grants), and (b) direct support of additional intercity and commuter rail
passenger services ($3,353,299 from the General Fund).

Direct Rail Support. The services which the department proposes to
help finance include an intercity train operating along the Sacramento-
Oakland-Los Angeles corridor, and increased commuter services along
the San Francisco-San Jose corridor and in the Los Angeles area. Because
of ongoing negotiations with rail companies owning or operating along
these routes, the department has not indicated the proposed levels of state
funds for support of individual routes.

The proposed Sacramento-Los Angeles service would be prov1ded after
negotiation with the National Railroad Passenger Corporation (Amtrak)
-pursuant to Section 403 (b) of the National Railroad Passenger Service Act
of 1970. Commuter service funding would be based on the outcome of
negotiations with appropriate railroad companies, primarily the Southern
Pacific Transportatlon Company.

Improved rail services under department sponsorship along certain cor-
ridors, such as Los Angeles-San Diego, have resulted in increased rider-
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ship. However, we believe that the department’s plans for additional
support of the rail passenger services identified above are not justified
because (a) legislative authority for involvement in certain routes has not

* been provided, (b) outstanding ‘conflicts and issues are yet to be decided

by appropriate governing agencies, and (c) cost effectiveness studies ei-
ther have not yet been performed or mdlcate that increased serwces are
not economically warranted.

Absence of Legislative Authority. Sections 2173 and 2174 of the Streets
and Highways Code provide authority for the Secretary of the Business

. and Transportation Agency to-enter-into contracts with Amtrak for im-

provements to rail passenger facilities and trackage, and additional rail
passenger service, along the Sacramento-San Francisco and Los Angeles-
San Diego corndors Section 2174 provides that contracts for these services
must be executed so that service begins not later than July 1, 1977. For
other rail services, furids provided by Chapter 1130, Statutes of 1976 must
be expended by ]uly 1, 1979. '

- In reviewing the department s proposal for- Sacramento Los Angeles
service, we-found a lack of statutory authority in'two areas. First; no
contract has yet been executed for service along the Sacramento-San

" Francisco segment, despite the July 1, 1977 deadline. Second, funding to

support expanded service along the San Francisco-Los Angeles portion of
this route is not authorized after the 1978-79 fiscal year. Until legislation
is enacted extending these deadlines, the proposed Sacramento-Los Ange-
les service could not begin dunng the budget year. '

The proposed commuter services face a similar problem. The funds
appropriated for upgrading commuter services are also subject to the
provisions of Chapter 1130 and are not authorized after June 30, 1979.
Therefore, the department would need statutory authority to extend or

-replace this deadline before funding for improved commuter rail serwce
" ‘can be provided during the budget year.

Continuing Conflicts. Several of the proposed rail services are subject
to resolution of existing conflicts by governing agencies. For example,
service between Sacramento-and Oakland can begin only after a'lawsuit

- against Southern Pacific is settled. According to department staff; the suit

was filed in December 1978 because Southern Pacific would not provide
the level of service requested by Amtrak and the department. The expect-
ed settlement date is not known at this time.

State support of the commuter service between San Jose and San Fran-

“cisco will- depend in large part upon a forthcoming ICC decision. Southern

Pacific filed a petition with the ICC to abandon its passenger service along
this route, on November 15, 1977. Hearings held in the San Francisco Bay
Area to discuss the matter ended in December 1978, and a ruling by the
ICC is anticipated by May 1, 1979. The ICC was also asked to determine
the annual operating loss incurred by Southern Pacific in providing this
service, so that subsidy negotiations might deal with a basic loss figure. The
degree of state support will therefore depend (a) on:the ICC abandon-
ment ruling, and (b) the ICC’s loss calculation, if it is provided.

Finally, the department filed a compliant with the state PUC last sum-
mer requiring Southern Pac1ﬁc to add service between Oxnard and Los

13—78673
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Angeles. The complaint is aimed at establishing the necessity for com-
muter service, with up to three trains operating daily. No date has yet
been set for a PUC ruling on this matter.

Resolution of these conflicts will help determine- the level of state sup-
port needed to improve rail service along these corridors. Until appropri-
ate determinations on these issues are made, we do not believe that the
budget should include funding of the proposed services. v

Cost Effectiveness Studies. Cost effectiveness studies have not been
performed for most of the requested rail service activities. Moreover, the
West Coast Corridor,Study discussed below concludes that no economic
justification for improved rail passenger services exists.

Section 2177 of the Streets and Highways Code allows allocations for
extending rail services beyond the Sacramento, San Francisco, Los Ange-
les, and San Diego terminals to centers which the secretary determines
give the greatest increase in patronage relative to cost. The department
indicates that its draft plan for intercity rail service establishes the cost
effectiveness of certain proposed services. However, the draft does not
compare train patronage with costs for any of the discussed service exten-
sions and additions. In fact, in-depth statistical and financial information
supporting the selection of spemﬁc route improvements cannot be found
in the department’s draft plan.

Conversely, department staff served as technical support to the authors
of a June 1978 report, the West Coast Corridor Study, which focused on
the “social advisability, technical feasibility, and economic practicality” of
the future transportation system along the California Subcorridor (gener-
ally San Diego to Sacramento). The subcorridor analysis reviewed existing
personal travel by air, bus, auto, and rail, and the need to improve services
and facilities for all modes to meet travel demands of 1995. A steering
committee composed of members of the Legislature, the County Supervi-
sors Association, the League of Cities, the State Transportation Board, and
Caltrans provided direction to the study team. Input from an advisory
committee with over 200 representatives was also considered.

~'The study reached several conclusions regarding the levels of service
and appropriate state role in establishing these services by 1995. With
regard to rail services, a major study finding was that “it is not possible to
justify (intercity) rail passenger improvements based on rldershlp, operat-
ing revenues and costs.”

* Reduction Recommended. As noted earlier, unproved ra.d ‘services
can be beneficial in specific instances. However, we believe that the de-
partment’s budget proposals in this area lack statutory authority, are sub-
ject to resolution of ongoing conflicts, and cannot: or have not been
justified on a cost-effective basis. For these reasons, we recommend that
the request for $3,353,299 from the General Fund to support additional rail
services be deleted.

. Rail Support Activities. The department has also proposed an increase
of 6.0 personnel-years and $204,988 from the Transportation Planning and
Research Account for activities linked to the implementation of the serv-
ices mentioned above. For intercity passenger rail, 2.0 personnel-years
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and $68,328 are requested for negotiating agreements with Amtrak, track
and facility improvements, and service evaluations. The remaining 4.0
personnel years and $136,660 are for promotion of San Jose-San Francisco
commuter service, commuter rail planning studies, continuing the depart-
ment’s complaint on the Los Angeles- Oxnard corridor, and service evalua-
tions.

Based on our previous recommendauon we believe that this request is
premature and unwarranted. Ehmmatlon of the proposed fundmg and
- staff is therefore recommended. :

d. Transfer Facilities and Services

We recommend a reduction of 1.8 personnel-years and $61,404 ﬁ'om the
Transportation Planning and Research Account (Item 161) proposed for
transfer facilities activities. :

Chapter 1349, Statutes of 1976, requires the department to evaluate
proposed projects which improve the interface of various types of trans-
portation. This element includes functions for assessing and hstmg select-
ed projects by priority.

Project Evaluation and Administration. An increase in staff of 5.3 per-
sonnel-years and funding of $181,184 is proposed in this element to pre-
pare the annual project priority list for the Legislature and to administer
contracts for project construction. Of this total, 1.1 personnel-years and
approximately $34,604 are requested to identify and assign priority to
potential projects. This activity is already being performed by existing
staff, and the department has not indicated that additional workload in
project evaluation will occur in the budget year. We therefore recom-
mend a reduction of 1.1 personnel-years and $34,604.

Statewide Plan. The department is also asking that 0.7 personnel-years
-and $23,900 be added to the element’s current resources so that a State-
‘wide Intermodal Transfer Facility Plan can be prepared. This request is
based on recent federal legislation authorizing $40 million nationwide
through the federal 1981-82 fiscal year to develop intermodal facilities.
However, neither appropriations nor guidelines for these appropriations
have been provided for this program by the federal government. We
believe the request should be deferred until there is some assurance of
federal funding and program determinations have been made by federal
authorities. We therefore recommend that the requested funds and staff
be deleted at this time.

o. Transportation Demonstration Projects

We recommend a reduction of 1.5 personnel-years and $37,000 from the
General Fund (Item 160) to delete specified transit research projects.

Activities in this element include both demonstration projects per-
formed by contract with the federal government or requested by state
legislation, and research in areas of transit improvement. Several projects
under the auspices of the Federal Highway Administration will be con-
cluded during the current year. _

Transit Research. A total of 2.6 personnel-years and $320,000 (of which
$240,000 are federal funds and $80,000 are provided from the Transporta-
tion Planning and Research Account) are requested for several research
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projects. Deferral of the hydrogen bus project and applied transit bus
research, due to reduced staff during the current year, is the basis for a
proposed increase of 1.1 personnel-years. The remaining 1.5 personnel-
years are requested for three purposes: (a) research and development of
electric powered vehicles; (b) identification of bus passenger accident
causes, with recommendations for eqmpment modification, and (c)
project administration and performance of “short special stud1es

We believe that the latter set of proposals is not warranted. Develop-
ment of electric vehicles is already being performed at various educational
institutions. Identification of bus accident causes is not within the depart-
ment’s jurisdiction. Finally, project administration needs should be ab-
sorbed within existing workload. We therefore recommend a reduction of
the 1.5 personnel-years for a savings of approximately $37,000 to the Trans-
- portation Planning and Research Account. Federal funds should also be
reduced by $148,000.

f. Administration and g. Work for Others

The administration element includes expenditures and staff from pro-
gram and general administration, technical and professional services, and
external costs. Charges previously included in the former General Support
Program have been prorated across the four remaining department pro-
grams and are presented in the 1nd1v1dual programs for both the current
year and budget year.

The work-for-others element contains program activities provided to
public agencies on a reimbursable basis. A net increase of $336,875, due to
an additional $410,000 of contract work for the San Diego Metropohtan
Transportatlon Development Board and a decrease of $93,125 m other
contracts, is proposed in this element’s budget.

3. AERONAUTICS

The Aeronautics Program contains four components: (a) safety and
local assistance, (b) administration, (c) planning and noise, and (d) work
for others.

Proposed program expenditures for the budget year are $6,423,671, or
2.9 percent below estimated current year expenditures of $6,614,404. This
decrease results from reducing heliport inspections from a three-year
cycle to a six-year cycle, and decreasing local assistance subventions. Pro-
gram staff are budgeted at 45.5 personnel-years, a reduction of 0.6 person-
nel-years from the 46.1 level in the current year. Proposed staffing and
expenditures by element are presented in Table 7.
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Table 7
Aeronautics Program
Staffing and Expenditures *

Actual Estimated Proposed

Expenditures by element: . v ; 1977-78 1978-79 197980
a. Safety and Local-Assistance ' $5451,733 - $5922900  $5618,198
b. Administration - 360,056 435,038 375,877
¢. Planning and Noise 164,385 239,647 405,187
d. Work for Others : 6,730 17,519 24,709

Total program expenditures $5,983,404 $6,614,404 $6,423,671:

Personnel-year by element:

a. Safety and Local Assistance ; 19.3 19.8 183
b. Administration 10.7 - 19.1 180
c. Planning and Noise 49 6.7 . 85
d. Work for Others 02 05 . 0.7

Total program personnel-years ........msmisisnse 35.1 46.1 455

2 Comparisons between current year and budget year figures may be inappropriate because of program
definition changes

Annual Deficits Continue -

_ Program expenditures are funded from the Aeronautics Account, State
Transportation Fund. Proceeds from the seven-cent per gallon tax on
aircraft fuel (less approved claims for refunds) and the two-cent per
gallon tax on noncommercial aircraft jet fuel are the principal revenue
sources of the account. '

Beginning in fiscal year 1977-78, annual program support expenses and
local assistance subventions exceeded annual revenues. As seen in Table
8, accumulated surplus funds from previous years have been supporting
program activities to an increasing degree each year. Because the
Aeronautics Account is the only source of funds authorized for program
support, a continuation of these expenditure and revenue trends will lead
to a deficit balance in the account by July 1, 1982.

Table 8

Aeronautics Account
Resources and Expenditures
Fiscal Years 1976-77 through 1979-80

Actual - Actual =~ FEstimated  Proposed
. 1976-77 1977-78 1978-79 - 1979-80
Accumulated Surplus (adjusted) July 1 $6,436,205 $7,150,379 $5,007,773  $2,694,782
Revenues: o
1. Motor Vehicle Fuel Tax Transfers 4,182,709 4,478,650 4,752,000 5,039,000

9. Less Tax Refunds........cocveervucrrnnnnons . =1328197 ~-1,063,539 — 800,000 —500,000
Net Tax REVENUES .oocororemceemin $2,854512  $3415111  $3952,000  $4,539,000
3. Other Revenues®.........cconverrecennerees T 423495 597,607 445,000 458,000
Total Annual Revenues ...  $3.278007  $4012718  $4397,000  $4997,000
Expenditures :
1. State Operations..........ecrreseseesssnrees 651,919 961,429 1,559,991 1,521,969
2. Local ASSISEANCE cecvvveeriieenreosriss 1782904 5193805 5,150,000 5,010,351
Total Annual Expenditures ......... . $2,434123  $6,155324  $6700991 = $6532,320
Annual Surplus (Deficit) .....ccooeesummmreennes $843,884  ($2,142,606) ($2,312,991) ($1,535,320)
Accumulated Surplus ]une 30 .rriirennenne $7,280,089 $5,007,773 $2,694,782 $1,159,462

®Includes interest on the Local Agency Aid Fund, surplus money investment income, and miscellaneous
revenues, less transfers and accumulated surplus adjustments.
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Reversal of this trend in the account can be achieved by (a) increasing
available revenues and/or (b) reducing annual program expenditures.

We believe that the Aeronautics Program should not rely on support
from sources outside of the Aeronautics Account. The account was created
to assist a particular population group (alrport and aircraft operators), and
general support from the state’s taxpayers is not appropriate. Consequent-
ly, our recommendations focus on reductions in low priority or unjustified
activities, as well as on the need for legislation to brmg account resources
into balance with expenditures. :

Refund Mechanlsm Unnecessary

We recommend legislation be enacted to delete provisions pemuttmg
a tax refund of five cents per ga]]on out of the seven cents per gallon tax
paid on aircraft fuel.

‘Section 8101.5 of ‘the Revenue and Taxation Code provides that the
purchaser of aircraft fuel may claim a refund of five cents of the seven-
cent tax on each gallon of aircraft fuel, if the purchaser paid the tax and
the claim is approved. As shown in Table 8, refunds paid under this provi-
sion have dropped from $1,328,197 in fiscal year 1976-77 to an estimated
$500,000 during the budget year desplte continued growth in tax revenues
transferred to the account.

“This decrease of over 62 percent in refund payments is probably due to
two. circumstances. First, increases in motor vehicle fuel prices have
caused the five-cent amount to become smaller and smaller in relation to
the gallon price, thus possibly discouraging refund applications. Second,
program staff indicate that refund applications may actually result in the
assessment of state charges. This is because the 6 percent fuel sales tax,
which is not levied on aircraft fuel at the retail level, is assessed upon the
filing of a refund claim. At a gallon price of 83.7 cents or greater, the sales
tax to be paid exceeds the refund. Because aircraft fuel prices are general-
ly between 80 cents and 90 cents per gallon, refund claims more often than

" not result in sales tax charges. .

It is likely that the refund provisions will contribute to further deteriora-
tion of resources in the Aeronautics Account. While the increased burden
on users caused by elimination of the refund provisions appears relatively
minor, the additional $500,000 available to the account due to deletion of
present refund provisions would significantly improve the account’s fiscal
situation. If continuation of program activities in their present form is
deemed worthwhile, we believe that legislation to eliminate aircraft fuel
tax refunds can help prevent the need for future tax increases or support
from other fund sources.

SUpport Activities

- We recommend a reduction of $108, 045 (3.1 personnel-years) from the
Aeronautics Account (Item 163) related to support expenditures in the
Aeronautics Program.

Program support activities involve the safety, planning and noise, and
administrative functions. We are recommending reductions in activities
which we believe have little value or are of low priority given the financial
position of the Aeronautics Account.
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Airport Ground Access. The budget proposes the addition of 0.3 per-
sonnel-years to analyze and develop alternative methods for airport ac-
cess. Documentation supporting this request fails to indicate expected
accomplishments or objectives. Furthermore, we do not believe that this
level of effort will result in a meaningful product. Therefore, we recom-
mend that the proposed personnel-years be reduced for sav1ngs of $7,693.

Air Route Review. An increase of 2.0 personnel-years is requested in
the planning and noise element so that division staff can review and
evaluate current and proposed air routes in California and participate in
rate or route applications before the federal Civil Aeronautics Board
(CAB) and the state Public Utilities Commission (PUC). This additional
involvement is not warranted because the CAB and PUC, which have
responsibility for reviewing route and rate changes, already have the
resources, staff, and public input rieeded to reach their decisions. In addi-
tion, advocacy of a different route structure by division staff would seem
to be contradictory to the thrust of recent federal airline deregulation
efforts. A reduction of $71,249 and 2 0 personnel-years is therefore recom-
mended.

Airport Land Use Commissions. - The division is proposing an increase

“of 0.8 personnel-years to provide advice, assistance, and expertise to the
staffs of Airport Land Use Commissions (ALUC). The commissions are
responsible for insuring compatible land uses in the vicinity of-airports.
However, as stated in the department’s request, most ALUC’s are not
effective due to a lack of adequate statutory authority or funding. Until

-additional legislation grants greater authority and sufficient resources, we
-believe this request is premature and recommend a reduction of $29,102

-and deletion of the proposed personnel-years.

iLocaI Assistance

We recommend a reduction in Item 168 of $500 000 in increased,, grants
and loans to local governments for airport purposes.

The division provides local assistance through acquisition and develop-
ment grants, the establishment of a local agency loan furid, and allocations
for the construction of recreation/reliever and training airports. The
budget proposes the elimination of $150,000 in funds for recreation and
reliever airport construction because of a lack of interest on the part of
local governments. However, increases of $300,000 in acquisition and de-
velopment grants and $200,000 for the local agency loan program are
requested for fiscal year 1979-80.

Caltrans’ justification for the increase in grants is s based on the fact that

" aviation fuel tax revenues are increasing. Although this is correct, Table
8 also shows that program expenditures continue to exceed ava.llable reve-
nues. Again, the fiscal future of the Aeronautics Account dictates remedial
action to correct this imbalance. Moreover, availability of funds, by itself,
is not a sufficient reason to justify increased expenditures. We therefore
recomrnend that the proposed increase of $500,000 in grants and loans to
local governments be deferred until growth in account surpluses occurs.
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4. HIGHWAY TRANSPORTATION

The 1979-80 fiscal year marks only the second time the hlghway portlon
of the department’s budget has been formally presented to the Legisla-
ture for appropriation under Chapter 1106, Statutes of 1977. Consistent
with Chapter 1106, the highway program is dlsplayed in an eight element
breakdown, including: (a) rehabilitation; (b) operational improvements;
(¢) local assistance; (d) program development; (e¢) new facilities; (f)
administration; (g) operations; and (h) maintenance. Each of these ele-
ments is in turn broken down into its sevéral components.

The budget proposes the expenditure of $1,384,061,000 for highways
which is $5,486,733, or 0.4 percent, below the current.year expendlture of
$1,389,547,733. Table 9 provides a comparison of highway expenditures for
the past, current, and budget years. Table 9 also summarizes the distribu-
tion of personnel-years associated with the expenditure elements, and .
shows a net decline in 1979-80 of 17.4 personnel-years from the estimated
1978-79 total of 16,624.3. The fundmg sources supporting the various pro-
gram activities and associated staff are displayed in Table 10, which shows
that federal funds and the State nghway Account prov1de the vast major-
ity of highway program funding. .

1978-79 Adjustments

Although Table 9 1ndlcates that total hlghway program expendltures
remain level between the current and budget years, an expenditure
“bulge” exists in the current year which obscures the analysis of any trends
developing in particular program areas. The department reports that the
current year highway budget contains at least $131.6 million in funds
carried over from 1977-78. Of this total, $80 million represents the cost of
projects which were awarded after June 30, 1978, while the remaining
$51.6 million is identified as a reserve to cover increased costs for projects
not yet awarded and other projects which could not be fully funded in the
1977-78 year. If the $131.6 million were not included in the current year,
the expenditure total for 1979-80 would show an increase over 1978-79,
rather than the slight decrease exhibited in the table.




E\pendztures by element

a. Rehabilitation

Table 9
Highway Transportation Program
- Staffing and Expenditures ®

Actual Estimated Proposed
197778 1978-79 1979-80
Capital Outlay .. Capital Outlay Capital Outlay

 State Operations Subventions - State Operations Subventions

“b.: Operational Improvements

41,726,639 94,552,646 46,859,650 137,152,834

($99,796,260 © $97542.943 $2470553  $150,677,060

State Operations  Subventions

$23,808000  $116,485,000
47553000 118050000

7185 - 9394 -

a. Rehabilitation 8713 . -
b. Operational Improvements 16202 - 1,7446 - 1,7043 —
¢. Local Assistance 3818 L= 3433 — 3174 -
d. Program Development 4317 ) - 4424 - 3000 —
e. New Facilities - 1,492 - 1513 = 15414 _—
f. Administration 1,386.9 — 34445 - 3,157.6 —
g. Operations 906.3 = 97163 - 960.6 -
h. Maintenance 53172 : — 52065 e 5,748.3 —
Total program personnel- years 122718 B —_ 14,6243 - 14,6069 -

e, Local Assistance 16,191,450 - . 43296654 - 10,360,189 .- 50,896,000 ‘10427000 51,119,000

-7+ . Subventions:. I 169,712,050 = 299,053,416 c = - 308,060,000

d. Program Development 16,163,162 L - "17,905,298 ‘ — 13,806,000 —

e.-New Facilities 47848683 250,200,488 53,873,053 372341905 45075000 -309,700,000

f. Administration 40,360,382 1,334,350 87808999 - 105836000 - —

g Operations... 4T TT — 7 31,132,751 — R0 -

-+ ’h. ‘Maintenance . 175679573 —" 176,181,042 — 206,000,000 —

.. Total program expenditures A8  $6668431  SMOAP6518  $O0I21015  $485,547,000 - $898,414.000
Personnel-years by element

2 Compansons between current year and budget year figures may be inappropriate because of program definition changes.
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Table 10

Highway Transportation Program -
Funding Sources

Actual Estimated ' Proposed
1977-78 1978-79 1979-50
. : Capital Outlay Capital Outlay i Cupital Outlay

Funding Sources i ~State Operations Subventions- State Operations Subventions Stite Opemhom Subventions
Federal Funds - $60,510,311 ° $412 806,671 $66,455,000 $609,530,341 $56,500,000: - $603,900,000
State Highway Account . 312,409,206 140,250,481 358,367,198 - 265,876,934 404,510,000 - - -~ 220,030,000
Toll Bridge Funds .. 18,258.278 58,500,722 20,573,755 9,002,000 20,538,000 22,880,000
Transportation Planning and Reseatch Account ... 36459 . 754,968 25,582 3,979,802 - -

. Bicycle Lane Account ‘ - 985,609 40,536 689,464 - 415,000
Environmental Protection Program Fund — 4339 37,000 146,674 30,000 70,000
Reimbursements 11275582 - 43,296,654 3927447 50,896,000 4,069,000 51,119,000

Total $402,489,836 $656,638 431 $449,496,518 $940,121.215 $485,647,000 $898,414,000
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Fmancnal Condition of the State Highway Account.

The financial condition of the State Highway Account has been a subject
of some controversy during the past two years. The account’s condition
was analyzed in our May 1977 report to the Legislature, The Budget,
Six-Year Plan, Cash Flow, and Management of the Department of Trans-
portation, and in last year’s-Analysis of the Budget Bill. ‘

_This year is the first time the department has provided a similar assess-
ment in its supplemental reports to the 1979-80 budget. The projected .
condition of the State Highway Account, as reflected in the department’s
proposed STIP, is shown in the “Resources” section of these reports. This
information is summarized in Table 11 which also reflects adjustments
made to the budget since the department issued its proposed STIP. This
table includes the $100 million transfer from the Motor Vehicle Account.
Further adjustments w111 be shown in the department’s March budget .
revisions.

Available Cash C'arryover The first entry in Table 11 is the available
cash carryover from the prior year. This is the net unencumbered cash in

“the State Highway :Account. It excludes funds committed to projects -
which are programmed but not yet covered by signed. contracts. The
available carryover was $347.8 million on July 1, 1978 and is estimated to
be $262 million on July 1, 1979.

Annual Program. The annual program reﬂects state revenues, less (1)
state support costs for operations such as maintenance, engineering, and
administration, (2) state revenues used to match federal aid, (3) local
assistance subventions for ‘planning and local highway construction, (4)
transfers and appropriations to other programs; and (5) mass transporta-
tion subventions for Proposition 5 diversions of State Highway Account
funds. A net annual surplus for these basic program costs is then calculat-.
ed. Finally, from this amount, state-only capital outlay contract expendi-
tures are deducted, leaving the net accumulated surplus.

Table 11 -

State Highway Account
Proposed Department Financial Plan .
‘For State Resources, 1978-79 Through 1983-84

(in .mi'llions)‘ o o

- . 1978-79 197980 19%0-81 1951-82 1982-83 = 1983-64

Available Carryover July 1 . e SMT8  $2620  SUTT6  $2592 42028 $ISL9

. Annual Program o PR o »
State Revenues ; 562.1 6703 5740 555.0 5460 5320
Less: ) ‘ »

State Operations, Highways........ummicmminsmminic 383 4045 39750 4202 0 4349 4557
Match for Federal Aid : i 5375813 384 391 . 415 399
Local Assistance Subventions 416 . 404 22 22 22 22
Transfers and Appropriations .... 85 19 89 113 13 121
Mass Transportation Program .. 152 237 263 2838 282 289

. Net Annual Surplus (Deficit) . §188  §1559  $807 8334 &79  ($268)
Less: State-Only Contracts ’ 1646 - 1403 - - 991 89.8 588 69.5
Accumulated Surphs....... e $620  SOTT6 $302  $208  §ISL 8556

® Approximation based on STIP data. Actual expendltures not available due to dlfferent program defini-
tions.




316 / BUSINESS AND TRANSPORTATION Items 157-169, and 453-454
DEPARTMENT OF TRANSPORTATION —Continued

Available State Funds. Table 11 shows $55.6 million in available state
revenues at the end of 1983-84. As discussed earlier, additional federal
revenues beyond those reflected in the table are available to the program
for capital outlay. These could permit a decrease in the use of state funds
below the level shown in the table. Adjustments to the budget are an-
ticipated in March, and it is likely that these adjustments will change the
amount of state funds available during the five-year period.

It should be noted that the accumulated surplus is an unencumbered
balance. The actual balances in the State Highway Account (which in-
cludes encumbered but undisbursed funds) could exceed the unencum-
bered balance on July 1, 1984 by as much as $100 million.

Staff Benefits Overestimated

We recommend that the amount budgeted for payment of department
staff benefits in Item 164 be reduced by $17,300,000.

Review of the department-wide expendlture totals for personnel bene-
fits in 1978-79 and 1979-80 reveals substantial increases over comparable
amounts for 1977-78. The department reports that these increases are due
to a miscalculation for health and other employee benefits, and that ex-
penditure totals should be reduced by $15.0 million in the current year and
$17.3 million in the budget year.

At this time, the department has not completed its analysis of where the
$17.3 million reduction should be made. We expect that the department
will make this information available before the start of hearings on the
proposed budget, thereby permitting proper adjustment of these ex-
penses throughout the various program elements and components. In the
meantime, we recommend a reduction of $17. 3 million from Item 164.

‘Merit Salary Adjustments

We recommend that the amount budgeted for employees’ merit salary
Increases in Item 164 be reduced by $1,795,465.

Amounts budgeted for merit salary expenditures reflect the fact that, in
any fiscal year, various department staff will become eligible for promo-
tions and corresponding salary increases. While it is not known exactly
how many employees will be promoted, the department must estimate
these promotions so that it can budget for the additional salary expenses.
The Department of Finance typically instructs departments to budget for
merit salary increases equal to approx1mately one percent of existing net
salaries and wages.

Budgeted Figures Too High. Comparison of the proposed amount for.
merit salary adjustments in the budget year with amounts for prior years,
suggests that the former are greatly overstated. The budget projects merit
- increases at $4.4 million in 1979-80, $1.7 million or 63 percent above cur-
rent year increases. Table 12-illustrates this change and provides a com-
parison with similar expenditures in prior years. The table clearly shows
that adjustments for 1979-80.represent a sharp departure from trends and
levels established in prior years .




Ttems 157-169, and 453454 BUSINESS AND TRANSPORTATION / 317

Table 12

Merit Salary Expenditures
Fiscal Years 1973-74 to 1979-80

Net ‘Ment Salaries Percentage
) Salaries Merit as Percentage  Ment Salary Change . -
Fiseal  and Sulary of Net Chinge fom from
Year : Wages® Ependitures  Sabaries and Wages  Prior Year Prior Year
1974-T5........ $250,781,923 .~ $2,206,880 0.88% - —
© 1975-76 236,723,880 2,083,170 088 $-123710 -56%
1976-71 298075,674 2,052,681 - 090 —-30,489 ~-15
1977-18 . 256,360,561 9,244 829 0388 - 192,148 - 94
1978.79 971,334,993 2,707,254 1.00: 462,495 206
- 1979-80 275,286,825 4491072 161 1,713,818 63.3

* Figures for 1978-79 and 1979-80 have not been adjusted for reductions pursuant to Section 27.2 of the
Budget Act of 1978.

Department Response. Discussions with department staff reveal that
the budgeted $4.4 million is based on preliminary personnel data provided
by the State Controller and has not been adjusted to reflect later refine-
ments in authorized staff and salary levels. More recent information pro-
vided by the department indicates that its merit salary adjustment should
be $3.9 million and not the $4.4 million originally proposed.

" Reduction Recommended. - Our own calculations and interpretation of
the Department of Finance’s budget price letters support a further reduc-
tion in the budgeted merit salary amount. Finance’s guidelines clearly
state that merit salary adjustments shall not exceed one percent of the net

- salaries and wages as adjusted for Section 27.2 reductions. The one percent
guideline, which corresponds to the department’s 1978-79 merit salary
adjustment, would limit the department’s 1979-80 merit increases to $2,-
625,607. The derivation of their amount is shown in Exhibit 4.

We recommend a reduction of $1,795,465 in Item 164 to eliminate over-

stated merit salary adjustments.

Exhibit 4

Adjustments to Department of Transportation
Merit Salary Expenditures

Personnel- Budgeted

Salaries and Wages Categories Years Expenditures
Authorized positions 15,885.3 $275,286,825
Add new positions. ; +186.7 43,143,896
Less salary savings - —608.1 —9,790,410
Total salaries and wages , 154639 . $268,640,311
Less Section 27.2 adjustment ..... . : - —350.0 —6,080,232.
Net salaries and wages : : 15,113.9 $262,560,079
Budgeted merit salary adjustment $4,421,072
Less allowable merit salary adjustment (1 percent of net salaries and = :
_ wages) , - : : —2,625,607

Difference (recommended reduction) : $1,795.465

a. Rehabilitation .
The rehabilitation element includes those activities which extend the

service life of highway facilities through the restoration and reconstruc-
tion of facilities which have deteriorated due to age, usage, or disasters. In
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some -instances, improvements, or protective betterments, are made to
existing structures to reduce the likelihood of serious damage at a future
date. This element also contains resources for the construction and im-
provement of district buildings and facilities.

The budget for this element proposes the expenditure of $140.3 million
in fiscal year 1979-80, of which $116.5 million is for capital outlay. This
represents a reduction of $35 million from the current year estimated
expenditure total of $175.3 million. Total personnel years are projected to
decline 68.1 from the current year, to a level of 871.3 in the budget year.
The decreases in both expenditures and staff reflect the completion of -
design work and construction inspection of many storm damage projects
in the current year.

Public Works Board Review

- We recommend legislation be enacted permitting the Legislature and

requiring. the  Public- Works Board to review proposed capital outlay
projects involving land, buildings, and improvements to facilities owned
by the department.

Chapter 1106, Statutes of 1977, requlres that Budget Act appropriations
from the State Highway Account be made on a program basis without
identifying specific capital outlay projects. Under this statute, the Califor-
nia Transportation Commission is responsible for allocating appropriated
funds to specific projects within the budget’s program categories.

This statutory provision is intended to insure that the commission, as an
independent entity, can determine project allocations on the basis of
statewide importance and need. However, department projects funded
by the State Highway Account include not only highway and other trans-
portation projects but also construction of department buildings, improve-
ments to existing support facilities (such as maintenance buildings or
district headquarters), and nonhlghway land purchases. The department
is unique among state agencies in that these nontransportation projects
are not subject to legislative approprlatlon or review by the Public Works
Board.

We believe that legislation should be enacted to alter this s1tuat10n
Whereas the commission is rightfully responsible for an independent allo-
cation of funds for transportation projeets, we believe that the Legislature
should establish priorities for, review the merits of, and allocate funds to
capital outlay projects involving land, buildings, and improvements to
nontransportation facilities. In addition, review of these projects by the
Public Works Board is warranted so that nontransportation capital outlay
projects are treated in a consistent manner throughout state government.

b. Operational Improvements

The operational improvements element encompasses activities and
structural improvements designed to increase the capacity and efficiency
of the existing highway system. The components of this element include:
(a) safety improvements—signals, median barriers, warning signs, and
crash barriers; (b) compatibility improvements—sound walls, roadside
rests, vista points, highway planting, and fish and wildlife preservation; (c)
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system operation improvements—high-occupancy vehicle lanes, passing
and climbing lanes, and lane delineation and channelization.

Both the current and budget years reflect increases in project develop-
ment and capital outlay over 1977-78, in accordance with 1ncreases
proposed in the five year STIP. -

However, expenditures in this element are projected to declme from
$184~mi11ion in 1978-79 to $165.6 million in 1979-80. Most of this decrease
will be realized in ecapital outlay, reflecting in part the completion of
project work carried over from fiscal year 1977-78 into the current year.
Overall staff levels in this element decline from 1,744.6 personnel years in
1978-79 to 1,704.3 personnel years in 1979-80 primarily as a result of pro-
gram definition -changes within this element.

. ¢. Local Assnstance

The department’s activities in this element fall into two general areas.
First, the department acts as a coordinating agency for state and federal
funds which are subvened to local agencies, and attempts to insure that
these funds are expended according to established guidelines. Second, the
department undertakes highways and road work on behalf of local agen-
cies, for which it is fully reimnbursed.

It is estimated that $303 million for capital outlay will be subvened to
local agencies in the budget year. This compares to $229 million in expect-
ed subventions for the current year. As explained in the STIP, approxi-
mately $146 million of the $303 million represents a carryover of unused
local funds, while the remaining $157 million reflects new resources to be

. provided in the budget year. Expenditures for reimbursed work for others
¢ are expected to remain relatively constant at $51.1 million, although the
~ department has begun to curtail this program by eliminating those activi-

ties for which no agreement or contract has been signed. It is not known

 whether.the department will continue to reduce-the reimbursed work

program in future budgets.

_Elimination of Grade Separation Program

We recommend that the department prepare detailed information (1)
explaining the basis for its proposal to terminate the Grade Separation
Program, (2) describing the legislation necessary to implement the pro-
posal, and (3) identifying alternatives to the present program.

We withhold recommendation on the proposed termination untd we
bave analyzed this information. .

Section 190 of the Streets and Highways Code requires that each annual
budget of the department set aside $15 million out of the Grade Separation
Fund to support grade separation projects. These projects involve the
separation of grades carrying motorized or nonmotorized traffic from
those carrying rail traffic, and are funded according to an annual priority
list developed by the Public Utilities Commission (PUC). In developmg
its priority schedule, the PUC evaluates proposed projects using criteria
which include traffic volumes, accident and fatality statistics, safety im-
provement potential and other considerations. Projects which are placed
on the PUC list may then be funded by the department (in order of
priority) if (1) an application requesting funding has been received by the
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department from local entities and (2) all necessary design work and
working agreements have been made ready by the part10111ar local
agency.

Termination Proposed. The department proposes that leglslatlon be
enacted to terminate the grade separation program in January 1980. Ac-
cordingly, the budget provides $7.5 million - (or one-half the required $15
million total) to fund the program through the first six months of the
1979-80 fiscal year. It is estimated that six personnel-years would be saved
if the proposed action were implemented.

Potential Problems.. Discussions with department representatlves :
have failed to shed light on the basis for the proposed termination. Al- -
though there has been some reference to the fact that accidents and
fatalities at grade crossings represent only a small portion of all traffic-
related injuries statewide, the department has not indicated whether the
funds might be better spent on other safety-related projects. '

Our analysis reveals several potential problems with the termination
plan: First, if the program is ended on January 1, 1980, the $7.5 million
remaining in the program may not be spent at all. Thls is because applica-
tions for project funding are not required before April 1 of the fiscal year

"in which expenditures have been authorized. Local agencies seeking
funds might be-unable to ready their apphcatlons if an earlier due date
were established.

Second, the administration proposes to termmate the program abruptly,
with no provision for phase-out. Many local agencies have already:.commit-
ted financial and technical resources to the completion of grade separation
projects on the présumption that they would receive state support in the
near future. Similarly, entities which are now eligible for supplemental
funding for inflationary increases in final project costs could be faced with
the problem of not having sufficient funds to complete pro;ects already
underway.

Finally, the department has not developed the leglslatlon necessary to
terminate the program.

Additional Information Required. We believe that because of the pol-
icy and fiscal implications of the department’s proposal, the termination
plan should not be approved until additional details of and a satisfactory
justification for the proposal have been prepared and made available for
review by the Legislature.

In order that analysis of the termination proposal may be completed
expeditiously, we recommend the department submit to the Legislature
a detailed justification for the proposal, along with plans for the legislation
necessary to implement it and a dlscussmn of alternatlves to the present
program,

Grade Crossing Eqmpment lnstallatlon

We recommend that the amount budgeted for msta]]a tion of local grade
crossing protection equipment in Item 169 be reduced by $1 million be-
cause available federal funds are sufficient for this purpose.

" As provided in Section 1231 of the Public Utilities Code, the Public
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Utilities Commission has the authority to expend State Highway Account
funds made available for the installation of local railroad grade crossing
protection equipment. Traditionally, the program has been funded
through an annual appropriation of $1 million, although in recent years .
state funding has been sporadic because of the ava11ab111ty of federal funds
for this purpose. :

Federal Program. Approxrmately $8 mllhon is avallable annually in
federal support to California for installation of grade crossing devices.
'Moreover, this assistance is provided on a 90 percent federal—10 percent
\local ratio while the state program. operates on a 25 percent state, 25
percent local, and 50 percent railroad cost formula. The department re-

. ports that local agencies prefer to utilize the federal program with its more

favorable formula and greater funding level. .
The department reports that $1 ‘million for this equlpment has been

' mcluded in the proposed budget. In view of the availability of eight times

more funding under the federal program, we recommend that the $1
million appropriation of state funds be deleted.

Grade Crossmg Maintenance Subventions

Under the grade crossing maintenance program, local agencies and
railroads share the cost of maintaining railroad grade crossings. As pro-
vided in Section 1202.2 of the Public Utilities Code, the Public Utilities
Commission is required to divide the maintenance costs in the same pro-
portion as. construction costs are divided. This section further ‘provides

- that the total local share of divided maintenance: costs shall be limited to
- the funds set aside in-the department’s budget for this purpose. '

The department’s 1979-80 budget proposes that expenditures for the
mamtenance subvention program be eliminated, and that legislation be
enacted to repeal Section 1231.1 of the Public Utilities Code. This section .
provides that funds up to $1 million annually be allocated to this program.
The department reasons that if the expenditure requirement is removed,
local agencies would be relieved of any legal responsibility for payment -
of grade crossing maintenance costs. Various railroad corporations would
then be responsible for all such maintenance costs.. '

We concur with the department’s plan to eliminate this. program, but
for other reasons. Because 90 percent of the costs of constructing grade
crossing-protection facilities are paid for by the federal government and
because the railroads realize a substantial benefit from the installation of
such equipment; the maintenance of these facilities does not represent an
unreasonable burden for the railroads to bear. California is one of only four
states providing maintenance assistance of this magnitude. Most other
states provide only token amounts of support for such costs. Although
these actions would shift $1.2 million in costs to the railroads, this. should
not impose a serious burden on them, given the substantial savings real-
ized by the railroads because of the reduced property tax burdens result-
ing from the passage of Proposrtlon 13: :
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d. Program Development
The program development element encompasses three component

- areas of activities, including: (1) research—theoretical, applied, and envi- |

ronmental studies designed to improve the construction, maintenance,
and safety of highways; (2) system planning—road mapping, monitoring

construction progress, and preparation of the STIP and other reports; and |

(3) highway programming—scheduling of capital investments and deter-
- mination of the distribution of resources.

Expenditures in this element are budgeted to decline in 1979-80 to $13 8
million, 4 $4.1 million decrease from the current year. Similarly, person-
nel-years are projected to decline from the current level of 442.4 to 300 in
the budget year. Changes in both of these areas are due to the transfer of
several functions to other areas of the department’s operations.

6. New Facllltles

The new facilities element is the largest—in dollar terms—of the elght
highway program elements, and is composed of three components: (1)
new highway construction—new development along with additions to or
the upgrading of existing facilities; (2) new toll bridge construction—
additions to existing toll bridges or the construction of new and replace-

~ment facilities; and (3) new bicycle facilities—widening of existing road-
‘ways and construction of separate bikeways.

The budget proposes the expenditure of $354.8 million in this element,

a drop of $76.4 million from the estimated current year expenditure level
- of $431.2 million. The major reasons for the decline in total expenditures

are that the current year level has been substantially increased by the

addition’of $66 million in Chapter 1364, Statutes of 1978, (AB 3020) funds,
- and an additional $83 million in unspent capital outlay and other funds was
carried over from the 1977-78 year.

‘Of the $354.8 million budgeted for 1979-80, approxxmately $309.7 mllhon
is earmarked for capital outlay, with the remaining $45.1 million going to
the support of state operations. The largest portion of these expenditures
is found in the new facilities component, where a total of $335.3 million
has been budgeted. Of the remaining amount, $16 million is programmed
for additional work on the new Dumbarton Bridge while $3.4 million is
expected to be spert on the development of new bicycle facilities.

Expenditure and personnel levels displayed in the budget are likely to
be revised before the start of budget hearings because of additional state

and federal revenues which will be available in the budget year. Until such
changes are proposed and acted upon, current ﬁgures—and any trends
they may mdlcate—should be viewed as preliminary in nature.

- f. Administration

The administration element conta.ms the busmess legal management,
and other technical services necessary to support the highway program.
This element has four components which are: (1) program administration
—budgeting, business and fiscal management, training, and data process-
~ing; (2) general administration—personnel, evaluation, employee rela-
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tions, public information, and financial control; (3) professional and tech-
nical services—legal, laboratory, and equipment services; and (4) external
costs—tort liability payments, pro rata charges, and Board of Control
claims.

Because of significant changes in program definition and the distribu-
tion of the former General Support Program among the department’s

© other major programs, the administration element has absorbed a net total

of approximately 1,800 personnel-years which formerly were in other ele-
ments and components. Actual personnel-years increase by 16.5 in the
budget year.

: Expend;tures in this element increase $18 rmlhon over the current year
to a new total of $105.8 million. However, the figures are not directly
comparable due to the redeﬁmtlon and redistribution of functions.

Operating Expense Budget ) i
We recommend that Item 164 be reduced by $6 m11110n in the amount
budgeted for department operating and contingency expenses. Of this
recommended reduction, $500,000 relates to costs for electronic data proc-
essing, and the remaining $5,500,000 represents a reduction in the amount

- budgeted for an operating contingency fund. We further recommend that

notification of expenditures from the reserve be provided to the Depart-
ment of Finance and the Joint Legislative Budget Committee.

A major component of the department’s total support costs in any fiscal
year is for operating expenses and equipment. For 1979-80 the depart-
ment proposes the expenditure of $216.1 million, an increase of $26.1
million or 13.7 percent, over 1978-79. Nearly all of the budget year in-
crease occurs in four of the operating expense categories, while the re-
maining nine  categories show only small to moderate increases.
Administrative pro rata charges are expected to increase $2.8 million (35.6
percent) over the current year, maintenance and construction materials
are budgeted to increase $8.4 million (8 percent), highway equipment
purchases are scheduled to increase $5.5 million (13 percent), and the .
operating contingency fund is slated to mcrease $5.3 million (688 per-
cent) over 1978-79, - :

Data Processing Costs.. One area of discrepancy in the department s
operating expense projections is the charge for data processing services
provided by the Teale Data Center: The department has ‘budgeted $4.3
million in 1979-80, a $206 000 increase over the current year and a $711,000
increase over 1977-78. A part of these increases is the result of data proc-
essing development activities associated with the .changeover to-legisla-

- tive budgeting, while inflationary adjustments account for a substantial
- portion. However, because the Teale Data Center is expected to keep its

rates at the current year level, which in turn declined two percent from
1977-78, an inflationary cost increase should not be budgeted. ' -
Although we have requested data distinguishing costs associated with
development from those associated with inflation, the department has not
provided the requested breakdown. Therefore, we have developed our
own estimates of the proper expenditure level in this category. We esti-
mate that, even with a $280,000 allowance for increased developmental -
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costs, the department has overstated its needs for Teale services by $500,-
- 000. We recommend this amount be deleted for a correspondmg savings
to the State Highway Account. ;
- Contingency Fund Increase. Included in the department’s operating
expense totals is'a reserve of $13 million for increased costs arising from
natural disasters. Although the department budgets for “normal” winter
. damages, it assumes that other emergencies and disasters may occur and
that a reserve adequate to cover costs associated with such occurrences is
necessary, Department plans, although sketchy, indicate that this $13 mil-
lion reserve is unallocated and would be parceled out to 1nd1v1dual dis-
tricts for emergency road openings as needs arise.

While some level of contingency funding for natural disasters is neces-
sary, the department has been overly generous in increasing the $7.7
million current year reserve to $13 million in the budget year. Although
the department realized disaster expenditures of this magnitude in 1977-
78, none of the 1978-79 reserve has been expended to date. Moreover,
storm damage as severe as that in 1977-78 does not occur frequently.

We recommend that the damage reserve be reduced by $5.5 million to
a total of $7.5 million, and that this net figure be set aside. We further
recommend the department notify the Department of Finance and the
Joint Legislative Budget Committee when expenditures are made from
the reserve amount, indicating both the amount of and reasons for such
expenditures. Any unused funds remaining at the end of the fiscal year
should revert to the State Highway Account. :

Personnel Additions

We recommend a reduction of 8.4 personne] years for additional busi-
ness and personnel managementstaﬁ' for a savings of $260,000 in Item 164.
The department is requesting an 11.5 personnel-year increase in ad- -
ministrative staff for business and personnel services. The department
states that the additional positions are needed because of increasing work
and services mandated by the Legislature. Of the additional staff, 4.8
‘personnel-years would be used for work related to legislative budgeting,
conflict of interest code requirements, discrimination complaints and
related employee services, while 3.6 personnel-years are associated with
increased library and various business services. The remaining 3.1 person-
nel-years would be assigned to fiscal management and accounting activi-
ties related to legislative monitoring and control.
" Because the department already employs more than 2 000 persons who
- provide general administrative or business management services, and be-
cause we expect that recent reorganizations will produce economies and
efficiencies in administrative activities, we recommend 8.4 personnel-
years of the requested increase be demed for a savings of $260,000. The
remaining 3.1 personnel-year increase should be approved so that im-
‘provements may be made in the department’s ability to respond to legisla-
- tive requests for expenditure and program data. However, we expect that
the addition of such personnel will result in noticeable 1mprovements in
these services during the budget year.




Items 157-169, and 453-454 BUSINESS AND TRANSPORTATION / 325

g- Operations

. Activities within this element are designed to maintain and improve the
manner in which roads, bridges, tunnels, and associated facilities are oper-
ated. Although these activities are related to those in the operational
improvements element, the latter is directed toward providing structural
improvements while the operations-element is oriented toward orderly
traffic flow. The four components of this element are: (1) ridesharing—
carpools, transit information, and development of work schedules support-
ive of mass transportation; (2) traffic operations—message signs, ramp
metering, road surveillance, and emergency road service; (3). toll collec-
tion—collection of tolls on state bridges; and (4) real property services—
airspace and property leases, sale of surplus property, and management
of state-owned housing units. -

Proposed personnel-years and expenditure levels are about the same as
in the current year despite changes in activity definitions in the element’s
functions. Net personnel-years decline by 15.7 to a total of 960.6. These
gross totals, however, obscure the fact that the department expects to
eliminate night toll collection personnel while adding others in- traffic
surveillance and supervision.activities. Proposed expenditures rise to $33.1
million in budget year, an increase of $2 million over the current year; but
do not reflect the same mix of activities because of the program shifts.

Elimination of Toll Bridge Collection

We recommend that the proposed elimination of night toll collection
along state toll bridges be rejected because it could result in a net loss of
approximately $5.5 million in toll bridge revenues and, consequently,
reduce funding of bridge operations and transit improvements.

The department’s budget proposes the elimination of toll collection
along the state’s nine toll bridges during the period from ten p.m. to six
a.m., for a reduction of 55 toll bridge collector positions and $1.5 million.
Thne budget does not show a corresponding reduction in toll bridge reve-
nues resulting from this proposal.

Recent estimates furnished by the department mdlcate that the pro-
posal should actually result in the elimination of 43 personnel-years at a
savings of approximately $830,000. Moreover, these estimates show that
the elimination of night toll collection could reduce toll bridge revenues
by .$6,290,000, causing a net loss in revenue of $5,460,000.

Toll revenues are used to (a) pay costs-of operation, maintenance,
rehabilitation, and safety improvements, (b) meet bonding obligations of
the California Toll Bridge Authority (TBA), and (c¢) repay.the depart-
ment for expenses incurred in advance study work on toll bridge projects.
Remaining revenues from the San Francisco-Oakland Bay Bridge, the San
Mateo-Hayward Bridge, and the Dumbarton Bridge are deposited in the
Toll Bridge Revenue Account for allocation by the Metropolitan Transpor-
tation Commission (MTC) to fund capital projects submitted by the area’s

-eligible public transportation systems and the department. Net revenues
from the state’s other six bridges are accumulated for future rehabilitation
or improvements;

‘We believe that the proposal is not flscally sound- because the resultmg
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loss in revenue may affect bridge upkeep and new bridge construction.
The proposed budget expenditure of $22.9 million in capital outlay indi-
cates that nearly $8 million is programmed for bridge reconstruction and
restoration projects. In addition, nearly $13 million of the total is budgeted
for construction of the new Dumbarton Bridge (scheduled for completion
in the 1981-82 fiscal year). The proposed 1979-80 expenditure is expected
to increase by $22 million to $44.9 million during fiscal year 1980-81 be-
cause of Dumbarton Bridge construction. If toll revenues are reduced, the
funding of new bridge construction or future debt service requirements
for the. Dumbarton Bridge could be constrained.

Moreover, the proposal contradicts the department’s philosophy of en-
couraging the use of public transportation. A December 23, 1977 agree-
ment between MTC and the department indicates that at least $8 million
in toll revenue should be available annually for MTC allocation. However,
elimination of night toll collection could result in the loss of up to $2.9
million in net revenues for MTC’s allocation of transit improvement
projects in the 1979-80 fiscal year.

We believe that the proposal could inhibit the financing of bridge
rehabilitation and new construction, as well as limit the improvement of
existing transit operations. We therefore recommend that the proposed
elimination of night collection be rejected.

Traffic Surveillance and Evaluation

We recommend that the amount budgeted for mcreased traﬁic moni-
toring, evaluation, and supervision in Item 164 be reduced by $241 800 ( 7.8
personnel-years).

The department has proposed increases in its traffic surveillance activi-
ties in-both the 1978-79 and 1979-80 fiscal years. These increased activity
levels translate into a 31.6 personnel-year augmentation in the current
year, of which 14.9 personnel-years are proposed for carryover to the
budget year. Currently, the department employs approximately 285 per-
sons in these traffic operations activities.

We believe that 7.8 of the 14.9 personnel-years proposed for carryover
to the budget year can be eliminated without a significant impact on
traffic operations. Furthermore, some of the proposed activities appear to
be of low priority. Therefore, we recommend that 2.0 of the requested 7.0
positions for traffic flow surveillarice be eliminated, that the 1.9 positions
for maintenance of evaluation standards be eliminated, and that the addi-
tional“3.9 positions for traffic management superwsmn be ehmmated for
a total reduction of $241,800.

h. Mamtanance

Activities in the mamtenance element whxch the department has desig-
nated as its first priority for expendltures, contains five components:(1)
roadbed—resurfacing and repair of flexible and rigid pavements; (2) road-
side—litter removal, vegetation control, roadside rests, and minor damage
repair; (3) structures—bndges, pumps, tunnels, tubes, and vista points;
(4) traffic control and service facilities—snow removal pavement mark-

ings, electrical equipment, and special transportation permits; and (5)
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auxiliary services—administration, tralmng, maintenance statlons and
employee relations.

Expenditures for maintenance act1v1t1es are proposed to increase by
$29.2 million, or 16.5 percent, in the budget year, to a total of $206 million.
Most of this increase results from inflation in the costs of maintenance
services and the shift of 401 personnel-years into this element from the
operations element. Beyond these changes, the department proposes to
add 140.8 personnel-years for the maintenance of new road and landscape
inventories, and operation of a motorized equipment training academy.

Additions to Staff

. We recommend that the amount budgeted for increased maintenance
personnel in Item 164 be reduced by $616,900 (19.9 personnel-years) in
order to keep staff ratios at their present levels.

Landscape Maintenance. The department expects that 563 acres of
landscaping will be added in fiscal year 1979-80 to the existing 16,353 acres
now maintained, a 3.4 percent increase. To maintain the additional acre-
age, the department proposes to add 48.2 personnel years to the current
base of 926, an increase of 5.2 percent.

The different percentage increases for staff and workload suggest either
an easing of staff-to-workload ratios or an overestimate of additional staff-
ing needs. If the percentage staff increase were held to that for increased
landscape inventory, an addition of only 31.5 personnel-years would be
required. We recommend that the present ratio be maintained, permit-
ting the reduction of 16.7 personnel years and $517,700 from the depart-
ment’s request.

Transportation Permit Issuance. As in the case of landscape personnel,
a discrepancy exists between the requested staff increase for the issuance
of special permits and the expected increase in related workload. The
number of permits issued is expected to increase 2,261 from a base of
123,100, a 1.8 percent increase. However, the proposed addition of 5.2
personnel-years above the current base of 107.6 would allow a staff in-
crease of 4.8 percent. We recommend that the current staff-to-work ratio
be maintained, permitting the reduction of 3. 2 personnel years and $99 -
200 from the department’s request.

Real Property Services

We recommend that the amount budgeted for tbe management and
operation of the department’s property programs in Item 164 be reduced
by $465,000 (15 personnel-years) because some of the department’s
proposed activities are unnecessary and resources requested for otber
plans lack justification.

The budget proposes the addition of 30 personnel-years to the depart-
ment’s property management services, an increase of 10.2 percent over
the existing staff level of 293 personnel-years. Plans call for the distribution
of these additional staff among several programs in this component.

- Motorist Information Signs. . Chapter 680, Statutes of 1978, provides for
the development and implementation of a test program permitting the
placement of business logos on rural highway signs. These signs would
provide for the advertising of nearby businesses and motorist services,
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with the state receiving reimbursement for the. costs of prov1d1ng the
additional signs. The department proposes the addition of 10 personnel
years to implement this program.

-In discussions with program staff, we have determined that the 10 per-
sonnel-year figure reflects a very prehmmary estimate-of program needs.
We concluded that plans for this program are not final and that the need
for additional staffing has not been substantiated.

In our analysis of the legislation authorizing this project, we: estlmated
that costs would be minor and could be absorbed by the department,
reimbursement provisions notwithstanding. Also, we note that another
department project to place and maintain vendmg machines at roadside
rest areas w111 be accomphshed with the addition of only two personnel-
years.

: Therefore, we recommend the logo test program request be reduced to
an addition of two personnel-years, for a savmgs of $248,000 and eight
personnel-years

- Rental Unit Rehabilitation. The department owns approxnnately 500
rental units within the right-of-way of rescinded Highway Route 2 in Los
Angeles. These units were purchased by the state several years ago in
anticipation of developing freeway facilities. Since the initial purchase
date, most of the original owners, whose property was purchased and who
were provided with relocation assistance, have moved and have been-
replaced by persons renting the 60 to 70 year-old units from- the state.

The department now proposes to rehabilitate these units and seli them,
in some cases at costs below market value, to the current tenants. Al-
though this would appear to violate Article XIX of the State Constitution,
the department cites an opinion by the state Attorney General that such
sales are permissible if they relieve an environmental problem. This opin-
ion, dated April 14, 1978, concluded that “the Departmerit of Transporta-
tion may ' consider - the potential dislocation of a' large number of
households, as presented in this case, as an effect which may be mitigated
within the meaning of Article XIX, Section 1(a).” The department’s own
legal staff originally found that these sales would be unconstltutlonal but
-this finding was superseded by the Attorney General’s opinion.

Because of the age and condition of the state-owned units, any work
necessary to.bring them up to current building codes may produce costs
which approach or exceed the return from the units’ later sale, especially
if they are sold for less than market value. It may be more cost-effective
- in the long run to sell the units in their present condition to persons who
would agree to perform the work necessary to meet local codes. This
would relieve the department of considerable time and expense which it
would otherwise have to devote to this activity.. Therefore, we recom-
mend that four of the eight requested personnel-years be deleted for-a
savings of $124,000 and that the remaining four personnel-years be as-
signed to activities ' which will expedite the disposal of such property and-
dwellings without additional cost to the state. :

Route-30 Property Disposal. - The department has: requested a staffing
increase of three personnel-years to begin disposing of property within the
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Route 30 right-of-way. The department expects this route to be rescinded
by:the CTC, adding approx1mately 500 parcels to the existing property
inventory and increasing the backlog of properties slated-for disposal.
However, information furnished by the department reveals that the back-
log.of parcels is in part the resiilt of a request by the Office of Planning
and Research to hold excess parcels off the market until it can be deter-
mined whether they can be used to support the Govemor s Urban Strat-
egy Program.

PDepartment representatives have informed us that d1sposal of- the ex-
cess property to the present tenants will involve the analysis of each
tenant’s financial ability to purchase a particular home, as well as arrang-
ing any necessary supplemental financing. Even so, the department is not
certain of the need for the requested staff additions. '

We recommend that the department use its existing staff to carry out
property disposal plans, and that the three personnel-years be deleted for
a savings of $93,000. Staff which had been diverted to other activities
during the holding period should be sufficient to perform anticipated
work. Also, the financial counseling and analysis proposed by the depart-

ment is more appropnately a functlon of private ﬁnancxal and lendmg :
institutions.

Highway Road Equlpment

We recommend that the amount budgeted for acqwsmon of' new and
- replacement passenger vehicles in Item 453 be reduced $1,917,300.

The maintenance, rehabilitation, and improvement of state h1ghways-
requires that the Department of Transportation maintain a large inven-
tory of road vehicles and other related capital equipment. The depart-
ment’s current inventory is estimated at 9,950 vehicles and other pieces -
of equipment, or about 35 percent of the entire state inventory. Given-this -
large capital equipment inventory and the nature of its use, the replace-
ment of existing, and acquisition of additional, equipment often constl- '
tutes a major expenditure by the department. : '

- Expenditures for this road equipment have fluctuated notlceably in
recent years, reﬂectmg both the age and composition of the department’s
fleet, as well as major changes in operating conditions. Because of the
department s cash-flow crisis and personnel reductions in'1975-76, vehicle
‘and equipment purchases dropped to only $3.4 million in that year from
a prior year level of $15 million. Also, the department has “aged” its
inventory in recent years to extend its service llfe Because of these events :
many ‘equipment purchases were deferred. - -

The department reports that vehicle and road equipment purchases can
no longer be deferred, and has requested an expenditure of $43 million for
new equlpment in the budget year. Our review concludes that the depart-
ment’s estimates of equipment and vehicle costs are overstated and that
a final determination of total needs has not been completed.

Revised Cost Estimates. We have compared the department’s unit
cost estimates with those being used by the Department of General Serv-
ices and have found the latter to be substantially lower. Using the General
Services figures for vehicles common to both departments and allowmg
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for an inflationary increase in costs, we estimate savings of approximately
$1,000 each on the purchase of 1,350 passenger cars and trucks. Conse-
quently, we recommend a total reduction of $1,417,300 in the estimated
purchase cost of these passenger vehicles.

Depreciation and Resale Value. We also reviewed the department’s
estimated return from the sale of old vehicles and equipment, and its
figures for the depreciation value of the existing fleet. We believe that
both figures are conservative. Department staff agree that their estimates
may be slightly understated. Our own estimates recommend increasing
the department’s depreciation estimate from $6 million to $6.3 million and
estimated resale values from $700,000 to $900,000. The total difference of
$500,000 represents additional credits which can be applied to the total
purchase request, thus permitting a reduction in the expenditure total.

~ Home Storage Permits. The department is currently reviewing its
policies regarding the use of vehicle home storage permits in response to
the Department of General Services’ efforts to reduce permit issuance.
Reductions in-the number of permits may provide for reduced vehicle
needs in various state agencies, including Caltrans, which reports 1,600
permits are currently in use. Depending on the results of the study, fur-
ther reductions may be possible in the department’s vehicle needs and
inventory.

Motorized Equipment Training School B

We recommend a reduction of $500,000 (18 personnel-years) in Item
164 to reflect savings in operational and equipment costs which should
accrue from the department’s operation of a statewide motorized equip-
ment training school.

We further recommend that the department prepare estimates substan-
tiating future savings from the operation of the training school.

In last year’s Analysis of the Budget Bill, we noted the absence of an
effective and coordinated preventive maintenance program within the
department. This had been reported earlier in the department’s own
internal audit. At that time, we recommended that preventive mainte-
nance activities be improved, especially in view of the large equipment
fleet and high incidence of damage to such equipment.

Equipment School Operational. Since our report, the department has
proceeded with the establishment of a statewide equipment training
school situated at the California National Guard’s Camp San Luis Obispo.
According to the department, operations commenced in January 1978 and
are being funded from existing resources, as were initial start-up costs. In
the budget year, the department is requesting $1.6 million (56 personnel-
years) to continue operation of the program. Of this amount, approxi-
mately $1 million represents salaries which will be paid to about 1,100
employees attending the classes. Remaining funds will support ongoing
operatlons equipment, and instructors’ costs.

Although we did not specifically recommend estabhshment of the
school to meet preventive maintenance needs, we can foresee benefits
- accruing from it. We expect that personnel will be better trained and have
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fewer accidents, that equipment damage will be reduced, and that the
overall work product will improve. Similarly, we expect that these project-
ed accomplishments will result in significant savings to the department.
However, the department has been unable to provide any data on project-
ed savings from operation of the school, although it has acknowledged that
savings should eventually equal or exceed program costs. If this does not
occur, the program should be terminated.

Because the department will complete the training of 1,500 employees
by the start of the 1979-80 fiscal year, and expects to train another 1,100
during the budget year, savings should begin accruing by the start of the
: budget year and continue throughout the life of the program. We believe
it is reasonable to expect savings of approximately $500,000 by the end of
the budget year. This would represent a return of 15 percent on the $3.5
million we expect to have been invested ‘in the program by that time.
Therefore, we recommend the department’s request be reduced by $500,-
000 to reflect expected savings. We further recommend that the depart-
ment prepare estimates of future savings and a projection of the
“break-even” point between the costs and savings of operating this pro-
gram. :

Business and Transportation Agenby
OFFICE OF TRAFFIC SAFETY

Items 170-171 from federal R
funds | o Budget p. 366

Requested 1979-80 ......cccouriieecnerioirinenirnesiorssssssssrssssnssassismsssess $12,272,700
Estimated 1978-79.............. DRSSO § I X I (1
- Actual 197778 .................... erereereretet e eant e s e s trer s as et nat s seneseeee 11,199,553
Requested increase $1,019,296 (9.1 percent) . _
Total recommended reduction ......... T ‘ - None

1979-80 FUNDING BY ITEM AND SOURCE v S :
Item -Description , Fund o o: Amhount

170 Office of Traffic Safety (support) Federal - 81,720,840
171 Office of Traffic Safety (local assistance) Federal 10,551,860
Total ’ - : 812212700

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS
We recommend approval,

GENERAL PROGRAM STATEMENT

Chapter 1492, Statutes of 1967, established the Cahforma Trafﬁc Safety
Program. The Office of Traffic Safety (OTS) was subsequently created to

implement this program and the requirements of the Nat10na1 nghway
Safety Act of 1966. v i .
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OTS is responsible for allocating traffic safety assistance grants from the
Federal Highway Administration and the National Highway Traffic Safety
Administration. Its principal responsibilities are to (1) develop and update
the California Comprehensive Traffic Safety Plan, (2) coordinate ongoing
traffic safety programs, (3) provide technical assistance and information,
(4) assist state and local agencies in identifying traffic safety needs and
deficiencies as well as in developing and implementing traffic safety pro-
grams, and (5) approve project funding for eligible traffic safety projects.
All OTS grants and office expenses are paid by federal funds.

ANALYSIS AND RECOMMENDATIONS

Office Support (I1tem 170).

This program provides executive and management services to the Cali-
fornia Traffic Safety Program. The 35 positions within OTS assist state and
local agencies in solving traffic safety problems by identifying deficiencies,
visiting potential grant recipients to identify needs and monitoring the
implementation of the grant proposal. In the budget year, OTS proposes
expenditures of $1,720,840 for these purposes.

Local Assistance (Item 171)

This program provides funds to implement projects proposed by state.
and local agencies. In conformance with the National Highway Traffic
Safety Act, the program identifies 18 different traffic safety standards,
including motorcycle safety, driver education and emergency medical
services. Federal law requires that at least 40 percent of the assistance
money expended by OTS must be allocated to local agencies. Past trends
indicate that approximately 60 percent is allocated to local agencies with
the remaining funds providing support for state activities.

According to the Governor’s Budget, OTS will spend $10,551,860 from
this item during the budget year. However, discussions with OTS staff
indicate that this amount is incorrect and that $10,556,000 will be available
under Item 171 in 1979-80. In addition, $5,327,160 is available for expendi-
ture by state agencies in 1979-80. These expenditures are reflected in the .
budgets of the individual agencies. ‘

Table 1 summarizes the resources available to OTS for 1979-80.

Table 1
Revenues and Expenditures of OTS
: 1979-80
Available Resources '
Federal Funds . $13,609,000
Carry over......, ! 4,005,000
Total Revenues : $17,614,000
Available for Expenditure
Office Support (Item 170) $1,720,840
Local Assistance (Item 171) $10,566,000
State Assistance ; ; 5,327,160

. Total Expenditures $17,614,000
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Unexpended Balances

In the past, OTS has accumulated unexpended balances which were
available for allocation in the following year. This is because state and local
agencies have not made application for or used the funds which OTS has
made available. For example, in the current year, OTS has committed
$3,255,000 to the California Highway Patrol (CHP) to aid in enforcing the
55 mile-per-hour speed limit. However, the federal government has not
decided whether this money must be used exclusively for this purpose. In
addition, the federal government authorizes project expenditures over a
four year period: Therefore, funds are often carried over from year to

year. During the current year, OTS estimates that these unexpended
balances will equal $4,005,000.

Business and Transportation Agency
DEPARTMENT OF THE CALIFORNIA HIGHWAY PATROL

Item 172 from the Motor
Vehicle Account, State

Transportation Fund _ o Budget p. 367
Requested 1979—80 .......... evererestaeseesssaaserasans e eeeeeeseesesessemeenesennnn $298,900,813
Estimated 1978-T9.........cc..coovvuemeruneeeeemsessessonessssssssssisessens verreres 218,404,266
ACHUAL 19TT=T8 .eccerererieeecerninrceiesenersnsivsrasessnsssersssssssssssssssissesonsases - 216,361,343

Requested increase $10,496,547 (4.8 percent)

Total recommended reduction ........c.iiinieninens trveteerenenes $5,063,715
1879-80 FUNDING BY ITEM AND SOURCE

Item . Description Fund Amount
172 California Highway Patrol Motor Vehicle Account $228,900,813

State Transportation Fund

- Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Communications Dispatchers. Reduce by $183,498. 338
Recommend deletlon of 13 radio dispatch positions in Los

- Angeles. _

2. Radio Dispatch Supervisors. Reduce by $76,930. Recom- 338
mend deletion of five supervisors in Los Angeles.

3. Mobile Radio Extenders. Reduce by $1,500,000. Recom- 340
mend reduction because the equipment will cost signifi-
cantly more than budgeted and'a pllot test is necessary to
determine its usefulness.

4. Vehicle Replacement. Recommend department consider = 341
operating costs of individual patrol vehicles in determmmg
‘when to remove vehicles from service. :

5. Vehicle - Purchase. Withhold recommendation ~on 342
$175,189 for vehicle option pending completion of replace-
ment vehicle bid process.
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- 6. Fleet Management Information System. Recommend 343
-system be programmed to prov1de dataon monthly operat-
ing costs.
7. Automobile Operations. Reduce by $2,408231. Recom- 343
“mend reduction because department overstated automo-
bile operating costs.
8. Automotive Specialists. Reduce by $22,265. Recom- 344
- mend deletion of 1.5 positions to comply with department
- staffing standards.
9. Soft Body Armor Carriers. Reduce by $42,000. Recom- 345
.- mend reduction because replacement not necessary dur- -
7 ing budget year.
10. Aircraft Operation. Withhold recommendation on con- 345
- :tinued operation of Sacramento helicopter pending de-
partment evaluation. Recommend department require
reimbursement for costs incurred in nonmotorist-related
activities.
- 11. Proposed Budget Reductions. Recommend deletion of 346
five regulatory activities as proposed in the Governor’s
" Budget. Also recominend department comment on status
: -of legislation during budget hearings.

“12. .Regulatory Activities. Reduce by $144,498. Recommend 348
reduction because estimate of half-year expenditures ex-
.ceed Department of Finance guidelines.

13." Commercial Vehicle Inspection Specialists. Reduce by 349
87,422, Récommend deletion of one position because ad-
“ditional welgh-statlon lanes may not be available durmg

budget . year.

14. Vehicle Theft Information System Recommend that the 350
department and Department of Justice explore transfer-

. ‘ring data processing system to Department of Justice.

15. Vehicle Equipment Safety Commission. Reduce by $13,- 352
-650. Recommend reduction because department will not’
pay dues during budget year.

16. Patrol Retirement. - Recommend leglslatlon clanfymg de- 352
partmental personnel eligible for “patrol” retirement

" benefits. - :

17. Data Processing Charges. Reduce by $95,705.  Recom- 353
mend reduction because department historically overesti-
mates funds for use of Teale Data Center.

18. Management Information System. - Reduce by $100000 353
.Recommend reduction because of overbudgeted expendi-

» tures.

19. Leasing of Patrol Faczlztzes Beduce by $143873. Rec- 354
ommend reduction because of overbudgeted expendi-
tures. Also recommmend establishing reserve for prOJected
increases in future leasing arrangements.

20. Equipment Expenditures. Reduce by $25,640. Recom- 356
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mend denial or reduction in miscellaneous equipment re-
_ quests.

GENERAL PROGRAM STATEMENT

The California Highway Patrol is primarily respons1ble 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 along roads in unincorporated areas to meet program requirements.

The regulation of motor vehicles and equipment is the department’s
second program. Inspection of vehicles and commerical terminals are
among the activities performed by both uniformed and nonuniformed
personnel in this program. The third program is vehicle ownership secu-
rity which includes investigation and inspection activities to control the
state’s vehicle theft rate.

Finally, the administrative support division provides general manage-
ment to the other three programs. In addition, this division oversees the
training of cadets at the patrol’s academy in Bryte.

Organizationally, 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 budget proposes expenditures of $228,900,813 in 1979—80 for support
of the Department of the California Highway Patrol This is an increase
of $10,496,547, or 4.8 percent above estimated expenditures in the current
year. The department’s activities are funded entirely from the Motor
Vehicle Account of the State Transportation Fund.

Adjustments in various department activities during the budget year
will reduce the patrol’s total authorized staff by 445.6 positions, to a total
of 7,404.6. This reduction is achieved primarily by transferring responsibil-
ity for hiring school crossing guards from the department to the appropri-
ate counties. The transfer, however, does not result in savings to the Motor
Vehicle Account because the counties fully reimburse the department for
costs associated with the activity. This transfer will eliminate 453 “blan-
ket” positions within the department. This and other reductions are par-
tially offset by 59.5 additional positions for several communications
centers. :

Other significant program changes affecting the budget include (a) the
continued installation of a management information system at a cost of
$2,482,774, (b) a request for $1.8 million to complete the installation of
mobile radio extenders in the department’s patrol vehicles, (¢) proposed
additional personnel for commercial vehicle inspection, (d) a reduction
of 39.0 positions from current staffing levels in the regulation and inspec-
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tion program made possible by the proposed elimination of the depart-
ment’s responsibility in several areas, and (e) the elimination of 19 'posi-
tions in the department’s vehicle theft control activity. Table 1
sumnmarizes the proposed budget reductions using the 1978-79 expendl-
ture and staffing levels as a basis for comparison.

- In addition, during the 1979 Legislative Session, the department intends
to sponsor legislation that would (a) provide for a radar speed enforce-
ment program and (b) make it easier for law enforcement officials to
remove the drinking driver from the state’s roadways.




LIBL— T

. Administrative Services

.Table 1

-Summary of Proposed Reductions.

From 1978-79 Expenditure and Staffing Levels

Program Activity

Regulation and InSpection ... School Crossing Guards ............ceeciververnns
Approval and. Certification of Retail
Vehicular Devices
Vehicular Equipment Standards Develop-
ment and Enforcement ...........c.vorreeesenerncee
Vehicle Noise Reduction and Control
Abandoned Vehicle Abatement....
Vehicle Theft Control ............. ..
Management Development ...

Vehicle Ownership Security

Total Reductions

2 Department position on need for legislation.

b Reimbursement from contracting counties.

¢ Actual number- of personnel, not full-time equivalent positions.

9 Contracts expire June 30, 1979. Department does not plan to renew. -

Amount
Reduced

$1,250,000° -

42214
282,075

209,556
1,500,000
362,437
171,808

$3,817,550

Positions
Reduced

453.0°
3.0

113
18.1
6.6
19.0
6.0

517.0

Effective
Date

January 1, 1980
January 1, 1980
January 1, 1980
January 1, 1980

July 1, 19794
July 1, 1979

July 1, 1979

Legislation
Required*®

Yes
Yes

Yes
Yes
Yes
No
No

GLT Wl

LEE / NOILLV.LYO4SNVHL ANV SSANISQL
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Reductions for Sections 27.1 and 27.2—Budget Act of 1978

In the current year, the department reduced its budget by $2,298,823 for
operating expenses and equipment to comply with Section 27.1 of the
Budget Act of 1978. This reduction was accomplished by reducing the
funds budgeted for patrol vehicle purchases. In addition, the department
eliminated 205.8 positions for a savings of $4,509,000 to comply with Sec-
tion 27.2. The Governor’s Budget states that the positions to be eliminated
will be identified at the time of the budget hearings:

TRAFFIC MANAGEMENT

Traffic management is the largest department program, accounting for
- $209,131,934 or 91.4 percent of the proposed budget. Approximately 89.1
percent of the department’s uniformed personnel and 51.6 percent of its
nonuniformed personnel are employed in this program. According to
department estimates, over 90 percent of the uniformed personnel in this
program are used regularly on patrol duty, and about 88 percent of an
officer’s time is spent in “on-sight” patrol, with the balance consumed by
activites such as report writing.

The three primary elements of the traffic management program are
accident control, optimizing safe traffic flow and assistance to highway
users. A fourth element is flight operations, which will cost $1,787,556
during the budget year. The department deploys four single-engine
planes, with two based in Coalinga and one each in Barstow and El Centro.
The department proposes to replace the El Centro aircraft in 1979-80 at
a cost of $54,928. In addition, the department currently deploys three
helicopters, one each in Sacramento, San Francisco and Los Angeles. A
fourth helicopter, based in Los Angeles crashed in September 1978. The
department plans to replace this helicopter in March 1979. Table 2 pre-
sents program staffing and expenditure levels.

~ Table 2 -
Traffic Management Program
Staffing and Expenditure Data

Percent Percent
Change Change
Over Over
Actual Estimated  Previous Proposed  Previous
1977-78 1978-79 Year 1979-80 Year
Program Expenditures............ $197,004,349 $198,242 372 06%  $209,131,934 55%
Personnel-Years
Uniformed......coeeieonecrsceressen 4,606.6 4,611.3 0.1 46171 - 0.1
Nonuniformed .......ccoosrerrrsnrins 936.3 912 = 05 9882 6.1
Total Program Personnel- .
Years.....covenrmneconserseensivenns 5,542.9 5,542.5 0% 5,605.3 11%

Los Angeles Communications Center Overstaffed

We recommend the deletion of 13 radio dispatch positions for a savings
of $183,498. We also recommend a deletion of five radio dispatch supervi-
sors in Los Angeles Communications Center for a savings of $76,930.
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The department is requesting $702,325 to add 59.5 positions to several
communications centers. Included in this request are 24.5 positions for the
Los Angeles Communications Center (LACC). This is an increase of five
radio dispatchers, five radio. dispatch supervisors and 14.5 service desk
operators. -Service desk operators have responsibility for answering tele-
phone calls to the department. In Los Angeles, this includes the phones
installed along the freeways. § ‘

Radio Dispatch Positions. The new Los Angeles Communications Cen-
ter is expected to be in operation before July 1979. The center will provide
dispatch service for those area offices presently served by the existing
LACC, as well as for the Newhall office, which currently has its own
dispatch center.

The two existing dispatch centers have authorlzatlon for 62 dispatchers
and 27 service desk operators at this time. The proposed additional posi-
tions would increase the staffing level to 67. dlspatchers and 41.5 service
desk operators.

The department Planning and Analysis Division has analyzed the staff-
ing requirements of the new Los Angeles Communication Center, and has
concluded that 56 radio dispatchers and 41.25 service desk operators will
be required to staff the center effectively. According to the Planning and
Analysis Division’s analysis, therefore, the Communications Center would
be significantly overstaffed if the request for additional positions is grant-
ed. The department’s analysis indicates that the center ‘would have 11
dispatchers above the number required. Moreover, two of the 56 dispatch-
ers that the department analysis found to be necessary would be used in
the event of sick leave or vacation. Because the department’s analysis
already considers such absences in determining the needed staffing level,
this amounts to double-counting. Therefore, the center would have 13
excess: positions if the budget request were approved.

Accordingly, we recommended that 13 radio dispatcher positions, in-
cluding the five proposed new positions, be deleted for a savings of $183,-
498. Because a number of dispatch positions usually are vacant, these
deletions should not result in layoffs.

Dispatch Supervisors. The department has also requested five addi-
tional radio dispatch supervisors in LACC. These positions would be in
addition to the five civilian superv1sors and the five uniformed supervisors
already at the center.

We believe these five new positions are not justified for two reasons.
First, the existing LACC and the Newhall dispatch centers are currently
authorized 89 dispatchers and service desk operators. Applying the Plan-
ning and Analysis Division staffing formula justifies 95.5 dispatch and serv-
ice desk positions in the new LACC once Newhall is incorporated into the
center. Therefore; only 6.5 additional dispatch and service desk operators
will be required to service the new center. LACC will be authorized one
additional supervisor when the Newhall dispatch center is merged with
LACC. (This supervisor is not one of the new positions requested in the
budget year.) We do not believe 6.5 additional positions warrant more
than one additional supervisor.

Second, the new LACC will have all of the dispatchers and service desk
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operators in one room. Currently, service desk operators work in a differ-
ent room from the dispatchers. Working in one room will greatly facilitate
efficient supervision and thereby reduce the need for supervisors.

For these reasons, we believe that the five proposed supervisors can be
deleted for a savings of $76,930.

Mobile Radio Extenders

We recommend that funding for mobile radio extenders be deleted in
the budget year for a savings of $1.8 million.

- We further recommend that the departinent apply to the Office of
Traffic Safety for federal funding of 450 extender units during the current
year.

The department proposes to purchase mobile radio extenders for patrol
vehicles. These devices enable officers to communicate with dispatch
centers and other officers while away from the in-patrol vehicles. The
department believes this will increase efficiency and contribute to the
officer’s safety.

During 1978-79, the department plans to apply for a grant through the
Office of Traffic Safety (OTS) for federal funding to equip approximately
22.5 percent of its 2,000 patrol vehicles with the extenders. According to
OTS staff, a commitment has been made by OTS to finance the purchase
of 450 extender units during the current year, enough to equip vehicles
used by officers certified as Emergency Medical Technician-I. OTS has
also reserved $900,000 for additional purchases during the budget year.
However, the department has not yet filed a grant application to OTS for
the equipment purchase.

The department proposes equipping the remaining 1,550 patrol vehicles
with radio extenders during the budget year. This would be accomplished
through the $900,000 OTS grant and a $1.8 million state appropriation for
a total of $2.7 million. ‘

We recommend that the budget proposal be deleted for the following
reasons. First, discussions with staff of the Communications Division of the
Department of General Services, OTS and a major manufacturer of the
extender equipment indicate that the $2.7 million is well below what it
would actually cost to purchase the units needed to equip-all 1,550 remain-
ing identifiable patrol vehicles. One major manufacturer estimates the
cost of the necessary equipment is at least $2,500 per vehicle. Cornmunica-
tions Division and OTS staff believe the cost could be closer to $3,000 per
vehicle. Assuming a unit cost of $2,500, equipping 1,550 vehicles would cost
at least $3.9 million, plus installation and maintenance, rather than $2.7
million as stated in the budget. If the department proposes to equip motor-
cycles as well, an additional 200 units would be required, adding another
$500,000 in equipment cost. Furthermore, preliminary estimates by the
Communications Division staff indicate that the cost of installation is ap-
proximately $150 per unit, and annual maintenance costs of the complete
extender unit range from $160 to $215 per unit. This would further in-
crease the cost of equipping 1,550 cars by $232,500, and would increase
annual maintenance costs an additional $240,000 to $333,250.
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Second, no evaluation has been made of how much the extenders would
contribute to the officers’ efficiency and safety. Most police agencies
which currently utilize extender-type equipment have other patrol vehi-
cles nearby that can provide timely assistance to an officer needing help.
Highway Patrol officers, on the other hand, can be 30 or more minutes
away from the nearest patrol officer. Consequently, use of extenders may
not result in immediate assistance to an officer requesting it. In our judg-
ment, the patrol should undertake a pilot project to evaluate the potential
of this equipment before committing itself to spending $3.2 million in state
funds to install the equipment on all vehicles, plus up to $430,000 annually
for maintenance of the 2,000 extender units. The pilot project can be
carried out with the units OTS has agreed to finance.

Patrol Vehicle Replacement

We recommend the department consider operating costs of individual -
patrol vehicles in determining when to remove vehicles from service,
rather than rely exclusively on the number of miles driven.

Current CHP policy is to remove patrol vehicles from service after the
vehicle has been driven for 75,000 miles. In our judgment, there are two
reasons why this is not a sound policy. First, automotive operating costs
per mile vary widely from car to car. Therefore, cost-effective utilization
of vehicles is not realized by driving each automobile a predetermined
number of miles. Second, as will be discussed later, there is evidence that
many of the department’s vehicles are still useable as patrol vehicles after
they are sold by the CHP.

The department states that the maintenance and repair costs of a vehi-
-cle driven 75,000 miles are high enough to warrant the purchase of a new
patrol car. Data supplied by the department, however, indicate that these
costs are not uniformly high. A study was made of the 178 patrol vehicles
with 70,000 or more miles that were in service in August 1978. The results
of this survey are summarized in Table 3. The data indicate that, while the
average vehicle has maintenance and repair costs of 3.3 cents per mile,
these costs range from 0.87 cents per mile to 11.8 cents per mile. The costs
of 49.4 percent of the vehicles surveyed deviate by more than one-third
from the average maintenance and repair cost. By replacing all cars once
they reach a given mileage level, the department tends to operate vehi-
cles with substantial mechanical problems for too extended a time, and
does not operate those vehicles with few problems long enough.
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‘ Table 3 . :
Maintenance and Repair Costs per 1,000 Miles of in-Service
'CHP Vehicles Driven 70,000 Miles or More
August, 1978

Mean Mainte- )
Number of Cars . nance and  Range of Maintenance
70,000 Miles Repair and Repair Cost

Division ’ : : or more Cost 60 Percent of Cars
Northern ; 17 $24.26 - $18.07-$38.45
Villey 23 37.53 27.32 - 42.08
Golden Gate 29 37.02 27.27- 49.35
Central 22 29.68 22.97~ 44.25
Southern 21 41.87 30.52- 52.32
Border 28 33.61 26.69- 41.63
Coastal . 19 21.12 14.15~ 31.37
Inland 19 3024 20.77- 40.17
Statewide N 178 $32.57 . $18.81-846.26

In addition, the department sells many of the used automobiles to other
parties once the cars have been driven for 75,000 miles. Between January
1976, and October 1978, 237 vehicles were sold to other law enforcement
agencies, mostly in California and Montana. The experience of these agen-
cies with used CHP vehicles indicate that patrol cars could be utilized by
the CHP beyond 75,000 miles. ‘

In Montana, the Sheriffs’ Departments have a traffic enforcement re-

- sponsibility similar to the CHP’s and many departments must cover ter-
rain that is comparable to, if not more rugged than, California’s. For
example, the Sheriff’s office in Butte, Montana drives its vehicles through
mountainous county roads and highways that are often covered with
snow. In two years, the Butte office has purchased five used CHP patrol
vehicles. One vehicle has been driven 75,000 additional miles. Other po-
lice agencies in Montana state that their cars are driven an additional
30,000 to 60,000 miles after they are purchased from CHP.

We believe that, in deciding when to remove patrol cars from service,
the department should consider the per mile cost of operating a particular
car, and not rely exclusively on the number of miles the car has been
driven. The department should also consider the effect that significant
repairs might have on a particular car’s average maintenance costs. While
an expensive repair increases the cost per mile of operation in the short
term, these costs may decline to a favorable level once the repair is com-
pleted. For these reasons, we recommend the department remove a car
from service only if the operating costs per mile exceeds a specified cost
for a period of three consecutive months, with no significant decline in
costs per mile during that period.

We withhold recommendation on $175,689 for a patrol vehicle option
pending completion of the replacement vehicle bid process.

The department is requesting $7,223,715 to purchase 1,268 patrol vehi-
cles during the budget year. The department will purchase 364 1979 model
patrol vehicles and 904 1980 model vehicles. The department estimates




" Item 172 BUSINESS AND TRANSPORTATION / 343

the purchase price of a 1979 car to be $6,789.13. A 1980 car is expected to
cost $7,264.32. These estimates include the price of power adjustable seats.
The power adjustable seats allows the driver’s seat to move up and down,
as well as forward and back. The department believes this option will
increase the comfort of traffic officers who spend most of their duty in the
car. This option costs an additional $131.97 in the 1979 model year and will
cost-an estimated $141.21 in the 1980 model year.

We withhold recommendation on the funds needed to equip the 1,268
cars with this option. At this time, it is not clear whether this option is
available on patrol vehicles. The department is currently in the process of
receiving bids for replacement vehicles and will determine the availability
of the power assisted seats by February 1979. If the option is not available
to the department, we recommend a reductlon of $175,689 in funding for
automobile purchases.

Fleet Management Information System

We recommend that the Fleet Management Information System be
programmed to provide data on the monthly cost of operating patrol
vehicles.

The department currently maintains a Fleet Management Information
System (FMIS) which provides operating cost data on each vehicle used
by the patrol. Currently, monthly reports are sent to division and area
offices detailing information on individual automobiles within each juris-
diction. This information includes the miles driven during the month, as
well as the average gasoline and oil consumption and reported mainte-
nance and repair costs on a per mile basis. Finally, FMIS indicates the
average amount of downtime and department labor expended per month
on each automobile. These data are presented as an average per mile over
the life of the car, rather than an average per mile for the month present-
ed. :

We believe the FMIS reports should also provide information on the
operating costs for the reported month. This will enable management to
determine how much it costs to operate each car currently, rather than
what it cost over the entire operational life of the vehicle. Trends in
operating costs may be discerned more accurately from actual monthly
operating costs over a recent period than from month-to month changes
in average lifetime operating costs. This additional information would also
be useful in implementing our recommendations concerning the criteria
used in deciding when to replace patrol vehicles.

Automotive Operatmg Costs Overstated

We recommend a reduction of $2,408,231 because tbe department has
overstated automobile operating costs.

The patrol’s proposed expenditures for automobile operations are $13,-
802,095, representing 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 lubr1cat10n) maintenance and repaxr by nondepartment
mechamcs washing, and tires.
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- The department estimates that 95,308,814 patrol miles will be driven
during the budget year, at a cost of 14.5 cents per mile. Table 4 presents
the department’s calculations of the cost of automobile operations.

In our judgment, the department estimates do not accurately reflect
current operating costs because the estimate of automotive operating cost
during 1978-79, on which the budget year estimate is based, is too high.
Data supplied by the department indicate that the actual operating cost
in 1978-79 is closer to 11.3 cents per mile than it is to the 14.4 cents that
the department uses in its calculations. As a result, the department’s esti-
mate for 1979-80 is also inflated. The Fleet Administration Division of the
Department of General Services estimates that the division’s operating
costs will increase 6 percent during the budget year. Increasing actual
operating costs in 1978-79 of 11.3 cents by 6 percent results in an estimated
12.0 cents per mile for 1979-80. Usirig this figure in place of the 14.5 cents
per mile used by the department, we estimate that automobile operations
will cost $11,393,864. This is $2,408,231 less than the department estimate.
We recommend a reduction of this amount.

Table 4
Department Calculations of
Automobile Operations Costs -
for 1978-79 and 1979-80

1978—79

Actual Traffic OPﬂcer/Sergeant hours in 1977-78 . 8,454,638
Attrition rate at 23/month —267,306
Graduated cadets to the field 112,868

. Net projected 1978-79 hours 8,300,200
Actual 1977-78 mileage 97,281,299
+ 1977-78 actual Traffic Officer/ Sergeant hours......: +8,454,638
= Projected miles per Traffic Ofﬁcer/ Sergeant hour 11.50626
X Projected 1978-79 hours © X8,300,200
= Projected 1978-79 mileage 95,504,259
X Projected 1978-79 cost per mile $.14444
Total projected 1978-79 autornobile operations $13,794,695

1978-80

Projected 1978-79 Traffic Officer/Sergeant hours 8,300,200
Attrition rate at 23/month —267,306
Graduated cadets to the field 250,320
Net projected 1979-80 Traffic Officer/Sergeant hours 8283214 .
X Miles per Traffic Officer/Sergeant hours 11.50626
= Estimated 1979-80 mileage 95,308,814
X Projected 1979-80 cost per mile $.14481

Total projected 1979-80 automobile operations .......... $13,802,005

Automotive Specialists

We recommend the deletion of 1.5 automotive specz’alist positions for a
savings of $22,265.

The department is requesting one new automotive specialist position
for the Tejon office. The department’s staffing formula for automotive
specialist positions justifies 1.0 automotive specialist position in Tejon.
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According to the department’s monthly staff count of January 1979, Tejon
already has an automotive specialist. An additional position, thus, would
assign one more position to the office than necessary.

In addition, the department is requesting 0.5 positions for the Santa Rosa
office. However, four area offices in the same division as Santa Rosa have
a total of 2.0 more automotive specialists than the staffing formula justifies
for these offices. Thus, the department should be able to fill the requested
half-time position with excess staff from other offices.

For these reasons, we recommend a-budget reduction of $22,265 to
reflect the deletion of 1.5 automotive specialist positions.

Soft Body Armor Carriers

We recommend a reduction of $42,000 because replacement of soft body

armor carriers is not-needed during the budget year.
. The department is requesting $42,000 to replace 3,000 soft body armor
carriers. These cotton and polyester carriers are worn in conjunction with
bullet-proof vests and are designed to absorb body perspiration. This un-
dergarment is necessary because the bullet resisting material in a bullet-
proof vest is reduced in strength when wet.

According to the department, these soft body armor carriers are de-
signed to last a minimum of two years, as warranted by the manufacturer.
The first shipment of carriers was received by the department and de-
ployed to the officers in August 1978. The final shipments were received
in January 1979. If the carriers will last at least two years, they will not need
replacement before August 1980. Therefore, the money to replace the
carriers is not needed during the budget year.

Aircraft Operations

We withhold recommendation on continued operation of the helicopter
based in. Sacramento pending receipt of the department’s evaluation.

We recommend the department require reimbursement for any costs
incurred by departmental aircraft for activities not related to motorists.

The department has operated a Sacramento-based helicopter since
1976-77 under a grant from the federal government. Beginning with the

“budget year, the department proposes to assume the full cost of operating

this helicopter, which is estimated at $362,878 from the Motor Vehicle

* Account.

- Federal grant restrictions resulted in 80 percent of the helicopter’s
flight hours being used either assisting local law enforcement departments
or in rhedical evacuation missions. The remammg 20 percent could be
used for CHP related activities.

If this 80/20 split between non-CHP and CHP activities was continued
in 1979-80, it would- result in the use of Motor Vehicle Account funds for
many nonvehicle related activities. The department, however, intends to

“use the helicopter almost entirely for CHP missions, once it assumes fund-

ing responsibility. The aircraft will be available on call, however, for local
law enforcement assistance and medical evacuation.

We have two concerns about the proposed use of state funds for helicop-
ter operation in Sacramento. First, it is not evident a helicopter can be
justified for exclusive CHP .use in Sacramento. The cost of operating a
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helicopter is considerably more than the cost of a ground unit and it is less
effective as an overall enforcement vehicle.

Second, we are concerned' about the use of Motor Vehicle Account
funds for nonmotorist related uses. Several times during the current year,
for example, the Sacramento helicopter, as well as other department air-
craft, have been involved in searches for lost aircraft. We believe such
activity should not be paid out of the Motor Vehicle Account. Moreover,
use of account funds for this purpese may not be constitutional.

A department study of helicopter operations is now in preparation pur-
suant to SCR 35 (1977 Session). This may provide additional information
on the Sacramento project. Therefore, we withhold recommendation on
proposed funding for the continued operatioti of the Sactarnento helicop-
ter until we have received and analyzed this report. (which is expected in
late January). If the department decides to continue to use aircraft for
nonmotorists related activity, we récommend that the Legislature direct
the department to require reimbursement for costs incurred. If necessary,
legislation should be enacted permlttlng the department to obtain such
reimbursement.

Current Year Hellcopter Costs

The department estimates that it will spend $446 840 on helicopter
operations during the current year. However, this estimate does not con-
sider the savings in.operating costs resulting from the crash of one helicop-
ter based in Los Angeles. Using department data, we estimate that the
department will fly 480 fewer hours than originally budgeted because (a)
the Los Angeles helicopter will be unavailable for seven of the 12 months
and (b) the three remaining helicopters were grounded for two weeks
pending investigation of the Los Angeles crash. The department estimates
the total operating cost of the helicopter to be $98 per hour. Therefore,
expenditures will be reduced by $47,040 in 1978-79, and this excess should
revert to the Motor Vehicle Account.

REGULATION AND INSPECTION

The regulation and inspection program consists of ten activities during
the current year. The Governor’s Budget proposes total net expenditures
of $15,073,267 in 1979-80. Although this is a reduction of 21.6 percent from
current year expenditures, almost none of this reduction affects the Motor
Vehicle Account. The activities which are to be eliminated are currently
funded either through reimbursements (30.1 percent of the total reduc-
tion) or from the Abandoned Vehicle Trust Fund (68.7 percent)

Proposed Budget Reductions

We recommend the following regu]atzon and mspectzon activities be
eliminated as proposed in the Goverrior’s Budget: school crossing guards,
approval and certification of vehicular devices sold at the retail level,
development of vehicle regulations, vehicle noise control and abandoned
 vehicle abatement. We further recommend the department be prepared
to discuss the status of legislation required to terminate the above activi- -
ties dunng the budget hearings.
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The Governor’s Budget proposes to terminate five activities in the regu-
lation and inspection program. We concur with this proposal because
these activities generally divert the department from its primary objec-
tive of enhancing the safe movement of vehicles on the state highways.

School Crossing Guards. Currently, the department hires and trains
school crossing guards pursuant to .contracts with 14 counties. The 14
counties fully reimburse the department for all costs. In January 1979,
there were 453 school crossing guards employed by the department.

Section 42201(c) of the Vehicle Code requires the patrol to renew
contracts with any county that requests the service if the county held a
contract in June 30, 1970. If this activity were continued in 1979-80, reim-
bursements would equal $1.25 million.

We recommend approval of the department’s proposal to terminate this
program. Only 14 (including Los Angeles and Santa Clara) of the state’s
58 counties are participating in this program; the other 44 counties (in-
cluding some of the smallest counties in the state) hire and train their own
guards. We know of no reasons why these 14 counties should not be
capable of hiring and trammg the guards without the assistance of the
Highway Patrol.

Approval and Certifi cation of Vehicular Devzces Sold at the Betaz] Lev-
el.. Section 26106 of the Vehicle Code requires manufacturers to submit
their vehicle equipment to the department for testing. The department
determines if the equipment conforms to state requirements. In addition,
uniformed personnel inspect retail outlets to insure that the vehicle equip-
ment sold is approved for sale in California, although the code does not
require the department to do so.

We recommend approval of the department s proposal to eliminate thxs

- activity. The quality of the equipment tested has substantlally increased
nationwide since the program began. Therefore, in our judgment, the
state’s involvement is no longer necessary. If the activity is:discontinued,
the state will realize an annual savings. of $158,883.

Standards and Conformity Control. The Vehicle Code requires the
department to develop regulations relating to vehicle equipment, such as
headlights and taillamps. Any vehicles or vehicle equipment sold in Cali-
fornia must comply with these regulations. Eliminating this activity will
reduce department expenditures by $380,429 annually. The National High-
way Traffic Safety Administration (NHTSA) develops regulations for this
equipment, and we.do not believe the department needs to duplicate the

_efforts of NHTSA. Therefore, we concur with the Governor’s proposal.

Vehicle Noise Control and Enforcement—Section 23100 of the Vehicle
Code requires the department to. develop regulations establishing test
procedures and instrumentation to be used in enforcing noise limits. In
addition, the department uses two-man noise enforcement teams to moni-
tor electronically the noise emanating from vehlcles The department
requires violators to reduce the vehicle noise.

Less than one percent of the vehicles tested in 1977-78 were found to
violate noise limits.. This suggests that the problem of vehicle noise is a
limited one that can be addressed as part of the normal patrol function.
Patrol officers routinely stop excessively noisy vehicles without the use of
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electronic equipment. ’

In sum, we believe the department can effectively respond to excessive
vehicle noise violations within its normal patrol function, and need not
assign officers specifically to noise enforcement duty. Eliminating the
noise enforcement teams will save $628,041 in 1979-80.

Abandoned Vehicle Abatement—The department uses the Abandoned
Vehicle Trust Fund to reimburse cities and counties that dismantle vehi-
cles abandoned on public and private property. A total of $1.5 million
would be expended if this activity were continued. in 1979-80.

Because of the value of scrap metal, towing operators usually do not
charge local governments for removing abandoned vehicles. In over 90
percent of the cases, therefore, the reimbursements cover only the ad-
ministrative costs of complymg with the abatement requirements in the
Vehicle Code.

We see no pressing need for the department to be involved in this
activity. First, abandornied vehicles are primarily a local rather than a state
problem. Second, removing these vehicles is not generally considered to
be a police function; many cities’ vehicle abatement programs are admin-
istered by health or building and conservation departments. If the Legisla-
ture wishes to reimburse local governments for the cost of abandoned
vehicle removal, this reimbursement could be handled without CHP in-
volvement, either through the Controller’s Office directly or through a
department in the Resources Agency.

To eliminate CHP involvement in vehicle abatement, legislation would
have to be enacted. Section 22665 of the Vehicle Code requires the depart-
ment to administer a local abatement program on behalf of a local author-
ity if the authority requests it.

During the 1978 session, the Legislature authorized the transfer of $3
million from the Motor Vehicle Account of the State Transportation Fund
to the Abandoned Vehicle Trust Fund over a two year period. If the
Legislature eliminates the state’s involvement in' vehicle abatement en-
tirely, it would be appropriate to transfer the money remaining in the
trust fund back to the Motor Vehicle Account.

If legislation to terminate all of these activities is not enacted, the de-
partment will be faced with the existing workload in these areas. This, in
turn, would increase the department’s staffing requirements. In order to
provide the fiscal committees with sufficient information to review the
proposed budget, we recommend that the department be prepared to
comment on the status of the proposed legislation at the time of the
budget hearmgs

Overbudgeting of Activities to Be Eliminated

We recommend a reduction of $144,498 because the departmem‘ s esti-
mates of half-year expenditures are not consistent with Department of
Finance guidelines.

The department proposes to spend $728,175 to support three regulatory
activities until January 1, 1980, in order to permit legislation terminating
these activities to take effect. These activities are (a) approval and certifi-
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cation of devices, (b) standards and conformity control and" (¢) vehicle
noise reduction and control. According to the Department of Finance, the
proposed amount should be equal to one-half of full-year funding,

The department originally proposed $1,167,353 for these activities in
1979-80. One-half of this spending level would be $583,677. Th1s suggests
that $144, 498 can be deleted from Item 172.

Continuing Program Activities

The Governor’s-Budget proposes to continue six different inspection
activities. School buses will continue to be inspected annually as required
by law. In addition, the department will inspect and certify emergency
vehicles, armored cars, farm labor transportation vehicles, and commer-
cial vehicles and terminals, and insure against leakage of hazardous
materials transported on the highways. Table 5 presents proposed staffing
and expenditure levels. . _

Table 5

‘Regulation and Inspection Program
Stafflng and Expenditure Data

Percent Change Percent Change
Actual - Estimated  Over Previous  Proposed Over Previous
1977-78 1978-79 Year 1979-50 Yr;’ar
Program Expenditures ........ $14,336,807 $15,112,956 5.4% $15,062,967 —03%
Personnel-Years . '
Uniformed ...........cceemmeene 232.6 : 233.2 03 209.9 -100
Nonuniformed 643.3 655.9 20 . 2431  ° —629
Total . Program- Personnel- .
Years weemecrrcceensienenmmneios 875.9 889.1 15% 453.0. —49.0%

"‘Commercial Vehicle Inspections

We recommend the deletion of a Commercial Vebzc]e Inspectzon Spe-
cialist position for a savings of $7,422,

The department proposes the addition of three additional Commercml
Vehicle Inspection Specialists (CVIS) positions, effective January 1, 1980.
These positions would staff additional weighing lanes that the California
Department of Transportation (Caltrans) will install at the Wheeler Ridge
and Castaic inspection facilities. The department proposes to assign two
CVIS positions to Castaic, and one position at Wheeler Ridge.

According to Caltrans, the additional lane at Wheeler Ridge will proba-
bly not be ready until well after January 1, 1980. At this time, a decision
has not been made concerning the design of the additional lane. In addi-
tion, time requirements for awarding the contract and constructing the
lane may postpone the availability of the additional lane until the 198081
budget year. We therefore recommend the deletion of one of the
proposed CVIS positions for a savings of $7,422. The department should
request authorization for the position once the additional lane is W1th1n
two months of completion.
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il. 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.
Proposed expenditures for this program are budgeted- at $4,705,912, a
decrease of 6.8 percent from the current year. The decline reflects a
reduction of 19 uniformed positions and $362,437 in the vehicle theft
control element. Cost and staffing data for the program are presented in
Table 6.

Table 6

Vehicle Ownership Security Program
Staffing and Expenditure Data

Percent Change Percent Change
Actual Estimated  Over Previous  Proposed  Over Previous
. 1977-78 1978-79 Year 1979-80 Year
Program Expenditures ............. $5,020,187 $5,048,938 0.6% $4,705,912 —6.8%
‘Personnel-Years
Uniformed.......ooevcreverenvereennnes . 115.3 1155 0.2 96.6 —164
Nonuniformed ..........c.ccocomnees ) 255 25.1 ~1.6 25.1 0

Total Program Personnel-Years 140.8 140.6 —0.1% 121.7 —134%

Vehicle Theft Control

The department coordinates and assists the vehicle theft control activi-
ties of local police and sheriff departments. In addition, CHP performs its
own vehicle theft investigations. Early indications from the department
are that this reduction in personnel will probably result in less assistance
to local law enforcement agencies rather than in any cutback in CHP
investigations. In the past, we have recommended that the department
limit its role in the vehicle theft area to coordinating local vehicle theft
control efforts and that it not undertake its own investigations. We believe
the department could cut 19 positions from vehicle theft control without
sacrificing any high priority objectives. We recommend the department
be prepared to discuss the effect of this personnel cut on the department’s
investigative and coordinative activities during the budget hearings.

\

Vehicle Theft Information Systefn

We recommend that the Highway Patro] and the Department of Justice

explore the feasibility and practicality of transferring the Vehicle Theft
" Information System to the Department of Justice.

The department maintains a Vehicle Theft Information System (VTIS)
which will cost $56,163 during the budget year. The output of VTIS is used
by vehicle theft investigators within the department and local police agen-
cies to help control the incidence of vehicle theft. VTIS includes informa-
tion on those automobile models stolen most frequently, as well as on the
movement of stolen vehicles across counties, and provides an overview of
statewide theft and recovery activity.
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The data for VTIS are obtained from the Stolen Vehicle System (SVS),
maintained by the Department of Justice. Data on the SVS file are copied
onto tape each day by the Department of Justice, and the tape is sent to
the Highway Patrol. The patrol uses its own computer prégrams to obtain
the VTIS output. In effect, the Department of Justice and the Highway
Patrol maintain duplicate compiter files.

We believe the state could obtain the same quality output from VTIS
at a lower cost if the data processing was handled by the Départment of
Justice. At the present time, however, the Department of Justice is bring-
ing new data processing equipment on line. Because of the problems likely
to be encountered in this process, it probably would not be prudent to
transfer VTIS to Justice until the 1980-81 fiscal year. In the meantime, we
recommend that representatives of the Highway Patrol, Departments of
Justice and Finance explore the feasibility and practicality of transferring
the data processing involved in VTIS to the Department of Justice.

IV. ADMINISTRATIVE SUPPORT
Proposed expenditures for administrative support functions are budget-
ed at $31,598,639, an increase of 6.6 percent over.the current year estimate.
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 among the department’s other three
- operating programs. Expenditure and staffing mformatlon for administra-
tive support is presented in Table 7.

-Proposed Changes.in Staffing

The budget proposes to eliminate the management development sec-
. tion of the department’s training division. This will result in a reduction
of 6.0 positions, with savings of $171,808. The management development
section offers courses to department management . in such areas as data
analysis, administrative management, and press relations. Because this
activity duplicates training offered by other state agencies or educatlonal
institutions, we concur with the proposed termination.

Table 7

Administrative Support Program
Staffing and Expenditure Data

: Percent Change Percent Change
Actual " Estimated - Over Previous . Proposed ~ Over Previous
1977-78 - 19879 Year 197980 Year
Program Expenditures.............. $28,234,517 . $29,639,133 . 5.0% . $31,598639 - 66%
Personnel-Years .
Uniformed ......cooovrveerermeresrenie 277 ) 265.0 —4.5 260.5 -19
Nonuniformed ......co.oceurninncionsines 655.7 654.4- —02 658.8 0.7

Total Program Personnel-Years 9332 | 9194 | -15% 9193 - 0%
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Vehicle Equipment Safety Commission

We recommend a reduction of $13,650 because dues for the Vehicle
Equipment Safety Commission will not be paid in 1979-80.

The department line-item budget indicates that $13,650 in dues will be
paid in the budget year to the Vehicle Equipment Safety’ Commission
(VESC). This is an interstate commission comprised of 42 states and the
District of Columbia. Its primary purpose is to develop uniform state
vehicle equipment regulations. We understand that the Department will
not pay dues for. 1979-80 because it has determined that this activity is of
low priority, even though funds are included in the budget for that pur-
pose. Accordingly, we recommend that expenditure be deleted from the
budget.

Eligibility for Patrol Retirement Benefits

We recommend enactment of legislation specifying Highway Patrol
Dpositions and specific duties which meet requirements for “patrol” mem-
bership in the Public Employees Retirement System.

State employees who are classified as “patrol” members by the Public
Employees Retirement System (PERS) receive the highest level of retire-
ment benefits provided in state civil service for comparable length of
service. Patrol members may receive 50 percent of final compensation at
age 50 with 25 years of service. In contrast, “safety” members and “‘miscel-
laneous” members with equal years of service must be 55 and 60 years old,
respectively, to receive 50 percent of final compensation. Section 20017 of
the Government Code defines who in the California Highway Patrol may
be classified as a “patrol” member. It states that a“patrol” member in-
cludes any CHP employee “whose principal duties consists of active law

“enforcement service, except those whose principal duties are those of a
telephone operator, clerk stenographer, machinist, mechanic or other-
wise clearly do not fall within the scope of active law enforcemerit, even
though such a person is subject to occasional call, or is occasionally called
upon, to perform duties within the scope of active law enforcement”
(emphasis added).

Under currerit policy, all uniformed personnel, including the Commis-
sioner, the Deputy Commissioner, the Assistant Commissioners, and vari-
ous uniformed administrators are classified as “patrol” members. Many of
these employees have duties that are not “within the scope of active law

. enforcement” service. For example, captains and lieutenants in area of-
fices are administrators and are not involved in actual law enforcement.
Also, no uniformed personnel in division offices, with the exception of
vehicle theft investigators, are involved in active law enforcement. Final-
ly, the 114 uniformed employees who work in administration, and the
planning and analysis, enforcement services and personnel and training
divisions in headquarters do not have duties that are related to active law
enfor‘cement It is not clear to us whether the law entitles these employees

o “patrol” member status.

_ The Public Employees Retirement System (PERS) will upon request

review a position and its duties and advise a department as to the appro-
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priate retirement benefit category for that position. However, PERS is
primarily an administrative agency which has no accurate means of audit-
ing participants in the state patrol retirement system. A department re-
tains discretion within statutory constraints, regarding the classification of
its employees in the various comporients of the state retirement system.

In addition, PERS makes these evaluations based on the duties of the
classification, not those of the individual employee. This makes a proper
determination of an individual’s retirement benefit category very dif-
ficult. For example, the job specification for State Traffic Officer in the
Highway Patrol is so broad, it encompasses both an employee whose sole
function is road patrol and one whose job is entirely administrative. -

This distinction among the different membership classes is important
from the standpoint of cost. The state contribution rate for patrol mem-
bers is 31.31 percent of the employee’s salary. In contrast, the contribution
rate for a “safety” member is only 20.07 percent of salary. We estimate the
state would save $1,216,041 in reduced contributions during the budget
year if these employees were classified as “safety” members.

We believe a clarification of legislative intent is necessary to specify
which duties within the Highway Patrol merit “patrol” benefits.

Overbudgeted Data Processing Charges

We recommeénd a reduction in data processing charges of $95,708 be-

cause the department has consistently overestimated its use of the Teale
Data Center.

The department projects payments of $478,538 to the Stephen P. Teale
Consolidated Data Center. This reflects a 10 percent increase for ongoing
requirements and a reduction of $75,000 due to 1mplementat10n of the
department’s Management. Information System.

Historically, the department has overestimated its use of the Teale Cen-
ter, as Table 8 shows. In the past three years, the department has spent
81 percent or less of its budgeted expenditures at the Teale Center. Based
on the department’s past projections, we estimate the department will
spend $382,830 in 1979-80 for Teale Center services, or 20 percent less than
the department estimates. We therefore recommend a reduction of $95,-
708.

"~ Table 8
Projected and Actual Use of Teale Center
1976-77 1977-78 1978-79
Projected : . $505,000 $505,000 $555,500
Actual ; 253,000 409,964 396,000 *
Actual as Percent of Projection ............ccivcimmresuennnieion. 50.1% ) 81.0% © 113%

® Based on actual use as of November 1, 1978. The department estimates it will spend $503,216'in 1978-79.
However, Teale Center staff state that use does not vary significantly through the year. Therefore,
$396,000 is an appropriate estimate of projected usage.

Management Information System

We recommend a reduction of $100000 because the department has
overbudgeted expenditures relating to the Management Information Sys-
tem. '




354 / BUSINESS AND TRANSPORTATION Item 172

DEPARTMENT 0F~THE CALIFORNIA HIGHWAY PATROL—Continued

The department is requesting $2,482,774 for the continued implementa-
tion of a Management Information System (MIS). This funding level in-
cludes purchasing sufficient equipment to provide backup capability in
case there is a failure in the operating equipment.

‘Included in this request is $80,000 for équipment on a CHP purchase
order to be paid for by the California Department of Transportation (Cal-
trans). Caltrans will integrate its equipment with the CHP MIS to circu-
late information on road conditions.

CHP plansto use this extra equipment as addltlonal backup if Caltrans
does not réceive the necessary approval to implement its plan. We believe
that CHP has planned for sufficient backup equipment and should not
budget funds for Caltrans equipment. Therefore, we recommend a reduc-
tion of $80,000 from the CHP equipment budget. .

In addition, the CHP is budgeting $20,000 in increased maintenance
costs which would result if the vendor accelerates the installation sched-
ule. This acceleration would save the department $25,000 in reduced tele-
type costs during the budget year. The department’s budget, however,
does not reflect this savings. We recommend a reduction of $20,000 to
correct this error. Increased maintenance costs can be absorbed with the
money saved by the early elimination of the teletypes.. The remaining
$5,000 should then revert to the Motor Vehicle Account.

Leasing of Patrol Facilities

We recommend a reduction of $143,873 for overbudgeted leasing ex-
penditures. We further recomimend that future funds for projected in-
créases in leasing expenditures be held in reserve until new lease terms
are established and expenditures are authorized.

The patrol will lease land, offices and other facilities at 66 locations in
1979-80. 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
(DSM) within the Department of General Services indicate that stated
CHP lease terms in five facilities have been overbudgeted i in the current
year and/or the budget year.

We recommend that the overbudgeted amounts in the current year
schedule be reappropriated to the budget year, thereby reducing
proposed lease expenditures in the budget year. We also recommend
reductions for overstated expenditures in the budget year. Discussion of
the discrepancies by facility and our recommendations follow. '

" Chico. The department has budgeted a monthly lease payment of
$2,742 starting November 1978 and continuing through the 1979-80 fiscal
year. Construction problems have delayed the occupancy date to Febru-
ary 1979. In the meantime, the department has been occupying its old
building, at a monthly payment of $1,150.

In addition, the department will be purchasing the new facility on
August 1, 1979. Therefore, the department should not be paying rent after
that date. We recommend a reduction of $4,776 in the current year and
$32,904 in the budget year to correct this overbudgeting. '
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Lakeport. - Both the department’s lease schedule and the staff of DSM
state that the lease on this office expires on June 30, 1980. Nonetheless, the
budget provides for a rent increase from $1,200 to $4,200 per month,
beginning January 1, 1980. In addition, the lease states the monthly rent
is $1,110. We recommend a reduction of $1,200 in 1978-79 and $19,200 in
1979-80 to compensate for this overbudgeting.

Malibu. - The budget states that the monthly rent increased from $600
to $4,500 on January 1, 1979, and will continue at that level through 1979-
80. In fact, the rent was raised to $650 and the lease will expire on Decem-
ber 31, 1979. No new lease terms have been negotiated. We recommend
a reductlon of $23,100 during the 1978-79 and $23,100 during the budget
year to correct the overbudgeting for the period July 1, 1979, through
December 31, 1979. An additional $23,100 should be held in reserve for
1979-80 pendmg negotiation of a new lease.

Mariposa. The department has budgeted for a monthly lease of $800.
from August 1, 1978, to June 30, 1979. The department has also budgeted
$3,700 per month during the budget year. DSM records indicate the
monthly lease payment from August 1, 1978, until 1983 to be $696. There-
fore, we recommend a reduction of $1,144 during the current year and
$36,048 during the budget year.

Santa Maria. - The lease schedule indicates that the lease does not ex-
pire until January 31, 1983. Nonetheless, the department is budgeting for
a $200 per month increase in rent for the budget year. We recommend a
reduction of $2,400 to rectify this error.

Overbudgeted Leasing of Faculmes 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 1979-80. This would reduce proposed leasing costs by $30,220. When
recommended reductions of $113,652 for overbudgeting in 1979-80 are
included, our recommended reductions total $143,873.

Future Leasing Arrangements. The rental budget for CHP offices in-
cludes five facilities for which lease arrangements will expire during 1979-
80. The department has anticipated increased monthly charges for these
leases, although final terms have not been approved. We recommend that
funding for increments in leases expiring during the budget year, which
total $74,150, 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 9 illustrates adjustments to the CHP leasmg schedule for over-
budgeting and establishing a future lease reserve.
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Table 9
Adjustments to CHP Rental Schedule—Buildings

CHP Bitimate for ~ Overbudgeted  Overbudgeted ~ Reserve for

Current Year Amounts Amounts Projected
Faeility Fxpenditures. 1978-79 - 1979-80 Tncreasés
Alturas $4,800 R L — $3,600
Central Los Angeles vrecicnmnrnreerecsnsinnns 16,140 - - — ) — 2,730
Chico 26,536 $4,776 ] $32,904 —
Lakeport ) 14,400 1,200 19,200 -
Malibu 30,000 23,100 23,100 23,100
Mariposa 8,148 1,144 36,048 -
San Andreas 7080 .- — — 30,690
Santa Cruz 24,360 —_— - 5,630
Santa Maria 6,000 = 2,400 —
Twentynine Palms . - 6,400 —_ — 8,400
Total $143,864 $30,220 '$113,652 $74,150
Proposed CHP leasing expenditures ; $1441739
Less recommended reductions: oo
Reappropriation for overbudgeted amounts, 1978-79 .........ccccooceueeee $30,220
Overbudgeted amounts, 1979-80 : 113,652
Subtotal, recommended reductions $143,873
Adjusted line-item total : $1,297,666
Recommended held in reserve ($74,150)

Equipment Expenditures

We recommend a reduction of $26,040 because of overbudgeted or
unnecessary equipment exp_enditures. ’

Closed Circuit Television. -The départment requests $2,000 for a closed
circuit television system in the San Francisco area office. The department
states that the equipment is needed because no uniformed personnel are
available after business hours. Motorists who come to report accidents are
admitted to the office after talking to a dispatcher through an intercom.
The department states that the equipment is necessary to allow the dis-
patchers to see the people before letting them into the office lobby.

According to the CHP facilities section, accident report information
should be given through the department’s emergency number, Zenith
1-2000, or through the intercom at area offices that are open all night.
There is no need to let anyone into the office. Therefore, we recommend
the deletion of the television. system, for a savings of $2,000.

Mini Computer. The department is requesting $12,000 for a mini com-
puter. This computer would enable the department’s Planning and Analy-
sis Division to perform various statistical analyses on short notice.

In contacting manufacturers of various small computer systems meeting
the department’s requirements, we believe that this equipment can be
purchased for no more than $7,400, plus $960 in annual maintenance
charges. Therefore, we recommend a reduction of $3,640.

Solar Cells. The department is requesting $20,000 to purchase two sets
of solar energy cells. These cells would generate electricity for two radio
microwave transmitter sites in the desert. The department states that the
electrical power presently supplied to the sites is not sufficiently reliable.
Without electrical power in these sites, there will be a communications
blackout in a wide desert area.
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However, we havé not been able to document the extent of this unrelia-
bility. Moreover, the current electrical power:costs are sufficiently low to
make solar power economically infeasible. The cost of electricity at each
site is approximately $360 per year. At this rate, it would take more than
27 years of utility savings to recover the cost of the cells. Therefore, we
recommend deletion of the two solar cells, witha savings of $20,000.

Depa‘rtment of the California Highway Patrol
DEFICIENCY PAYMENT

Item 173 from the Motor
Vehicle Account, State

Transportation Fund Budget p. 379
Requested 1979-80 ... vvvveeeereeerernenenn. eeeeeeete et eeee e $1,000,000
Total recommended reduction ............ccoeiiiinieceveeeersioenrennnnns None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

~ Section 42272 of the Vehicle Code prohibits the creation of deficiency
payments in support of this department. Moreover, the department can-
not obtain additional funds from the Emergency Fund. The Legislature,
recognizing that emergencies could occur in a department of this size, has
provided funds each year which may be used for any approved deficiency.
Authorizations for contingency expenditures become effective 30 days
after written notification to the Joint Legislative Budget Committee or 10
days for emergency expenditures.

Department of the California Highway Patrol
ADVANCE PURCHASE AUTHORIZATION

Item 174 from the Motor
Vehicle Account, State

Transportation Fund ‘ | Budget p. 379
Requested 1979=80 ... liviininin el rerese s saebesssnssenas L $2,500,000
Total recommended reductlon teeeeenreses e reereirreeres e enseebereseatene None

ANALYSIS AND RECOMMENDATiONS

We recommend approval. .

Because the automotive model year and the state’s fiscal year do not
coincide, the California Highway Patrol 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
1979-80 for vehicles to be delivered in 1980-81. 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.
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Business and Transportation Agency
DEPARTMENT OF MOTOR VEHICLES

Items 175-181 from various

- funds : Budget p. 383
Requested 1979-80 .....ccvimvevirsrinnieinceinn e sieresersssresessasseseseans $152,672,646
Estimated 1978-79 ‘ o - 146,726,002
ACTUAL 19TT=T8 .o ssssere e sesesraenes e 137,365,681
" Requested increase $5,946,644 (4 percent)
Total recommended reduction ...........eivieeeeerenicerrerennnns $473,865
1979-80 FUNDING BY ITEM AND SOURCE
Item Description Fund Amount
175 - Anatomxcal Donor Designation and Petit” General ' '$144,086
 Jury Selection :
176 Departmental Operations State Transportation Fund, 127,266,120
Motor Vehicle Account ,
177 For Payment of Deﬁmenmes in Appro-- State Transportation. Fund, (500,000)
priations Motor Vehicle Account -
178 Collection of Vehicle In-Lieu Taxes Transportation - Tax Fund, : 20,469,535
Motor Vehicle License Fee
v . Account )
179 Environmental License Plate Issuarice California . Environmental . 2,935,761
‘ © - Protection Program o ‘ '
180 Bicycle License Tag: Issuance - State. Bicycle License -and - 65,207
o : Registration
181 - Undocumented Vessels Registration Harbors and Watercraft Re- 1,791,937
. volving Fund .
Total v ' $152,672,646
: R o Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Personal Services. Recommend that funds for personal 365
services be allocated properly.
2. Program Changes. Recommend department be pre-- 366
" pared to discuss status of legislation necessary.to imple- -
ment proposed program changes.
3.-Use Tax Collection. Recommend audit to establish actual 367
- cost of use tax collection.

.4. CLETS Support. Reduce Item 176 by $715 .910 Recom- . 368
mend reduction in Motor Vehicle Account support of De-
partment of Justice Telecommunication System.

. 5. Unpaid Parking Violations. Augment Item 176 by $686' - 370
' 698. Recommend disapproval of proposal to termmate‘f '
new program, v

6. Fee Increase. Recommend that department increase ad- 371

- ministrative fees as provided by law. ‘

7. Exempt Vehicle Registration.  Withhold recommenda- 372

" tion pending further detail on the Administration’s pro-
posal.
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8. Single License Plate. Augment Item 176 by $325950. 372
Recommend disapproval of proposal to issue a single li-
~cense plate. .
9. Registration Renewal. Recommend evaluatlon of fiscal 373
- impact of fully centralized renewal procéss. |

10. Extend Driver License Period. . Recornmend approval of 374

four-year extension of driving license period.;; PR

11. Hearing Decision Reviews. Recommend approval of pro- 375

posal to reduce extent of review. .
12. Probation - Violator - Hearings. Reduce Item 176‘ by 375

' .$416,496.  Recommend elimination of function based on ‘

lack of cost-effectiveness. “ Ay

13. Negligent Operators.. Recommend department be au- 376

thorized to charge a fee to treat negligent operators. S

14." Automated Order Writing. Reduce Item 176 by 8150, 539. 376

Recommend budget adjustment to reﬂect antlclpated sav- .
ings. .

15. Licensing of Salespersons. Recommend discontinuing li- 378

censing activities as proposed. :

16. Financial Responsibility. Recommend approval ‘of in-- 380

creased accident damage reporting threshold. -

17. Management Overhead. Recommend reduction of over- = 382

head communsurate with fmal approved staffing reduc- -
tions. .

18. Quarterly Progress Reports Recommend continuation of 382

special reports .to Leglslature '

19. Minor Equipment. Reduce Item 1 76 by $64,000. Recom- 383

mend reduction to correct overbudgeting. - ‘
-~90. -Specialized Training. Reduce Item 176 by $85,868. Rec- 383
. _ommend reduction due to stafﬁng reductlons and lack of
training specifics. -

21. Field Office Training. Recommend department justify 383

field office: training program. :

99. Photo-processing. Recommend evaluation of feasibility 384
- of meeting processing requirements in-house. -

23. Outreach Program.” Recommend - department mform 385
"~ -Legislature as to specifics of new program. - g
- 24. New Computer Printing System. Reduce Item 176 by 386

853,700 Recommend reduction to reﬂect anticipated sav-

.. ings.

25. Tape- Cablnets Recommend evaluation of using surplus 386
magnetic tape storage cabinets to reduce space require-
ments.

GENERAL PROGRAM STATEMENT

The Department of Motor Vehicles (DMV) a major component of the
Business and Transportation Agency, is responsible 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-
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tration, Field Office Operation, Administration, Electroniec Data Process-
ing, and Comphance Through these divisions, the department admlms-
ters: the following six programs: -

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 and Régulation—to provide public protec-
tion by licensing and regulating occupations and businesses related to the
manufagture, transportatlon, sale, and disposal of vehicles, and the instruc-
tion of dnvers in safe operation on the highways.

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

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

6. Administration-—to administer Vehicle Code provisions and statutes,
to establish departmental policy, and to provide management support
services to all départmental programs.

In the budget year, the department proposes the operation of 152 field
offices in 14 districts throughout California, as well as a central headquar-
ters facility in Sacramerito. Personnel years for 1979-80 are projected at
6,937.9 compared to 7,397 in 1978-79, a decrease of 6.2 percent.

"The department also estimates that it will process a total of 18,756,900
vehicle registrations and 618,000 undocumented vehicle registrations, and
issue 5,145,000 drivers’ licenses and 653,650 identification cards. These
major workload indicators reflect a growth of 2.3 percent in vehicle regis-
trations, 4 percent in undocumented vehicle registrations, 6 percent in
driver’s license issuance, and 12.7 percent in identification card issuance.

ANALYSIS AND RECOMMENDAT!ONS

DMV proposes expenditures in the budget year of $152, 672 646, an in-
crease of $5,946,644 or 4 percent over the current year. These expenditures
do not include federal funds of $343,178 and reimbursements of $10,229,497
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 provides a detailed account of changes over the current year
including major program reductions proposed in the Governor’s Budget.
More detail on the major changes is provided in ‘Table 5.
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Table 1 ]
Department of Motor Vehicles
Program Expenditure Summary

Actual FEstimated Proposed  Change from Percent
Program 1977-78 1978-79 1978-80 1978-79  Change

1. Vehicle Licensing and Titling  $73,418201.  $79,587,616  $83,164,927  $3,577,311 45%
2. Driver Licensing and Control 52,507,284 55,588,194 56,933,707 - 1,345,513 24 _
3. Occupational Licensirig and : )

Regulation ..........cconvmsmnrnne . 8,939,991 9,014,281 9,576,378 562,097 6.2
4. Financial Responsibility ......... 3,189,703 3436971 2747169  —680,802 —201
5. Department of Motor Vehi- : .

cles Associated Services .. 9,040,405 9,669,982 10,823,140 1,153,158 119
6. Administration—Distributed ‘

t0 Programs............uveeen (14,548,621)  (14,812,489)  (15865,700) (1,053211) 7.1

Totzils, Programs........ $147,095,584  $157,297,044 $163245321  $5,948,277 38%
Less Reimbursernents .. —9,331,303  —9,701,190 —10,229497 . —528,307 5.4

Less Fec_leral Funds .. —398,600 —869,852 —343,178 526,674 —605
Net Totals, Programs............vur. $137,365,681  $146,726,002 §152,672,646 . $5.946,644 4.0%

Department's Work Force Request

The Department of Motor Vehicles’ budget for 1979-80 proposes a net
decrease of 459:1 personnel years, or 6.2 percent from the revised 1978-79
total of 7,397 personnel-yéars. This results from the proposed elimination
of 518.3 personnel-years based on program changes, all of which require
enabling legislation, which is partially offset by increases in other areas.
Personnel years are shown by program element in Table 3 for the prior,
current and budget years.

Reductions per Sections 27.1 and 27.2—Budget Act of 1978

‘The budget reflects a reduction of $1,828,587 in operating expenses and
equlpment and a personal services reduction of $2,326,877 (189 personnel-
years) in the current year to comply with Sections 27.1 arid 27.2 of the 1978
Budget Act: The reduction in operating expenses and equipment was
accomplished by reducing allocations in numerous line item categories,
including the deferral of new leases for additional office space. The per-
sonnel-year reduction has been accomplished by (1) not filling vacancies
and (2) eliminating authorized positions because anticipated workload
did not materialize; primarily in the unpaid parking violation program.
The net effect of these reductions on the department’s overall operation
has been minor. Position reductions were made primarily in areas which
were not experiencing backlogs in workload. :




1:Personal-Services Aedjustment§ for Authorized Posi-
- :nutions:
" avMerit Salary Adjustment

besSalary Savings

c. Staff Benefits (Rate Increase and Increase for Merit -
. Revised

Salary Adjustment)

d. Reduction per Section 27.2 of 1978 Budget Act (in-
cluded in La, b. and c. above) ...

2. Workload Adjusﬁnent:
a. Costs Related to Changes in Authorized Positions

b. Changes to- Operating Expenses and Equipment
Not Related to Changes in Authorized Positions ®

1. Workload
‘2. Price :
¢. Reductions per Section 27.1 of the 1978 Budget Act

3.-Unpaid Parking: Violation Program ..............ceorrron

4. Computer Replacement

5. Drivers’ Licenses Soundex System..... ST

6. DMV Automation—Phase I: Revenue Accounting ....

‘Revised

* Table 2- . v
Summary of Budget Expenditure Changes From Current Year

Proposed ®
Revised
Proposed
Proposed

Revised

- Proposed

Revised
Proposed

Revised
Proposed

-Revised

Proposed
Revised

. Proposed

Revised .
Proposed

_Revised

Proposed
Revised
Proposed

Personnel-

Years

7508.5

7508.5
—100.5

—95.1 =

‘189:.0
1890

—723

. Amount

$92,170,383

93,643,045
1,926,322 .

1,926,322
25,204,156

28,033,821°

2,326,877 -

—2,326,877

—797,952
—154,579

42,457,110
46,174,211

1,863,796
970,562
686,687

300,000
125,485

125,842

Changes From Current Year -

Personnel-

Years

Amount

"$1,472,662

2,829,665

- 643,373

3,717,101
(1,854,516)

. (;862,585)

—283,875
244,486
~174,515

125,842

Percent -

0.41

236
(118)
(118)

=018 -

0.15

=011

0.08
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10.

. Enhanced Registration Renewal Processing ........cco.....
. New Motor Vehicle Board Hearing Increase ..............

. New Statutes:

a. AB 593, Chapter 658: Drivers’ Licenses: Extensions

b. AB 2815, Chapter 714: State Board of Control: Dis-
charge from Accountability ..o

c. AB 3564, Chapter 689: Fingerprinting ......c.ooooeesuvvene
d. SB 1381, Chapter 768: Vehicles: Fleet Registration

e. SB 1446, Chapter 997: Vehicles: Financial Responsi-
bility

Proposed Reductions:
a. Issue Single License Plate

b. Eliminate Unpaid Parking Violation Program (Re-
flected in 3. above)

¢. Eliminate Registration of Exempt Vehicles ...........
d. Eliminate Hearing Review Process ...

e. Extension of Driver Licenses (4 years with fee) ..

Revised
Proposed
Revised
Proposed

Revised
Proposed

Revised
Proposed
Revised
Proposed
Revised
Proposed

Revised
Proposed

Revised
Proposed

Revised
Proposed
Revised
Proposed
Revised
Proposed
Revised
Proposed

—04
-9.1

(—93.3)
-170
~90

—283.3

848,486
25,034
25,034

460,846

—1,087
7,303
10,430
28,758
148,000
—296,000
—325,950

(—686,698)
—110,017
~113,749

—1,595,248

848,486

—460,846

1,087
3,197

987758
—148,000
—395.950

(—686,698)
—110,017
~113,749

—1,595,248

—021

(—0.44)
—0.07
—007

—1.01
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Table 2—Continued
Summary of Budget Expenditure Changes From Current Year

f. Increase Financial Responsibility Threshold to $1,-
-000 Revised
Proposed

g Eliminate Salesperson Licensing Program,............ Revised
Proposed

Totals, Gross Expenditures
Revised 1978-79
Proposed 1979-80

Net Change, Gross EXpenditures ...

Reimbursements
Revised 1978-79
Proposed 1979-80

Net Change, Reimbursements

Federal Funds
Revised 1978-79
Proposed 1979-80

Net Change, Federal Funds

Totals, Net Expenditure Changes

* Revised—1978-79 Expenditures.
Proposed--1979-80 Budgeted.

Changes From Current Year

Personnel- Personnel-
Years Amount Years Amount Percent
—89.7 —591,126 - —89.7 —-591,126 —0.38
—26.0 —160,810 —26.0 —160,810 -0.10
7,397.0 $157,297,044
6,937.9 163,245,321
—459.1 $5,948,277 378%
— —9701,190
—_ —10,229,497
— —528,307
(24.1) ($869,852)
(10.8) (343,178)

(—13.3) (8—526,674)

—459.1 $5,419,970 3.67%

° Represents the level at which this program would have been established had it not been proposed for elimination.

Reflects reestablishment of limited term positions necessary for continuation of existing staffing level until planned program termination effective January

1, 1980.

€ Does not include operating expenses and equipment related to changes in Personnel Requirements, Budget Change Proposals, New Statutes or Special Ifems.
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. Table 3
Stafflng by Program Element
Change
Actual Estimated Proposed from  Percent
Program Element 1977-78 1978-79 1979-80 1978-79 Change
I Vehicle Licensing and Titling 37229 36471 35916 —55.3 —15%
II. Driver Licensing and Control 26176 26180 23114 -3066 117
III.  Occupational Licensing and Regulation ......  390.3 368.9 351.9 -17.0 —46
IV. Financial Responsibility ...........coececrmseramsrscssanens 187.0 191.6 917 —-999% -521
V. Associated Services 551.2 571.4 591.3 199 35
VL. Administration (distributed)...........coooo..... (6744) (6395) (6536)  (141) 22
Total : 74690 73970 @ 69379 —459.1 —62%

Personnel-Year Requwements Understated

We recommend that $265,491 budgeted as a reserve for personnel In-
creases be reallocated to personal services and the personnel-year require-
ments adjusted accordingly.

In reviewing the department’s budget we note that the Department of
Finance failed to accurately reflect the full number of personnel-years
approved in the budget year. In one instance, at least 93.3 personnel-years
proposed for half-year funding in the budget year are not reflected in
1979-80 .personnel-year totals. Normally, such limited term positions
would be enumerated in the budget detail covering changes in authorized
positions. The net effect is that the total number of personnel-years actual-
ly proposed is understated in 1979-80.

In addition, the operating expenses and equipment line item includes
an allocation of $265,491 as a “Reserve for Personnel Increases.” Although
these funds were approved by the Department of Finance for approxi-
mately 23 workload-related positions, the allocation was posted to the
general expense category to avoid increasing the personnel-year count.
This. action is misleading, and also will require additional paperwork dur-
ing the year to establish these positions administratively. We recommend
that these funds be allocated approprlately and the personnel-years ad-
justed accordingly.

Funding Support

Funds to support the department are appropriated from a variety of
special funds, with the majority coming from the Motor Vehicle Account,
State Transportation Fund and the Motor Vehicle License Fee Account,

Transportation Tax Fund. Table 4 displays the department’s sources of
funding.

Table 4
Sources of Funding, 1979-80
Percent of
Fund Dollar Amount Total Support
Motor Vehicle Account, State Transportatlon Fund .o $127,266,120 83.2%
Motor Vehicle License Fee Account Transportation Tax Fun 20,469,535 134
California Environmental Protection Program Fund ........coecone.... 2,935,761 19

Harbors and Watercraft Revolving Fund 1,791,937 12
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Federal Funds ' 343,178 9

General Fund 144,086 1

State Bicycle License and Registration Fund 65,207 -~
Total $153,015,824 100.0%

2 Less than one-tenth of one percent.

Status of the Motor Vehicle Account

In recent years, DMV and California Highway Patrol costs have grown
faster than fund revenues. The hiring freeze and lack of any employee
cost-of-living increase in the current year, together with previous actions
by the Executive and Legislative Branches to reduce demands on the
fund, have combined to reverse the deteriorating trend in the Motor
Vehicle Account’s financial condition. Dramatic evidence of this reversal
is given by a proposed 900 percent increase in the amount transferred to
the State Highway Account (from $10 million in 1978-79 to $100 million
in 1979-80) . This improvement in fund condition is not likely to be perma-
nent because the same factors which caused the steady deterioration in
previous years are still present. However, personnel reductions proposed
by the Governor for these two departments, if approved, should improve
the fund’s condition.

A number of factors can be expected to have an adverse effect on the
long-term condition of the Motor Vehicle Account. First, it is probable that
employees will be granted a cost-of-living increase in the budget year and
in future years. Second, fees charged by DMV for drivers licenses and
vehicle registration continue to be lower than the cost of the licensing and
registration activities. In fact, the California Transportation Cominission,
in its November 1978 biennial report to the Legislature, noted that drivers’
license fees would have to be raised from the current $3.25 to $10.00 to
cover an estimated annual shortfall of $35 million in this program. Similar-
ly, the report indicated that the $11 vehicle registration fee should be
raised to $13 to prevent a $60 million shortfall in this activity. Finally, the
report found truck weight fees to be insufficient to cover maintenance and
repair costs associated with the operation of heavy trucks. Previous esti-
mates by the Department of Transportation indicate that the difference
between these costs and weight fees collected approximates $70 million
annually.

Major Program Changes

We recornmend that the departimment comment on the status of the
legislation required to implement the proposed program reductions for
the 1979-80 fiscal year at the time of the budget hearings.

The budget reflects seven specific program reductions which require
the enactment of legislation. These reductions are shown in Table 5. Each
proposal is addressed in more detail in our dlscusswn of the related pro-
gram area.
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Table 5
Proposed Program Reductions

Budgeted Estimated
Half-Year Full-Year  Legislation

- Action Personnel-Years Savings Savings Required
Extend Driver License Period ..., 283.3 81,595,248 $3,190,496 Yes
Eliminate Unpaid Parking Violation Perlod vt 933 686,698 1,373,396 Yes -
Increase Financial Responsibility Reporting ' ’ :
Threshold 89.7 591,126 1,182,252 Yes
Issue Single License Plate ........cooveenvionsinnnsionns —_ 395,950 651,900 Yes
Eliminate Licensing of Salespersons ...................... 26.0 160,810 321,620 Yes

Eliminate Review of Hearing Decisions ........ 9.0 113,749 227,498 Yes
Eliminate Registration of Exempt Vehicles ........ 17.0 110,017 220,034 Yes

Totals . : 518.3 $3 583,598 $7,167,196

We recommend that the department be prepared to comment on the
status of the required legislation at the time of the budget hearings.

Insufficient General Fund Support

It is apparent that the Motor Vehicle Account, State Transportation
Fund, is supporting activities in two areas which should be supported in
whole or part by the General Fund. The issue of appropriate funding
source has been addressed in previous years by the Legislature. For exam-
ple, in the 1978-79 budget, the Legislature included $400,000 in General
Fund support to recognize general benefits to the state’s law enforcement
community through the use of the department’s SOUNDEX system. This
appropriation was vetoed by the Governor.

We continue to believe a more appropriate allocation of costs for certain
of the department’s activities is needed.

Reimbursement for Use Tax Collection

We recommend that the Fiscal Management Audit Division of the De-
partment of Finance be required to (1) determine actual costs to the
Department of Motor Vehicles to collect the use tax from the sale of
vehicles between individuals, and (2) submit its report to the Joint Legis-
lative Budget Committee and the Joint Legislative Audit. Committee by
October 1, 1979,

Fi urtber we recommend that the Audztor General review t]ns report
and advise the Budget Committee as to the adequacy of the methods used
by the Department of Finance in making its determination and subse-
quent findings.

Section 4750.5 of the Vehicle Code requires the Department of Motor
Vehicles to collect the use tax on the sale of vehicles between individuals,
and transmit the proceeds to the State Board of Equalization. In turn,
“The State Board of Equalization shall reimburse the department for its
costs incurred in carrying out the provisions of this section. Such reim-
bursement shall be effected under agreement. between the agencies, ap-
proved by the Department of Finance.”

There has been continuing controversy regarding the approprute level
of reimbursement since the program’s inception in 1963. The department
indicates that the reimbursement level, budgeted at $3,079,069 for 1979~
80, significantly understates its costs. This, according to the department,
is due to the use of a four percent overhead rate (applied to personal
services budgeted for this program).

The department contends that an overhead rate of 51.41 percent, rather
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than four percent, should be used, and that this would justify increased
reimbursement in the budget-year of $1,448,459.

We believe the Department of Motor Vehicles should be reimbursed
fully for its cost to collect use taxes in order to avoid using the Motor
Velicle Account to underwrite a General Fund activity. However, be-
cause there is disagreement between DMV and the Board of Equalization
as to the department’s actual costs and no factual basis for resolving this
disagreement, the Fiscal Management Audit Division of the Department
of Finance should audit the department’s collection program in order to
make an independent determination of the actual cost to DMV of carrying
out this program. The Auditor General should review Finance’s efforts
and comment on the adequacy of methods used in the audit. The combina-
tion.of the Department of Finance report and the Auditor General’s
review should provide the Legislature sufficient information upon which
to validate the level of General F und reimbursement necessary to offset
DMV costs.

Reduce Motor Vehicle Account Support of CLETS -

We recommend that the amount budgeted in Item 176 for Motor Vehi-
cle Account support of the California Law Enforcement Telecommunica-
tions System be reduced $715,910.

The California Law Enforcement Telecommunications System
(CLETS) is a computer-based data network which links local law enforce-
ment agencies to certain Department of Justice and Department of Motor
Vehicles autgmated data files. The practice has been to charge to the
Motor Vehicle Account the total cost of CLETS message traffic attributa-
ble to DMV files and the state’s stolen vehicle file. These charges have
grown from $4.1 million in. 1975-76 to an estimated $7,159,103 million in
1979-80. These funds are allocated to the Department of Justice Data
Ceriter. Table 6 displays the growth of DMV support for this data center
in the period 1975-76 through 1979-80.

. Table 6 )
Department of Justice Data Center Fund Source
] Fiscal Year i

Fund ’ 1975-76 1976-77 1977-78 1978-79* 1979-80°
Motor Vehicle Account, State

Transportation Fund............ $4,121,948  §$5700,922  $6,738482 -  $6,761,935 $7,159,103
General lf‘und ....... ressseisessasssbinasines 4092240 3,458,364 3,690,783 4,790,617 6,524,053

Total $8,214,188 $9,159,286 $10,429,265 . $11,552,552 +  $13,683,156

2 Estimated. ) N
b Proposed.

The original basis for determining the Motor Vehicle Account’s share of
CLETS support costs was the assumption that all message traffic to the
DMV files pertained directly to vehicle-related law enforcement activi-
ties. However, over the years an undetermined but significant amount of
CLETS message traffic to DMV files has been for uses not vehicle-related.
Such uses include identification of persons suspected of violating non-
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vehicle related laws, address verification and, increasingly, queries by
district attorneys throughout the state for the purpose of locating parents
with child support obligations. ‘

.Because of this trend, and in re¢ognition of the substantial projected
growth in CLETS traffic resulting from increasing automation of local law
enforcement inquiry capabilities, we questioned in the 1977-78 Analysis
the historical basis for determining the Motor Vehicles Account’s share of
CLETS support costs. The matter was addressed by the Departments of
Justice, Motor Vehicles and Finance and the conclusion was essentially
that there was no practical method of accounting for such uses in order
to determine how much Motor Vehicle Account support should be. Be-
cause of this and the potential cost to install a message accounting system,
the issue remains unresolved.

We believe that a practical interim resolution of the issue would be to
reduce Motor Vehicle Account support of CLETS by .a specific percentage
amount. Therefore, until such time as a more appropriate amount can be
determined, we recommend an initial reduction of ten percent. Adoption
of this recommendation would reduce Motor Vehicle Account support by
$715,910 in the budget year. A corresponding increase in General Fund
support for the Department of Justice telecommunications system would
be required and we make this recommendation in our discussion of Item
47.

1. VEHICLE LICENSING AND TITLING

The vehicle licensing and titling program has been established to (1)
register vehicles and establish ownership records, (2) collect in-lieu taxes,
weight fees, and registration fees, and (3) provide vehicle registration
iriformation.

-The department estimates that this program will process 1,878,900 origi-

-nal and 16,580,000 renewal registrations in 1979-80 and collect approxi-
mately $1,088,250,000 in revenues. Support for the program is budgeted at
$83,164,927, an increase of 4.5 percent over 1978-79 totals. Table 7 displays
the program’s personnel-years, costs and output for the current year and
the budget year.

Table 7
Vehicle Licensing and Titling
Program Input

Personnel-Years 'Progzam Costs
Program FElements 1978-79% 1979-80° Change — 1978-79° 1979-80°  Change
Vehicle Ownership, Registra-
tion, Documentation and

Certificate Issuance................ 16224 - 15623 -37% $35,500,184 $36,328,632 2.3%

-Vehicle Fee Collection and Ac- . :

COUNHNEG ..covvvvovevvereesrsieesesens 1,1629  1,1309 —-28 26,642,671 28,063,151 5.3 .
Vehicle Record and File Main-

LENANCE o.onveveerrecnrenreesresessiesens 361.8 3783 4.6 6,538,852 7,067,726 81
Vehicle Information and Sale . ) :

of Records ...ovvevvvenrsioemrrrens 163.5 175.8 75 2,966,867 3258227 9.8
Administration Distribution ... = 3365 °  344.3 2.3 7,939,042 8,447,191 68

Totals 36471 35916 —15% $79,587,616  $83,164,927  45%

1578673
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PROGRAM OUTPUT

‘Program Elements Qutput -~ C . 1978-79° 1979-80®  Change
Vehicle Ownership, Registra-
. tion, - Documentation and

‘Certificate Issuance ........... Vehicle Registration ........ 18,339,700 18,756,900 2.3%
Vehicle Fee Collection and ' ‘ '
Accounting .....omeciieninnnns Fees, Motor Vehicle Ac- :
: o COUNL .iniiieeerniieniiseninn $388,670,000 $403,250,000 3.8
Fees, Motor Vehicle Li-
g . cense Fee Account .......... $600,000,000 $685,000,000 142
Vehicle Information and Sale .
of Records......ccouuueccrmeoisnnne Information Requests— : )
Fee Charged ..o 1,004,000 1,073,000 69
Information Fees ............. $993,400 $1,061,600 6.9
- Information Requests, No :
Fee Charged .....ccovuvevrninner 15,674,800 - 16,826,500 7.3
Records Produced for Pri-
vate Companies .......c... 16,495,000 19,037,000 154

Income " From Records
Produced for - Private
Companies ... $412,400 $475,900 15.4%

2 Estimated.
b Proposed.

Unpaid Parking Violations

We recommend disapproval of the Governor’s proposal to eIJmma te the
unpaid parking violation program. We recommend further that Item 176
be augmented $686,698 (to be financed from increased fees) to provide
full-year funding.

Beginning January 1, 1978, Chapter 1179, Statutes of 1975, requires the
department not to renew the registration of any vehicle owned or leased
by a person who fails to respond to a parking violation. Participating courts
notify the department whenever a person fails to respond within 15 days.
The department then collects bail for the parking offenses plus adminis-
trative charges at the time a vehicle is registered.

The Governor’s Budget proposes to discontinue this program in the
budget year through legislation. Accordingly, the budget reflects a person-
nel reduction of 93.3 personnel-years and $686,698 in one-half year savings.

The purpose of this program is to increase local revenues and address
the scofflaw problem at no cost to the state. Individual courts are not
mandated to participate in the new program and those electing to do so
on a random basis. As a result, the amount of bail collected by DMV
reflects a small but gradual growth. Table 8 displays the approximate.
amount of bail collected from the program’s inception through November
1978.

Table 8
Unpaid Parking Violation Bail Collection
April 1978-November 1978
Month
April May  June July  August September October November
AMOUDt ceoevreererereriiras $80 $770 $2,000 $5650 $23,250  $42,250  $84511 . $95455
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Considering that the Judicial Council estimated the amount of unpaid
parking violations to be in excess of $20 million in fiscal year 1976-77, the
current rate of collection is indeed surprisingly small. However, the
amount is increasing steadily, and as more courts come into the system
further increases can be anticipated.

A thorough evaluation of the program has not been completed. The

department’s January 1979 report to the Legislature entitled “An Evalua-
tion of Selected Portions of the Unpaid Parking Violation Program of the
Department of Motor Vehicles,” stated that “ . . . no conclusions regarding
the impact of this program ... can appropriately be made at this time.”
Further, the report indicates that the information necessary to support
conclusions will not be available until the latter part of 1979.
"~ We believe the Governor’s action to discontinué this new program is
premature, and may be unwise. An evaluation of the program is under-
way, and the results will enable the Legislature to make a more informed
decision ‘as to whether the program should be continued. Furthermore,
the program has shown the potential to generate significant revenues for
local governments. Whether this potential will be realized is something
that will not be known for some time. Given the impact of Proposition 13
on local revenues, we believe this source should be thoroughly evaluated
before being rejected.

Although we acknowledge that the program is not bemg administered
in such a way as to be self-supporting as intended (see next section), we
believe that the program should be continued in the budget year. There-
fore, we recommend that the Governor’s proposal to terminate the pro-
gram be denied, and that the budget be augmented by $686,698, to be
derived entirely from fees imposed on registrants.

Adjust Fees Now

We recommend that the Legzs]ature dzrect the department to immedi-
ately increase the fee charged to collect unpaid parking violation bail
amounts.

The Unpaid Parking Violation Program was designed to be self-support-
ing. The enabling legislation requires the department to collect at the
time of registration a fee sufficient to cover the state’s costs.

The current “administrative service fee” charged by the department in
accordance with Chapter 1179 is $2.00. According to the department’s
January report to the Legislature, this fee is not covering costs and it
projects a deficit of $768,542 in this activity by the end of the 1979-80 fiscal
year. The department is recommending that it raise the fee to $3.00 effec-
tive January 1, 1980. This increase would result in a budget year deficit of
$278,673.

Chapter 1179 is clear in requiring that a fee adequate to cover the state’s
cost be charged. Further, the proposal by the department to eliminate the
entire program not later than January 1, 1980 renders useless a fee increase
effective on that date.

We recommend that the Legislature direct the department to increase
the fee immediately to whatever level is needed to ensure that the state’s
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cost is reimbursed fully in accordance with the law. If approved, this
recornmendation would generate sufficient revenue to the Motor Vehicle
Account to offset the augmentation for full-year funding recommended
above.

Exempt‘ Vehicle Registration

We withhold recommendation on the Governor’s proposal to eliminate
the registration of exempt vehicles because the department has not pro-
vided information as to how the proposal would be implemented.

In addition to titling, registering and issuing license plates for private
and commercial vehicles, the department provides the same services at
no fee to governmental agencies and others designated by law. Most of
these fee-exempt vehicles do not require the annual renewal of registra-
tion. Others, such as those owned by disabled veterans, are renewed annu-
ally. According to DMV records, approximately 261,000 of the 18 million
vehicles now registered in the state are exempt vehicles.

The department is proposing to eliminate through legislation the regis-
tration of exempt vehicles. As reflected in the budget, this will enable the
department to eliminate 17 positions during the budget year for a one-half
year savings of $110,017. However, the department has not developed an
alternative method of dealing with exempt vehicles. Conceivably, alterna-
tives could range from ending the fee-exempt status to, at least with
respect to governmental agencies, requiring that they be responsible for
titling, registration and plate issuance. Until an alternative has been
proposed and we have had an opportunity to review it, we are unable to
make a recommendation regarding the proposal to eliminate the pro-
gram. Therefore, at the time the budget is heard, the department should
be prepared to discuss the treatment of exempt vehicles under its proposal
for program reduction.

Eliminate Front License Plate

We recommend disapproval of the Governor’s Budget proposal to issue
a single license plate. We recommend further that Item 176 be augmented
by $325,950 to provide for the continued issuance of two license plates.

Budget support documentation indicates that the department will be
proposing legislation to eliminate the front license plate on vehicles. The
budget reflects a one-half year savings of $325,950 in 1979-80 based on
issuance of a single license plate. We recommend disapproval of this pro-
posal.

We have contacted law enforcement agencies with respect to this pro-
posal and have found considerable opposition. Although it is difficult to
quantify monetarily the value associated with the requirement that vehi-

" cles display two license plates, it is obvious that the Governor’s Budget
proposal will have an adverse impact on law enforcement efforts. That
impact will have a monetary value. For example, an officer looking for a
particular vehicle can now observe the license plates of vehicles moving
in both directions and parked on opposite curbs. This capability increases
the probability of recovering stolen vehicles over what it would be if the
officer could observe only rear plates. Similarly, citizens noting suspicious
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vehicles in neighborhoods can now copy a license number from a window,
whereas they might be reluctant to go out and walk around a vehicle in
order to see the rear plate. Police officials cite surveillance activities and
vehicle checks at border crossings as other examples of police functions
which would be hampered by elimination of one license plate from each
vehicle. We agree with the suggestion offered by the Los Angeles County
Sheriff that in lieu of eliminating the license plate the state increase its fees
to cover the cost of the additional plate, which is approximately 50 cents
per plate.

Enhanced Registration Renewal

We recommend that the department evaluate the net fiscal 1mpact of
a fully centralized registration renewal process.

In the current year the department has started to implement its “en
hanced registration renewal” process. This process involves increased em-
phasis on encouraging vehicle owners to renew registration by mail rather
than visits to DMV offices. The objective is to reduce costs associated with
the processing of registration renewals. To encourage owners to use the
mail, registration renewal notices sent to owners include an addressed
envelope. A key part of this new process is an automated remittance-
processing system which has been installed récently at DMV headquar-
ters.

The department has estimated personnel and postage savings from the
enhanced process of approximately $1.2 million in 1979-80, based on the
assumption that 50 percent of the renewals will continue to be mailed in.

Although the new process encourages owners to renew registrations by
mail, it does not discourage those who elect to renew in person. It is
possible that a greater effort to encourage mailing would save additional
state funds. We believe that the department should determine the fiscal
effects of a 100 percent mail-in response taking into consideration the
effect on field office workload and staffing. The department should keep
the Legislature apprised of its findings through its quarterly progress
reports.

1I. DRIVER LICENSING AND CONTROL

- This program is designed to promote the public’s maximum use of the
road and highway system while minimizing the risk of injury, death, or
property loss. These goals are achieved by licensing drivers, promoting
safe driving practices, and exercising control over drivers who have men-
tal or physical impairments or have been judged to be unsafe. Operations
‘include providing ariatomical donor stickers with driver’s licenses and
identification cards, and furnishing information to county jury commis-
sioners to expand potentlal jury populations.

During the 1979-80 budget year, this program is expected to process
5,145,000 original and renewal drivers’ licenses, and send an estimated
146,000 warning letters to negligent drivers. The program’s support re-
quest is $56,933,707, an increase of 2.4 percent over the current year.

Program inputs and outputs are shown in Table 9.
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' Table'9
Driver Licensing and Control
Program Input
Personnel-Years » Program Costs
Program Elements 1978-79% 1979-80° Change ~ 1978-79* 1979-80>  Change

‘Drivers’ License Issuance ... 15028  1,2296 —182 $31,914,861 $32,298,663 12%
Post Licensing Control.......... 679.6 639.2 —59 14,324,712 14,615,040 2.0

Certificate Issuance............... 110 11.0 — 304,461 303,690 -2
Information Services.............. 199.8 2024 1.3 3,900,276 4,183,465 73
Administration Distribution 224.8 2292 1.9 5,143,884 - 5,532,849 16
Totals. ‘ 26180 23224 ~11.7% - $55,588,194 $56,933,707 24%
Prog;am Output
Program. Elements ) Output 1978-79 1979-80 Change
Drivers’ License Issuance...... Driver’s Licenses Issued.. 4,853,000 5145000 6.0%
) Drivers’ License Fees....... $15,601,000 - $16,526,000 59.
Post Licensing Control ........ Warning Letters Sent ... 144,000 146,000 14
‘ Group Meetings ......... R 4,240 4,240 —
Hearings and Reexamina- -
FIONIS coeviiecrereeensiesensarsosrenns 94,500 99,250 5.0
. Certificate Issuance ... Special Operators Certifi-
cates Issued ........ccooecnnnnne. 16,910 11,960 -29.3
Information Services .............. Information Requests—
: : . Fee Charged ...c...coccovivereenee 9,620,000 10,015,000 4.1
Information Fees $5,132,000 $5,343,000 41
Information. Requests— :
No Fee Charged......coouernns 6,895,000 7,505,000 88
2 Estimated.

b Proposed.

Driver License Extensions

We recommend approval of the Governor’s Budget proposal to extend
drivers’ licenses for four years provided the authorizing legislation con-
tains provisions designed to ensure that no adverse Impact on road safety
will result.

Chapter 658, Statutes of 1978, allows the department to conduct a pilot
program of extending drivers’ licenses for up to two years. This pilot has
reduced workload, and the proposed budget reflects a reduction of 47.8
personnel-years and $556,846. Chapter 658 requires DMV to submit an
interim report on the pilot program to the Legislature by July 1, 1981, with
a final report due by December 31, 1983. It also authorizes the department
to charge a fee for extensions. Therefore, no impact on license fee revenue
is to occur.

~ In addition to reﬂectmg position and budget reductions made possible

by the pilot program, the budget proposes further reduction of 283.3
positions and $1,595,248 made possible by a four-year license extension for
drivers with good records. The department intends to seek authorizing
legislation to permit this change.

We agree with the concept of a four-year extension because it offers an
opportunity to reduce the department’s cost in a manner that will be more
convenient to drivers. On the other hand, we have not been presented
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with details as to how the proposed extensions will be accommodated.

In our judgment, the extension criteria should include such factors as
age and health and should not result in a reduction in license fee revenue.
Further, the department should have the ability to rescind an extension
if a “good” driving record shows signs of deterioration. For these reasons,
our support of the proposal is dependent upon a maintenance of fee
revenue and provisions in the enabling legislation which are designed to
prevent an adverse impact on road safety as the result of the four-year
extension. :

Proposed Eliminatioh of Departmental Review

We recommend approval of the Governor’s Budget proposal to elimi-
nate nine positions associated with. the departmental review of hearing
referee decisions.

The budget proposes the deletion of nine driver improvement analysts,
for a budget year savings of $113,749. This deletion is not discussed in the
‘budget narrative. Under current law, decisions made by hearing referees
at all formal and certain informal hearings must be received by the depart-
ment. There are at least three levels of review under the current process.
We believe that the rights of individuals can be protected under a stream-
lined internal review process. Therefore, we support such a proposal.

Treatment Method Not Cost:-Effective

We recommend the elimination of probatmn violation hearings for a
savings of $416,496 (Item 176).

As shown in Table 9, the budget includes $14,615,040 and 639.2 person-
nel-years to carry out the department’s program to control and treat
negligent drivers. This is accomplished through warning letters, group
educational meetings and individual meetings. Included in individual
meetings are hearings conducted to deal with individuals who have violat-
ed probation terms imposed by the department. The purpose of the pro-
bation violator hearings is to determine what further action the
department should take, such as, for example, hcense suspension or revo-
cation.

The department has developed a system to evaluate and report penodl-
cally on the effectiveness of each of the program’s treatment methods. To.
date, three reporfs have been issued. In addition, we have been provided
with a summary of the fouith report, which is scheduled for release in’
February 1979. Each of these reports. and the summary have shown the
probation violation hearing component to be the least cost-effective treat-
ment method. Further; according to the recent summary, the February
status report will contain data indicating that the probation violation hear-
ing costs exceed the benefits resulting from the hearing.

In lieu of eliminating this treatment method, the department- has decid-
ed to evaluate alternatives to it, and a study is secheduled for completion
sometime in 1980. :

We support the consideration of alternatives to the probatlon violation
hearing. However we see no justification for continuing a program that is
not cost-effective. Consequently, we recommend that the Legislature act

now to eliminate funding for probation v1olat10n hearings, for a savings of
$416 496.
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Negligent Drivers Should Pay

We recommend legislation requiring negligent operators to pay tbe cost
of post-licensing control treatment methods.

At present, good drivers in California pay most of the $14.6 million cost
incurred by the department to treat negligent drivers. This is because all
drivers support the cost of the program through regular fees, even though
negligent drivers constitute a relatively minor portion of licensed drivers.
We believe it would be more appropriate to shift the cost of treatment to
those drivers who make the program necessary.

This concept is already employed in financing programs aimed at per-
sons convicted of driving under the influence of alcohol. Persons electing
to receive treatment at a private facility incur at least a portion of the
treatment cost dependent upon their ability to pay. Further, a December
1978 report issued jointly by DMV and the Department of Alcohol and
Drug Abuse entitled “An Evaluation of Alcohol Abuse Treatment as an
Alternative to Drivers License Suspension or Revocation,” states that
“The Department of Motor Vehicles should be permitted to assess multi-
ple DUI (driving under the influence) offenders a fee equal to the cost
of imposing the mandated licensing action. . . Such a mechdnism would
shift in excess of $1.5 million dollars of cost from the general public to the
driver group causing the expenditure.” (Emphasis added) We support
this concept and recommend that it be applied also to appropriate compo-
nents of the post-licensing control program.

Automated Order Writing Project

We recommend that Item 176 be reduced by $150,539 to reflect net
savings made possible by automating the production of documents as-
sociated with the post-licensing control program.

The department now generates through manual processes a variety of
“orders” affecting the driving privilege of California drivers. These orders
include mandatory and discretionary actions such as license revocation,
reinstatements and probationary actions.

In mid-December, 1978 the department initated a project to automate
the order-writing process and reduce the cost associated with it. Accord-
ing to documentation provided by the department, implementation of
this project is scheduled to be completed during the budget year and
should result in a minimum savings of $150,539 in 1979-80. Therefore, the
budget should be reduced by that amount. =

_ . 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 $9,576,378 for 1979-80, an in-
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crease of $562,097, or 6.2 percent, over the current year. Program inputs
and outputs are presented in Table 10.

Table 10

Occupational Licensing and Regulation
Program input

Personnel-Years Program Cost
Program Elements 1978-79% 1979-80° Change  1978-79°  1979-80° Change
Occupationdl Licensing ................ 102.5 716 —-24.3% $2,216,666 $2,237,123 0.9%
Occupational Regulation ................ 920.8 227.9 3.2 5,810,805 6,266,247 78
Administration Distribution .......... 456 464 18 986,810 1,073,008 87

Totals 3689  35L9 —4.6% $9,014,281 $9,576378  6.2%

Program Output
Program Elements Output 1978-79* 1979-80®  Change

Occupational Licensing .. - Business Licenses issued $28,450 $30,020 55%
Special Plate Fees .......couvrrernnn. 936,000 980,000 4.7
Salesperson, Representatives
and Verifier Licenses Issued 56,690 21,970 —61.2
Salesperson, Representatives
and Verifier Fees......ccoonvnen. 810,000 470,500 —419
Driving School Licenses Is-
sued 310 320 3.2
Driving Instructor Licenses '
Issued 92,460 2,790 134
Driving School and Instructor :
License Fees......ccovmirrenriionnn. 52,800 56,600 7.2
Occupational Regulation ... Consumer Complaints ............ 22,800 25,200 10.5
Dealer and Dismantler Re-
" views 590 570 5.6
Administrative Actions........... : 1,490 1,590 6.7
Administrative and Disman-
tler Fees .o, © 2,078,000 2,089,000 3.0
New Motor Vehlcle Board o
Fees 225,000 240,000 6.7
2 Estimated.
b Proposed.

Growth Underscores Need for Evaluation

The Occupational Licensing and Regulation program has experienced
substantial growth over the past 10 years. Table 11 displays this growth,
In the past, both our office and the Commission on California State Gov-
ernment Organization and Economy have cited the need to evaluate this
program. The growth in program cost, the fact that many of its activities
are at the department’s discretion; and the possible overlap with other
state agency consumer protection efforts combine to underscore the need
for an evaluation of this program.

In response to these concerns, the department has initiated an evalua—
tion of the program and plans to present a final report to the Governor
and the Legislature by November 1, 1979. Significant issues to be ad-
dressed by the evaluation include (1) staffing levels, (2) a determination
of the appropriateness of the department’s consumer protection activities,
(3) the feasibility of consolidating such activities with those of other agen-
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' Table 11

Historical Growth in Occupational
Licensing and Regulation Program

Change Over Cumulative

Year Budget Previous Year Change

1970-71 $2,491,180 — —_
1971-72 ~ 3,028,175 21.6% 21.6%
1972-73 3,384,102 11.8 358
1973-74 4471215 321 79.5
1974-75 : 5,202,322 164 . 108.8
1975-76 . 6,880,199 32.2 176.2
1976-77 7,506,322 9.1 201.3
1977-78 8,939,991 19.1 258.9
1978-79 : 9,014,281 ® 0.8 261.8
1979-80 9,576,378° 62 9284.4
2Estimated.

bProposed.

cies, (4) a cost-effectiveness analysis. of the department’s consumer pro-
tection activities, and (5) the. appropriate source of funding for these
activities.

In 1976-77 the Leglslature allocated $4,247,901 from the General Fund
to partially support the program, in lieu of using funds from the Motor
Vehicle Account. This was done on the basis that the program protected
the general welfare of all state citizens, rather than just motorists. The
Governor, however, vetoed this General Fund appropriation.

Discontinuation of Salespersons Licensing

We recommend approval of the Governor’s Budget proposal to elimi-
nate the licensing of vehicle salespersons, provided the authorizing legisla-
tion contain provisions to safeguard consumers by making vehicle dealers
accourtable for the activity of the salespersons they employ.

The department now licenses persons engaged in the sale of cars,
mobilehomes and motorcycles. According to the budget, the department
will introduce legislation to eliminate licensing such salespersons. The |
budget provides one-half year funding for the current effort, and reflects
the elimination of 26 personnel-years and a savings of $160,810.

- We believe state licensing of salespersons can be eliminated without
jeopardizing the interests of consumers. This would require shifting the
responsibility to: control salespersons from ‘the state. to the dealers who
employ them. The employer is in the best position to monitor salesperson
activities. Besides having a vested interest in their job performance, the
employer has daily contact with salespersons—an opportunity not avail-
-able to state regulators. Holding an employer responsible for “regulation”
of his or her employees would provide a strong incentive for the employer
- .to exercise more discretion in hiring salespersons, and' monitor their _]Ob
activities more carefully.

- For this reason, we recommend that the budget proposal to dlscontmue
licensing salespersons be approved, provided that the enabling legislation
also lay the foundation for-an adequate level of consumer protection.
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IV. FINANCIAL RESPONSIBILITY

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 $350 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’s request for the financial responsibility program in
1979-80 is $2,747,169, a decrease of 20.1 percent. If the Legislature concurs
with a major program change proposed in the budget, there will be a net
52.1 percent reduction in personnel -years. Program inputs and outputs are
summarized in Table 12.

Table 12
" Financial Responsibility Program Input ‘
. _ Personnel-Years Program Costs
Program Element ~* 1978-79°1979°80° Change  1978-79° =~ 1979-80°  Change
Driving Privilege Control .............. ; 734 -56.8% $2,959,646 - $2,269,360 —-23.3%
" Information Services............. . 2.0 —63.7 115,359 89,258 —-226
Administration Distribution 163 0.6 361,966 388,551 73

Totals

917 -52.1% $3436971  $2,747,169 —20.1%

Program Output

Program Flements Output ‘ 1978-79 1979-80 = Change
Driving Privilege Control ........ Accident Reports Processed .. $595,000  $445460°  —251%
Information Services ... Commercial Information Re-

quests 28980 . 25870 -107
Commercial Information Re-
quest Fees ...i.uiinmmmininnmssann: : 40,300 -37,600 —6.7
2 Estimated. )
b Proposed. :
©This is a revised figure. The amount shown in the Governor’s Budget does not reflect proposed program
reductions.

Existing Program is Ineffective

The current financial responsibility program is generally percelved as
ineffective, and in the 1977-78 Analys1s we recommended that it be elimi-
nated.

Although the Legislature did not accept our recommendation, it ad-
dressed the issue in 1978 by (1) providing funds for the study of an alterna-
tive method to ensure that drivers maintain insurance, and (2) raising the
property damage threshold for reportmg purposes from $250 to $350.

Pay-As-You-Drive Study

In approving the department’s budget for the current year, the Legisla-
ture added $150,141 to conduct a study addressing the pay-as-you-drive
concept of automobile insurance as an alternative to the current financial
responsibility program. In accordance with supplemental budget lan-
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guage, staff representatives of designated legislative committees comprise
a monitoring group overseeing the study effort. The study schedule has
slipped due in part to cancellation of an initial request for proposal, which
solicited bids from the private sector for conduct of the study, when it was
determined that the proposal had failed to attract satisfactory responses.
The department has plans to release in February 1979, a second request
for proposal. Because of the delay, it is not anticipated that the consultant’s
final report will be submitted to the Legislature in October 1979 as
planned. At the time this analysis was prepared, no new date for the report
had been set.

Increased Reporting Threshold

We recommend approval of the Governor’s Budget proposal to increase
to $1,000 the property damage threshold for reporting accidents to the
departments.

In recognition of significant increases in the cost to repair “fender bend-

rs,” Chapter 997, Statutes of 1978, raised the threshold for reporting
accidents from $250 to $350. This legislation has enabled a budget year
reduction of 9.1 personnel-years and a savings of $296,000.

The department is proposing a further increase, to $1,000, in order to
eliminate an additional 89.7 personnel years for a half-year savings of
$591,126. Because we have previously recommended elimination of this
program on the basis that it was not cost-effective, we support efforts to
reduce the program. Further, we believe that the department’s proposal
to increase the reporting threshold to a level which will effectively cut the
program effort in half once again raises a serious question about the justifi-
cation for continuing this program.

V. DEPARTMENT OF MOTOR VEHICLES, ASSOCIATED SERVICES

The purpose of this program is to provide the public with a variety of
auxiliary services not directly related to the regulation of street vehicles
or driver licensing. This program utilizes the department’s network of
service locations to provide identification cards, vessel registration and tax
collection, off-highway vehicle and bicycle licensing, and the issuance of
special license plates.

The department is requesting $10,823,140 to support this program in
1979-80, an increase of $1,153,158 (11.9 percent). Major increased program
costs are in Environmental License Plate Issuance and Identification Card
Issuance. The department requests 19.9 additional personnel-years to han-
dle workload increase.

Program inputs and outputs are summarized in Table 13.

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 (including EDP services) to all department programs.

The budget request for this program is $15,865,700, an increase of
'$1,053,211, or 7.1 percent. The largest increases in the program are in the
areas of program management and fiscal and business management. Ad-
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Table 13
Associated Services Program Input
Personnel-Years Program Costs
Program Element 1978-79% 1979-80° Change  1978-79* 1979-80°  Change
Identification Card Issuance........ 109.8 119.7 9.0%  $2,304,056 $2,709,259 . 116%
Undocumented Vessel Registra- ’

tion 916 1015 40 - 1,689,079 1,831,274 8.4
Environmental License Plate Is- : '

SUANCE ...ovcverereereeresenesssecsaiersssnes 100.4 94.8 —-5.6 1,623,004 2,077,742 28.0
Use Tax . ~ 1857, 1919 3.3 2,382,295 2499,826. 49
OHV Registration ......civcemmnees 61.0 655 74 1,157,611 1,215,731 5.0
Bicycle Licensing............ 05 05 = — 133,220 65,207 -51.0
Administration Distribution ........ 164 174 - 6.1 380,787 424,101 114

Totals 5714 5913 35% - $9,660982  $10,823,140 11.9%

Program Qutput

Program Flements Output 1978-79* 1979-80°  Change
Identification Card Issuance.. "Identification Cards Issued 579,880 653,650 12.7%
Identification Card Fees .... $1,710,000 $1,927,000 127
Identification Cards Out-
1715711 10O 1,020,000 1,325,000 29.9
Undocumented Vessel Regis-
[32:X 17071 WO Vessel Registration .............. 593,900 618,000 40
Vessel Registration Fees ... $1,892,100 $1,968,000 4.0
) Registered Vessels..........cc.... 552,000 574,000 40
Environmental License Plate : : g
1SSUANCE (oot Environmental  License
Plate Registration 455,500 569,500 25.0
Environmental
- Plate Fees ...ccovvvvervvrrenrrencinns $6,927,700 $8,611,900 24.3
Use TaX .ovvcreinnrroriessnnnenns - Use Tax Collections... . $136,833,000 . - $140,322,000 2.5
OHV Registration OHV Registrations ... . 130,400 134,500 3.1
e ) : OHV Fees ......cccouvvivvermrrviernnnns $2,326,000 $2,431,000 45
Bicycle Licensing........ccoiuveervees Bicycle License Tags Issued not provided in budget
2 Fstimated. i ’ ’ o
b proposed.
Table 14
" Departmental Administration
Program Input
Personnel-Years ~ " Program Costs
Program Elements ) 197879%  197380°  Change 1978-79° 197880° . Change
Executive 27.3 273 — $618,395 $652,174 5.5%
Program ‘Administration .............. 1884 1949 3.4% 4,585,567 4,980,545 8.6
Legal 229 229 513,787 552,087 = 74

Fiscal and Management Business . 124.8 1370 98 2,035,942 2,415,588 186"
Personnel Management Services 85.6 85.0 =07 1,958,561 92,047,494 4.5

Research and Development ....... 197 196 —05 459062 480337 46
_Program  Development and ' I :
Evaluation 58.5 -05 1,355,401 1,467,232 8.2
Public Information .. 4.1 — 91,998 96,482 49
EDP SEIVICES ..rvivemmuneiiarsnsivesiviriness 1043 33 3,193,776 3,173,161 . - —0.6
Totals 653.6 22% $14,812,489 $15,865,700 71%
2 Estimated.

b Proposed.
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ministration costs are distributed to the department’s other operational
programs. '
Program inputs are summarized in Table 14.

Management Overhead

We recommend a reduction in the amount budgeted for personal serv-
ices for departmenta] administration commensurate with approved staft-
ing reductions.

DMV is budgeted for 6.2 percent Jess personnel years in 1979-80 than
it is in 1978-79. However, the budget indicates that every program in
which substantial personnel reductions are proposed also reflects an in-
crease in distributed administrative overhead. Table 15 displays a com-
parison of program personnel-years to distributed administrative
personnel-years. .

Table 15
‘Personnel-years vs. Distributed Administrative Personnel-years
Distributed Adminis-
trative
Program Personnel-Years Personnel-years

» Program 1978-79  1979-80 Change 1978-79 1979-80 Change
‘Vehicle Licensing and Titling 33106 = 32473 —63.3 336.5 344.3 78
Driver Licensing and Control 23932 2082.2 -311.0 2248 2292 44
Occupational Licensing and Registration 323.3 305.5 —-17.8 45.6 46.4 08
Financial Responsibility .........cccoumeernne, 1754 754  —1000 162 163 0.1
DMYV Associated Services ........... feversesrinens 555.0 573.9 - 189 164 174 1.0

Totals....... 6,757.5 6,284.3 4732 6395 653.6 14.1

This table demonstrates, for example, that although the budget pro-
poses to reduce staffing in the Driver Licensing and Control Program by
311 personnel-years, it also proposes to increase the administrative distri-
bution by 4.4 personnel-years. While we appreciate the fact that there may
be reasons for some increases in departmental administration, it appears
to us that the budget should also reflect more reduction in administration
than has been proposed, considering the magnitude of proposed staffing
reductions. We believe that it will be possible to make further reductions
depending on the extent to which the Legislature accepts departmental
proposals to reduce programs.

After each fiscal committee has completed its action on proposed pro-
gram reductions, the department should be prepared to discuss the rela-
tionship of administrative and program personnel-year requirements and
recommend. appropriate reductions in administrative resources.

Continue Quarterly Progress Reports

We recommend that the department con tinue its quarterly progress
reports to the Legislature regarding replacement of the Management and
Reportinig Control System, Soundex Consolidation, the Program Planning,
Budgeting, and Control System (including cost accounting) and automa-
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tion enbancements

In approving the budget for the current year. the. Leg1slature added
supplemental report language requiring a quarterly progress report from
the department on various activities which were of continuing concern to
the fiscal committees. These reports are useful because they provide infor-
mation on progress made by the departmient in addressing selected prob-
lem areas, such as the installation of a modern cost-accounting system. The
reports identify implementation problems and include comparisons of
actual and estimated project costs and beneflts We believe that these
reports should be. continued. :

Operating Expenses and Equipment

The budget proposes $44,951,413 for operatmg expenses and equipment,
an increase of 9.9 percent over estimated current year expenditures. A
major element of this increase is one over which the department has no
control, the pro rata charge for general state administration. This is in-
creased 18.5 percent in the budget year.

Reduce Minor Equlpment Allocation

We recommend that the amount budgeted for minor equzpment be
reduced by $64,000. =

The department’s budget for minor equipment expenditures in 1979-80
amounts to $401,605. This represents an increase of 69.4 percent over
estimated expenditures of $237,128 in the. current year. According-to the
budget, the major share of this increase occurs in the allocations to the
Division of Driver’s Licenses. In discussing this increase with department
staff it was determined that $64,000 budgeted for minor equipment as-
sociated with the phaseout of the SOUNDEX system could be eliminated
from the budget because the funds are budgeted twice.

Tralnmg Requlrements

We recommend that the amount budgeted for speczalzzed training be
reduced $85,868. We recommend further that the department be pre-
pared to discuss at the budget hearing the costs of the one hour per week
field office training program and the Justzf“ cation for continuing it.as
presently structured,

The proposed budget includes $260,868 for specialized training. These
funds will be allocated for specific courses in accordance with a 1979-80
training plan which has not yet been developed. In addition, it appears
that about 20,000 on-the-job training hours will be used in field offices per
month. Some field office training is in part due to the varied office hour
program; which by statute allows participating field offices to be closed to
the public one hour per week. The department has elected to designate
this one hour as a general training period rather than for regular work.

~ We have two primary concerns with proposed expenditures for training
in the budget year. First, despite a proposed 6.2 percent decrease in total
departmental staffing, the specialized training budget reflects a proposed
increase of $11,422. The basis for the increase is the department’s. conten-
tion that such factors as employee bargaining and increasing automation
will require new training outlays. This may be true. However, past train-
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ing plans have iricluded a humber of courses which we believe are nones-
sential. Further, reductions in training needs due to proposed substantial
personnel reductions should offset to some degree new training needs. For
these reasons and because we have no detailed information supporting the
budget year request, we recommend that the amount budgeted for spe-
cialized training be reduced $85,868. This reduction will provide the de-
partment $175,000 with which to acquire special training courses.

Second, we dre concerned that the policy on arbitrarily setting aside
one-hour per week for field office training may not result in a judicious
use of employee time. The amount of time made available for training
field office employees should be determined by actual needs, not arbitrari-
ly. Time off for training should be given only to those who require it, and
only for as long as the specific training requires.

According to a January 1979 report entitled “A Progress Report of the
Department of Motor Vehicles’ Varied Officer Hour Pilot Program,” costs

" associated with the one-hour training program have not been determined.

Further, the report states that, “It is apparent that time reported for
training has shown a substantial increase (around double) in field offices
statewide during the initial year of the program.” Although the report
questions how much of this increase is actually additional training expend-
ed as opposed to more accurate reporting, we believe the magnitude of
the program is such that the Legislature should be apprised of its costs and
given justification for its continuation in its present form. This information
should be developed by the department and made available for review
prior to the budget hearmgs

Photo Processmg

We recommend that the department evaluate the feasz’bi]ity of estab-
lishing an in-house capability to meet photo-processing reqmremen ts now
performed by a private contractor.

Since 1961 the department has contracted wth private sources to meet
photo-processing requirements related to licenses. This service is used also
for the production of identification cards issued by the department. The
proposed budget includes $2,499,350 in 1979-80 for these contractual serv-
ices. It is our understanding that the department has not evaluated in any
formal sense the feasibility of performing these services in-house since the
original decision was made to contract with a commercial vendor in 1961.
Further, the contract for these services expires on December 31, 1979.

In our judgment, an evaluation is overdue and should be initiated at
once. If it appears that it might be feasible to establish an in-house capacity
but this cannot be accomplished upon termination of the current contract,
any future contract should contain appropriate termination clauses to
provide the state sufficient flexibility to-establish its own facility. The
department should report progress in addressing this issue in its quarterly
progress report to the Legislature.
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Need for New Program Should be Demonstrated

We recommend that the department provide the Legis]ature a descrip-
tion of the Operation Qutreach Program, including the need it is intended
to fulfil], its scope and ultimate cost implications.

The department has established in its Gilroy field office an Operation
Outreach Program to assist Spanish-speaking persons in obtaining driver’s
licenses or identification cards. The department has informed us that
program costs to date have been minor. However, the department indi-
cates that the program may be expanded to other offices. According to
DMV, approximately 45 of the most commonly used forms are already
provided 'in Spanish. Given this fact, the need for and benefits of this
program are unclear. Accordingly, we believe the department should
provide the Legislature an explanation of the need for the program, plans
for its expansion and ultimate cost implications. .

VIl. DEPARTMENTAL AUTOMATION

Automation projects budgeted for 1979-80 reflect the departments
strong commitment to use computers in order to reduce costs and im-
prove services. The more significant of these activities are hsted in Table
16 along with an indication of their purpose.

Table 16 .
Significant Automation Activities Budgeted for 1979-80
Purpose
Continue or
Amount . Improve Level Realize

Activity : _ Budgeted of Service  Savings
Purchase of Remittance Processing Equipment ... $848,486 X X
Replacement of Automated Name Index and Data Communi-

* cations Computers . . 244,486 X
Field Office Automation: Accounting : . 125842 be be
Soundex Consolidation . N 125,485 X
Order Writing 74,129 X X

Asindicated above; all but one of these activities should result in savings.
The one exception represents the replacement of two departmental com-
puters in order to maintain an established level of service and avoid a
processing backlog. Two new computers were acquired in the current
year in order to replace the computer used for the automated name index
function. This replacement was necessary because of a projected workload
which would have exceeded the existing computer capacity. Funds budg-
eted in 1979-80 for computer replacement include costs to lease, operate
and maintain these new computers.

In addition, the department’s data communications computer is sched-
uled for replacement in the budget year because it is approaching its
processing capacity. The growth in data communications which necessi-
tates this replacement includes substantial increases in processing demand
to meet the data access requirements of the California Law Enforcement
Telecommunications System (CLETS). It appears that the department’s
need in this area could be met by a joint-use facility operated by the
Department of Justice to meet both CLETS and DMV data communica-
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tions processing requirements.

Page Printing System

We recommend the deletion of four positions and a reductzon of $53 700
made possible by a new printing system.

The department plans to install in the current year a page printing
system to reduce the cost of printing computer output. According to the
department; the new system will enable the elimination of three data
processing technicians and one office assistant II position for a budget-year
savings of $53,700. including staff benefits. Because the proposed budget
does not reflect these anticipated savings, we recommend that these posi-
tions be deleted and the budget reduced $53,700.

Magnetic Tape Storage Cabinets

- We recommend that the department explore the feasibility of acquiring
surplus magnetic tape storage cabinets from the Stephen P. Teale Con-
solidated Data Center.

The Teale Data Center and the DMV computmg facility are located
adjacent to one another in the DMV headquarters building. Both centers
have constantly experienced space problems due to frequent equipment
additions necessary to meet workload growth. One area in which need has
increased rapidly is the storage of magnetic tapes. In order to conserve
space the Teale Data Center has installed modern tape cabinets which
maximize storage space. The tape cabinets used by DMV are older and do
not optimize;space in a similar manner.

The Teale Center is scheduled to‘install in the budget year a new mass -
storage system which will be used in lieu of magnetic tapes. Installation
of this system will result in as many as 40 cabinets becoming surplus. These
cabinets can hold approximately 25,000 reels of tape. We have notified
DMV staff of this situation and believe that it offers an opportunity for
DMV to free, at little cost, up to 500 square feet of scarce computer room
space. ;
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Business and Transportation Agency
TRAFFIC ADJUDICATION BOARD

Item 182 from the Traffic Ad-

judication Fund - Budget p. 401
Requested 197980 ...ttt ss e reneveerraeas $1,000,534
Estimated 1978-79......c.cooovivveiuninnnn.. feserieireieressssererbessarerbensatansas 387,482

AUl 19TT=T8 ..o vl es s e —_
Requested increase $613 052 (158 percent)
Total recommended reduction ... i, None

GENERAL PROGRAM STATEMENT

The Traffic Adjudication Board was established by Chapter 722, Statutes
of 1978, which also provides for a demonstration program to administra-
tively adjudicate traffic safety violations in lieu of adjudication by the
courts. The board is responsible for establishing and conducting this pro-
gram.

Board responsibilities include (1) adopting rules and regulatlons (2)
arranging for the Office of Administrative Hearings to provide hearing
officers, (3) hearing appeals from decisions of hearing officers, (4) adopt-
ing within prescribed limits a schedule of monetary and other sanctions
for traffic safety violations, and (5) appointing an executive director. who
shall be the board’s chief administrative officer.

The board’s five members are appointed by the Governor. Their term
of office is for the period of the demonstration program, January 1, 1979,
through July 1, 1984. Three of the board’s members must represent the
counties designated in the demonstration program: Sacramento, Yolo-and
Placer. Under the law, the board of supervisors of each of these counties
submits a list of nominees to the Governor, who then appoints one mem-
ber from each list. Compensation is fixed by law at $6,250 annually for each
member -other than the chairman, who shall receive $6,500. In addition,
members will be reimbursed for necessary expenses.

Program Scope _

The three-county demonstration program will be conducted for traffic
safety violations occurring within these counties’ municipal court districts.
The program may be expanded to additional counties at the request of the
board of supervisors and with the approval of the Traffic Adjudication
Board, provided that sufficient funding exists to accommodate expansion.

Annual Reports to the Legislature

The board is required to submit an annual report on the progress of the
- demonstration program to the Governor and the Legislature on January
1 of each year. These reports are to be accompanied by an evaluation of
the program prepared by an independent consultant retained by the
board. The consultant’s evaluation shall address areas specified in Chapter
722, including cost-benefit analyses regarding the program’s impact on the
judicial system, law enforcement, local government, defendants, the gen-
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eral public, driver improvement programs and the Department of Motor
Vehicles. The evaluation shall also include an analysis of the impact of
administrative adjudication on traffic safety as compared to the court
system. '

Advisory Body

Chapter 722 also establishes a Traffic Adjudication Advisory Committee
to assist the board in developing rules, regulations, procedures and pro-
gram evaluation guidelines. There will be ten advisory committee mem-
bers initially. Additional memberships will be created to the extent that
additional counties participate in the demonstration program. Members
will represent a number of jurisdictions as specified in Chapter 722, which
also ‘specifies the appointing authority for each membership. Advisory

committee members serve without compensation but are reimbursed for
expenses. ’ '

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The Governor’s Budget requests $1,000,534 to fund the board’s opera-
tion in 1979-80. The board became operational on January 1, 1979. Current
year estimated expenditures are $387,482. The Budget Bill displays a zero
appropriation for Item 182 because full funding of the board’s operations
is provided by the federal government through the State Office of Traffic
Safety. :

According to the Governor’s Budget, the board’s activities from January
1, 1979, to June 30; 1980, will focus on planning and development. Program
operation is anticipated to begin by July 1, 1980. The Department of Motor
Vehicles is currently providing staff support to help initiate operations.
The department is reimbursed by the board for this support.

The categorical budget allocations identified in the Governor’s Budget
must be viewed as tentative because of the newness of this program. The
board has an allocation of federal funds within which it can operate, and
Department of Motor Vehicles staff assigned to assist the board have
developed the budget based on information contained in the Office of
Traffic Safety project agreement. Budget allocation refinements can be
anticipated once the board has been appointed and begins fulfilling its
responsibilities. '
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Business and Transportation Agency
STEPHEN P. TEALE CONSOLIDATED DATA CENTER

Item 183 from the Stephen P.
Teale Consolidated Data Cen-

ter Revolving Fund Budget p. 402
Requested 1979-80 ...cooeoeieeieceeee ettt $16,275,275
EStimated 1978=T0.....ocuieeeeeicieeeeeeecre oo s essssessee s esnennens 13,898,975
Actual 1977-78 .......... tereeteteerereateterae e a e be i ba st teba e ae e rntete e aearenes 11,061,178

Requested increase $2,376,300 (17.1 percent)

Total recommended reduction ...........ccocccevvvvceneerine e $280,829
' Analysis
SUMMARY OF MAJCR ISSUES AND RECOMMENDATIONS page

1. EDP Operations Expense. Reduce by $70,000. Recom- 391
mend reduction based on redetermination of need.

2. Facilities Operations. Reduce by $45,000. Recommend 392
elimination of contingent funds for minor capital outlay. '

3. Pro rata charges. Reduce by $165,829. Recommend reduc- 392
tion of amount budgeted for pro rata charges to eliminate
billing for previous year.

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 70 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. The
center’s operation is reimbursed fully by its customers, and annual in-
creases in its budget reflect increased user workload for the most part.

ANALYSIS AND RECOMMENDATIONS

The Governor’s Budget proposes an expenditure program for the data
center totaling $16,275,275 in the budget year as compared with estimated
expenditures of $13,898,975 in the current year. This is a 17.1 percent
increase over current year estimated expenditures and is 22.8 percent
over the amount approved by the Legislature in enacting the 1978-79
budget. This difference between these two percentages is due to enhance-
ments to the center’s capacity in the current year to respond to unan-
ticipated workload increases.

Major New Developments

. The proposed budget includes funds to accomplish three significant
new developments as displayed in Table 1.
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Table 1
Proposed New Developments
Subject Estimated Cost
Added computer capacity to meet user workload needs $1,071,400
Statewide timesharing system 963,606
Computer .output microfilm system . 523,996

‘Total .. ; $2,559,002

Since it was established, there have been six significant increases in the
center’s computing power. The last major increase was-accomplished in
November 1978. These changes have been necessary to meet increased
demand for services from the center’s customers. It is important to note
that work processed by the center is subject to justification by user depart-
ments in accordance with extensive criteria maintained in the State Ad-
ministrative Manual as required by Section 4 of the Budget Act.

Because of current year growth patterns and projected workload in-
creases, the center requires a significant increase in capacity if it is to
maintain its current level of service. The budget includes $1,071,400 for
this purpose, which is a “rough” estimate of total additional computing
power requirements, subject to refinement for reasons discussed below.

Factors Affecting Cost

The amount proposed is subject to change because of the following
factors:

1. The specific method of estabhshlng added capacity is now being
determined. For example, added capacity can be obtamed through inte-
gration with existing computers or by acquisition of a “stand-alone” com-
puter. This latter possibility is under consideration in response to concern
expressed by the State Controller. As one of the center’s major users, the
Controller is concerned about security related to the new state payroll
system under development and the system’s responsweness to workload
demands.

2. The 1mplementat10n of a proposed statewide timesharing system to
meet the “on-line” requirements of users accessing Teale Data Bases via
remote data communications terminals is under consideration. Again, the
solution to this particular need and related costs may vary because existing
equipment may be upgraded or a separate time-sharing computer linked
to Teale’s main computers may be acquired:

3. After selection of specific solutions, actual cost of both added capacity
for workload and the timesharing facxhty will be determined by the equip-
ment market, which in recent years has been characterized by continuing
increases in performance accompanied by significant decreases in price.

Because of these factors, we will be prepared at the time of budget
hearings to recommend adjustments to the budget if specific solutions
have been selected and estimates refined.
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Equupment Upgrades Should Be Less Frequent . A
~ Significant upgrades to augment computer capacity are often both dis-
ruptive and costly. The upgrade process interferes with the provision of
reliable computer support to those agencies that depend upon the data -
processing center. It also places a heavier demand on personnel ;esources
sometimes with undesirable results. Finally, the proeur; en process it-
self is very costly because of the difficulties involved it pre & complex
equipment specifications and evaluating vendor proposals L

We believe that increasing costs for data | processmg personnel coupled-
with decreases in equipment costs make it in the state’s interest for the
Teale Center to acquire a reasoniable amount of surplus computlng capaci-
ty when equipment upgrades are planned :

Computer Output Microfilm

In addition to providing for increases in computing capa(nty, the budget
also includes $523,996 to establish at the Teale Center a state-run facility
to-produce computer cutput on microfilm in lieu of more expensive paper
copy. ‘At present; this capability is provided through a contract with a
private vendor. It appears that the number of microfilm frames produced
by this process has grown to a level sufficient to justify a state-operated
facility which is expected to provide the same or improved level of service
at a reduced cost. The State Data Processing Officer in the Department
of Finance indicates -that-a state-facility will be, established unless the
private contractor can provide equivalent service at less cost. Therefore,
the expenditure of these funds will depend upon a competitive acquisition
which will include a bid for contmued private. contractor processing.

“Effect of New Developments on Rates

In recent years the center has made a number of rate adj ustments which
‘have effectively reduced the cost to process a unit of work at the center.
Ir addition, substantial d1scounts have been offered to encourage users to
schedule more work on * swing” and “graveyard” shifts in order to rediice
'prime-time (day-shift) demand. This is an important: .cohsideration be-
cause it is the prime time demand which ultimately results in the acquisi-
tion of added capacity.

Although it is too early to assess a 1979-80 rate structure, past history and
continued increases in user demand, along with decreasmg equipment
prices, suggest that there should be no 51gn1f1cant changes in rates.during
the budget year. '

Reduce EDP Operations Expense

We recommend that the amount budgeted for EDP Operations Fx-
pense be reduced $70,000. ,
In examining the detail supporting an allocation of $1 632,029 for EDP
operations expense, it appears that $70,000 of the allocation représents.
over-budgeting and can therefore be eliminated. The funds represent
$30,000 for a job scheduler software package and $40,000 for unidentified
software. The center does not intend to require the former package and

could identify no intended use for the latter amount. ,
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Reduce Facilifies Operation Cost : S

We recornmend a reduction of $45,000 in the amount budgeted for
facilities operation.

The proposed budget includes $45,000 for minor capital outlay This

amount, included as a contingency, can be eliminated because there are
no plans for its expendlture

Allocation of Pro Rata Charges

We recommend that the amount budgeted for administrative pro rata
charges be reduced $165,5829.

Government Code Sections 11270—-11277 authorize the State Board of
Control to assess pro rata charges to special funds in order to recover
general support costs incurred by agencies such as the Controller, the
State Personnel Board and the Legislature. Such charges have not been
assessed against the Teale Center because until recently the center had
received its support dxrectly from the operatmg budgets of its customer
departments. .

However, Chapter 585 (Statutes of 1976) established a revolving fund
to enable the center to meet annual cash-flow requirements. With the
establishment of this fund, the Department of Finance has advised the
Board of Control to assess pro rata charges to this special fund in ordér to
recover the cost of state administrative services provided through the
Teale Center to its special fund customers. The proposed budget 1ncludes
$330,003 for this purpose. .

Although we support the concept of recovering these costs, we do not
agree with the method chosen by the Department of Finance, which in
this case would assess the center in 1979-80 for two full years of such costs.
According to staff of the Department of Finance, the proposed 1979-80
allocation of $330,003 includes actual 1977-78 pro rata costs of $165,829 and
estimated 1979-80 costs totaling $165,174. Further, we understand that if
this method is accepted the 1980-81 budget will include an assessment for
both 1978-79 and 1980-81.

In our judgment, past amounts owed by special fund agencies should be
collected directly from those agencies. Collectmg multiple-year costs as
proposed would cause an unrealistic increase in center rates resulting in
General Fund users paying a surcharge along with the special fund users,
which are the real target of the pro rata charges




