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NATIONAL CENTER FOR STATE COURTS
Item 0460 from the General '

Fund ’ Budget p. LJE 17
Requested 1984-85 .......ccooireniinninicccesienssncrsenssentsesssseene $14,000
Estimnated 1983—84........ccoicieereiieieeresenreeverestessivessssessssesresessessens 14,000
ACtUAl 198283 ...ttt screeree et sie st sats bt sasssaesases 14,000

Requested increase—None
Total recommended Teduction .....ovvneccvnieerenscenseenens None

ANAI.YSIS AND RECOMMENDATIONS
We recommend approval.,

The budget proposes an appropriation of $14,000 from the General
Fund for California’s membership fee in the National Center for State
Courts. This is the same amount appropriated for each year since 1975-76.
Members of the center include aﬁ) 50 states, four territories, and the Dis-
trict of Columbia. The $14,000 fee is approximately 7 percent of Califor-
nia’s actual assessment of about $200,000 (the assessment is based on the
state’s population), and amounts to less than 1 percent of the membership
fees collected by the center from all states in 1983. Membership in the
center entitles California to judicial research data, consultative services,
and information on the views of the various states on federal legislation
and national programs affecting the judicial system.

GOVERNOR’S OFFICE
Item 0500 from the General

Fund Budget p. LJE 18
Requested 198485 ..........cocorernesiverneeiinnisesesesceesesssnsssasesssonsese $4,760,000
Estimated 1983-84..........ccorveiereeeeereeeesesesessseseestensssssssssssssees - 4,831,000
ACtUAl 1982-83 .....oceoerirerieererenieresbeerernre e s s sr s rsse s sssssaiens 4,471,000

Requested decrease (excluding amount
- for salary increases) $71,000 (—1.5 percent)
Total recommended reduCtion ...........cevvevriveeineiniereseresereens None

GENERAL PROGRAM STATEMENT

The California Constitution grants the supreme executive power of the
state to the Governor, who is responsible for administering and enforcing
state law. The Governor is elected to a four-year term and currently
receives a salary of $49,100. . :

The Governor’s office has-87.6 authorized personnel-years in the cur-
rent year. » ’

ANALYSIS AND RECOMMENDATIONS

We recommend approval,

The budget proposes an appropriation of $4,760,000 from the General
Fund for support of the Governor’s office in 1984-85. This is a decrease of
$71,000, or 1.5 percent, from estimated current-year expenditures. The
proposed reduction, however, is somewhat misleading because the admin-




Item 0500 ’ EXECUTIVE / 31

istration proposes to shift certain items of expense to another department.
In addition, it does not take into account any salary or staff benefit in-
creases that may be aplproved for the budget year and would increase
expenditures accordin% y.

The budget request for the Governor’s office is summarized in Table 1.
As shown in the table, personal services are budgeted at $3,280,000, an
increase of $280,000, or 9.3 percent, from estimated current-year expendi-
tures. According to the Governor’s office, the increase reflects the full-
year costs of employee compensation increases granted in the current
year and salary increases for various staff consistent with the increases
granted to certain state officers by Ch 803/83, partially offset by a reduc-
tion of 2.6 personnel-years. Operating expenses and equipment are budg-
eted at $1,365,000 for 1984-85, an increase of $106,000, or 8.4 percent, from
the current year. The proposed increase includes $76,000 for price in- -
crease adjustments, and $30,000 in additional dues for the National Gover-
nors” Association. . ~

The table also indicates that $115,000 is requested for special items of
expense for the Governor’s office. This is $457,000, or 80 percent, less than
anf‘iicipatéd’ current-year expenditures in this category. The net decrease
retlects: ;

« A reduction of $465,000 for printing the Governor’s Budget. The ad-

ministration proposes to shitxt? the cost of printing the document to the
budget for the Department of General Services, Office of State Print-

ing. .

¢ Anincrease of $8,000 (from $17,000 to $25,000) for miscellaneous items

of support for the Governor’s residence. ' '

If the cost of printing the Governor’s Budget is excluded from current-
year expenditures, the amount proposed for supﬁort of the Governor’s
office in 1984-85 is $394,000, or 9 percent, higher than estimated current-
year expenditures.

Table 1
Governor’'s Office
Budget Summary

{dollars in thousands)

Change From
1983-84 to
Actual  Estimated Proposed 1984-85
1982-83 198384 198485 Amount  Percent
Personal services . $2,599 $3,000 $3,280 $280 9.3%
Operating expenses and equipment....... 1,261 1,259 1,365 106 8.4
Special items of expense 611 572 115 —457 —79.9

Totals $4,471 $4,831 $4,760 -$71 -15% .
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Governor’s Office
SECRETARY FOR STATE AND- CONSUMER SERVICES

Item 0510 from the General

Fund : - Budget p. LJE 19
Requested 1984-85 ............oemvvvvvvssmmsmmsiummssmssssssssassssssssssanmsnnnnssonee $631,000
Estimated 1983-84.......c..cccoesvevev. SO S S 563,000
ACHUAL 198283 ......ovcvvvverisssssennesissivssssssssesssissessosisssssssssssessssonsssansios 543,000

Requested increase (excluding amount
for salary increases) $68,000 (+12.1 percent)

Total recommended reduction .......c..coe.cvivreemmueirinnernssreninnns SR 33,-600
: Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1 Facilities Operation. Reduce Item 0510-001-001 by $9,000. 33 ;
Recommend deletion of funding to correct for overbudget-

2, Staff Benefits, Reduce Item 0510-001-001 by $24,000. 33
Recommend reduction in staff benefits to correct for over-
budgeting.

GENERAL PROGRAM STATEMENT

The Secretary for State and Consumer Services provides admlmstratlve
and policy direction to the following state entities: :
Department of Consumer Affairs
Department of Veterans-Affairs
Department of General Services
Office of the State Fire Marshal
Franchise Tax Board
State Personnel Board (by Executive Order)
Public Employees’ Retirement System: -
State Teacﬁers Retirement System
California Museum of Science and Industry
Department of Fair Employment and Housing
Fair Employment and Housing Commission
In addition, the Secretary administers the Statewide Disabled Compliance

Progr
%e agency has 19.9 authorized positions in the current year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes an appropriation of $631,000 from the General
Fund for support of the State and Consumer Services Agency in 1984-85.
This is $68,000, or 12 percent, more than estimated current-year expendi-
tures. This amount will increase by the amount of any salary or staff
benefit increase approved for the budget year.

Total agency expenditures in 1984-85, ‘including expenditures from
reimbursements, are budgeted at $651, 000—a decrease of $248,000, or 28
percent, from current-year expendltures

Table 1 presents a summary of the agency’s expenditures and personnel-
years for the past, current, and budget years. The main funding change
- reflected in the table is: the * elimination of all: reimbursable. support,
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$244,000 and 6.5 positions, for the Office of Statewide Compliance Coordi-
nation (OSCC), as the office is being terminated during 1983-84 (sce
below). Table 1 also reflects a $46,000 reduction in reimbursements due
to the termination of a contract between the agency and State Personnel
Board (SPB) for a civil rights/career opportunities development (COD)
coordinator. In the past, SPB has reimbursed the agency for the cost of a
COD coordinator to work with departments within the agency in order
to promote COD training opportunities and monitor the progress of COD
articipants. In signing the 1983 Budget Act, the Governor eliminated
rom the SPB budget the funding for the agency COD coordinators.

Table 1

Secretary for State and Consumer Services
- Budget Summary
1982-83 through 1984-85
(in thousands)

Actual ~ FEstimated Proposed Changes

Programs . 1982-83 198384 198485 Amount  Percent
Administration of State and Consumer

Services Agency ... TN © 8710 $655 $651 —$4 —6%
Statewide Disabled Compliance Coordi- »

nation 311 244 — —244 N/A
Intergovernmental Personnel Act Advi- . .

sory Council 90 - - - N/A

Totals SLUL g8 g6s1 . 448 -276%
Funding Sources S
General Fund $543 $563 $631 $68 12.1%
Reimbursements 498 336 20 -316 —94.0
Federal Trust Fund ... 70 — — — N/A

Personnel-years 23.8 13.9 124 -15 -108

ANALYSIS AND RECOMMENDATIONS

Facilities Operation Is Overbudgeted .

: We: recommend a red:.ction of $9,000 to correct for overbudgeting of
facility rent and state police protection.

The agency has budgeted for 5,060 square feet of office space, at an
annual rental cost of $4%,111. The agency, however, needs only 4,090
square feet, at a cost of $34,847, as it recently has relinquished 970 square
feet of space and has provided no further plans for its use. Thus, facility
rent is overbudgeted by $8,264. Fees for state police protection of this
office space also were calculated on the basis of the larger square footage,
resulting in overbudgeting for the agency’s total facilities operation
amounting to $9,000. We iherefore recommend a deletion of this amount.

Staff Benefits Overestimated # 22,}0@() ’ma/

We recommend a recuction of $24,006 in the amount requested for
personal services to correct for an overestimate of staff benefils.

The agency has requested $144,000 for staff benefits in 1984-85, As Table
2 indicates, this amount is equal to 36.1 percent of total agency salaries and
wages, a significant incrzase over the actual ratio in 1982-83.
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SECRETARY FOR STATE AND CONSUMER SERVICES—Continued

Table 2
State and Consumer Services Agency
Staff Benefits
1982-83 through 1984-85

Actual Estimated Proposed

1952-83 1983-54 1984-85
Staff Benefits . $170,000 $188,000 $144,000
Percent of Salaries and Wages...........ucouvums 25.5% 33.1% 36.1%

In order to determine the amount needed for staff benefits in the
budget year, we followed Department of Finance budget instructions in
estimating retirement and social security costs, and relied on information
regarding health and dental plan use in estimating those costs. Our analy-
sis indicates that the agency needs only $120,000 for staff benefits in 1984-
85, which is equivalent to 30 percent of budgeted salaries and wages.
Consequently, we recommend a reduction of $24,000:

Statewide Disabled Compliance Program To End Early

The Federal Rehabilitation Act of 1973 (Sections 503-505) requires that
no qualified handicapped person be denied any benefits or be excluded
from participating in any program which receives federal assistance. State
agencies receiving federal financial assistance were supposed to have
been in compliance with the act by June 2, 1980. Nevertheless, it is our
understanding that compliance with federal requirements had at that
time been achieved by only a few agencies.

On June 12, 1980, the Governor issued Executive Order B-65-80, creat-
ing a central unit within the State and Consumer Services Agency to (1)-
direct, facilitate and monitor compliance by all state agencies with the
requirements set forth in the Federal Rehabilitation Act of 1973 and (12)
coordinate with the Health and Welfare Agency statewide efforts involv-

ing disabled program recipients.

"~ Subsequently, the agency Secretary administratively established 6.5 po-
sitions (5.5 professional and 1 clerical) to staff the new unit, which was
named the Office of Statewide Compliance Coordination (OSCC). The
1982 and 1983 Budget Acts authorized continuation of the 6.5 positions, as
well as a funding arrangement which provides for OSCC’s costs to be
reimbursed fullygby those state agencies having program responsibilities
in this area. ’

Agency staff advise that termination of the office can occur during the
current year, rather than during the budget year, because the OSCC has
satisfactorily completed its compliance program activities.
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: , Governor's Office
SECRETARY FOR BUSINESS, TRANSPORTATION AND

, HOUSING

Item 0520 from various funds ' Budget p. LJE 20
Requested 1984-85 $808,000
Estimated 1983-84...... 772,000
Actual 1982-83 .......cocvvriverniiresrnninresissssirsssesiiesssresssssensesserseinss 783,000

Requested increase (excluding amount .

for salary increases) $36,000 (+4.7 percent)
Total recommended reduction ..........cco..... revrrereesriererenrssaeres . None
1984-85 FUNDING BY ITEM AND SOURCE
Item Description Fund ' Amount
0520-001-001—Support General $304,000
0520-001-044—Support Motor Vehicle Account, 504,000 -
. State Transportation Fund .
Total ' $808,000

GENERAL PROGRAM STATEMENT

. The Secretary for Business, Transportation and Housing, one of five
agency secretaries in the Governor’s Cabinet, supervises the activities of
16 departments and administrative bodies. These entities can be divided
into three general groupings: (1) business and regulatory agencies, (2)
Eraﬁnsportation agencies, and (3) housing agencies. The 16 entities are as
ollows: -
Business and Regulatory
Department of Alcoholic Beverage Control
Alcoholic Beverage Control Appeals Board
State Banking Department
Department of Corporations
Department of Economic and Business Development
Department of Insurance
Department of Real Estate
Department of Savings and Loan
Stephen P. Teale Consolidated Data Center
Transportation :
Department of the California Highway Patrol
Department of Motor Vehicles
Department of Transportation
Office of Traffic Safety
Traffic Adjudication Board
Housing
Department of Housing and Community Development
California Housing Finance Agency
The agency is authorized to have 21 positions in the current year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes two appropriations from the General Fund and
the State Transportation Fund totaling $808,000 to support the office in
1984-85. This is an increase of $36,000, or 4.7 percent, above estimated
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SECRETARY FOR BUSINESS, TRANSPORTATION AND HOUSING—Continved

current-year expenditures. This increase will grow by the amount of any
salary or staff benefit increase approved for the budget year.

The agency also expects to spend $517,000 in reim%aursements during
1984-85, resulting in a total expenditure Xrogram of $1,325,000. This is
$65,000, or 5.2 percent, more than estimated total expenditures in 1983-84.
Agency staffing is proposed to continue at the current-year level of 21
positions.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

Our analysis indicates that the proposed expenditure increases for the
agency in 1984-85 reflect the general increase in prices and appear to be
warranted. '

Sunset for Sunny Mac

The Budget Act of 1982 appropriated $240,000 from the General Fund
to the Secretary for loans to the Solar and Energy Conservation Mortgage
Corporation (Sunny Mac). The corporation was created by Ch 1033/81
(SB 921) to establish a secondary financial market for energy conservation
loans. The $240,000 General Fund loan was to be repaid, with interest,
durilr<1g 198283, using the proceeds from the anticipated sale of corporate
stock. :

In October 1983, the Board of Directors of the corporation voted to
suspend corporate operations as of October 15, 1983. It did so because it
doubted that Sunny Mac could successfully market common shares in the
corporation. Subsequently, on October 24, 1983, the corporation repaid
$80,000 of the loan using unspent funds, leaving an unpaidrgalance, includ-
ing accrued interest, of approximately $185,000. According to corporation
staff, this is the amount that was spent on staff and consulting contracts
to produce a study of the secondary lending market and a circular. The
circular would have been used to interest investors in the corporation’s
stock, had the board decided to proceed with a public offering.

Thé Department of Finance currently is auditing the corporation to
identify any additional funds that may not have been spent. Corporation
staff indicate that an additional $5,000 could be secured through tge audit.
Agency staff anticipate that the agency will initiate a Board of Control
claim in the current year to remove its liability to repay the remaining
balance of the loan from the General Fund.
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Governor’'s Office
SECRETARY FOR HEALTH AND WELFARE

Item 0530 from the General

thd ‘ o Budget p. LJE 22
T L oo — $6,577,000

* Estimated 1983-84.......oooe.covvoosseeersssmrorsseossssreoeres A 5,685,000

ACEUAL 198283 .oororoeeooeorossoeeeersseeeesssoessssseeseseesesssssesseseessirree 2,045,000

Requested increase (excluding amount -
for salary increases) $892,000 (+15.7 percent)

Total recommended reduction .................................................... None
’ Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS " page

1. Office of Long-Term Care. Recommend that prior to 39
budget hearings, the Health and Welfare Agency advise the fiscal
committees on its plans for implementing a long-term care serv-
ices delivery system in 1984-85.

 GENERAL PROGRAM STATEMENT

The Secretary for the Health and Welfare Agency (HWA) is directl

. res&)onsible to the Governor for general policy formulation in the healt
and human services area, and for the operations and sound fiscal manage-

ment of each department and office within the agency. These depart-

ments and offices are as follows: ,

o Afing, Department and Commission;
e Alcohol and Drug Programs;
e Developmental Services;
Employment Development;
Health Services;
Mental Health;
“Rehabilitation;
Social Services; .
Emergency Medical Services, Authority and Commission;
Health and Welfare Agency Data Center; - '
Office of Statewide Health Planning and Development;
Developmental Disabilities, Area Boards and State Council;
Health Facilities, Authority and Commission;
Advisory Committee on Child Development; and

o Medical Assistance Commission. .

In addition to staff that assist the Secretary in performing his policy
formulation and oversight responsibilities, the Secretary’s office contains
three program units: (1).: Multipurpose Senior Services Program (MSSP),
é2) " Office of Migration and Refugee Affairs, and (3) - Office of Long-Term

are. -

The 1983 Budget Act authorized 38 positions for the Health and Welfare

Agency. During the current year, the agency reestablished two positions
for the Migrant and Refugee Affairs unit. These positions had been abol--
ished pursuant to provisions of Ch 323/83, companion bill to_the 1983
Budget Act, because they were vacant for more than nine months during

- 1982-83. By restoring these positions, the agency increased the total num-

ber of positions in the current year to 40. .

e O 0 & & & o & o o
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OVERVIEW OF THE BUDGET REQUEST

The budget proposes an appropriation of $6,577,000 from the General
Fund for support of the Secretary’s office in 1984-85. This is $892,000, or
16 percent, more than estimated current-year expenditures. The increase
wﬂ? row by the amount of any salary or staff benefit increase approved
for the budget year.

Table 1
Secretary for Health and Welfare
Program Expenditures and Funding Sources
1982-83 through 1984-85
(in thousands)

Change from
' Actual  Estimated  Proposed . _1983-84 to 1984-85
Expenditures 1982-83 1983-64 1984-85  Amount  Percent
Secretary’s Office.......covvrmmereucmmmmenrseneeierens $2,267 $1,326 $1,374 $48 3.6%
Office of Long-Term Care.........cccccmns 11 286 - - —286 ° -100.0
MSSP ‘
State Administration ... e 2,781 2,116 1,978 —138 —65
Site Operations...........eeusvusencrmmisrmiseesens 696 6,499 8,459 1,960 30.2
Totals $5,755 $10,227 $11,811 $1,584 15.5%
Revenue ‘
General Fund .........lccooceeneeemmrncsrevsmenneens $2,045 $5,685 $6,577 $892 157%
Reimbursements 3,710 4,542 5,234 692 : 152
Table 2 )
Secretary for Health and Welfare
Proposed Budget Changes
1984-85
(in thousands)
General
Total Fund  Reimbursements
1983-84 Revised Expenditures $10,227 $5,685 $4,542
1. Baseline Adjustments
a. Increase in existing personnel COSES ........c..ouuunes s 46 40 6
b. Decrease in existing personnel costs .... —12 -12 —
c. Operating expenses and equipment ..
(1) Price increase—agency and MSSP.. " 513 272 241
(2) MSSP caseload inCrease ... © 1322 47 575
d. Position deletions . : ‘
(1) Office of Long-Term Care......ursmsmsinseiions —286 —149 -137
(2) Migration and Refugee Affairs .........ccococnnnccivesin —105 — —105
Total Baseline AJUStMENtS iwveeeeeerreerereecersseassmnsessesnns $1,478 $898 $580 .-
2. Reestablishment of Migration and Refugee Affairs po-
" sitions $112 - $112
3. Budget Change Proposals -6 -6 —
a. Operating expense reduction ‘ . :
Total Changes $1,584 $892 $692

1984-85 Proposed Expenditures : $11,811 $6,577 $5.234
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. Total program expenditures by the agency, including those financed
from reimbursements, are projected at $11,811,000 in 1984-85. This is $1,-
584,000, or 16 percent, more than estimated current-year expenditures.
Table 1 presents a summary of the agency’s expenditures and funding
sources fI())r the prior, current, and budget years.

Table 2 shows the proposed changes from the current year to the budget
year. The major adjustments proposed in the Secretary’s budget include
(1) the continuation of two positions for the Office of Migration and
Refugee Affairs ($112,000), (2) an augmentation for an anticipated case-
load increase in the MSSP ($1,322,000), and (3) elimination of the Office
of Long-Term Care and its 7 positions ($286,000).

OFFICE OF LONG-TERM CARE

Status of the Long-Term Care System Is Unclear

We recommend that prior to the budget hearings, the ageney advise the
Fiscal Committees on its plans for the long-term care system in 1984-85,

The Office of Long-Term Care (OLTC) was established in the Gover-
nor’s Office by Ch 1453/82 (AB 2860) and transferred to the Office of the
Secretary -of the Health and Welfare Agency in 1982-83. Chapter 1453
requires the OLTC to prepare a plan and timetable for the transfer of
various health care and social services programs and funds from the De-
partments of Aging, Health Services, and Social Services to a new Depart-
ment of Aging and Long-Term Care. Chapter 1453 directs the Governor
to submit to the Legislature no later than December 1, 1983, a plan for
implementing the new long-term care services delivery system.

Chapter 1453 requires that the implementation plan include (1) an
identification of the roles and functions of the state and local entities in
the new long-term care delivery system, (2) an implementation timeta-
ble, (3) fiscal analyses of the reorganization, and (4) recommendations for
appropriations in the 1984-85 budget. At the time this analysis was pre-
Eared, the report had not been submitted to the Legislature. Because the

udget does not propose to continue funding the OLTC in 1984-85, the
status of the long-term care services system is unclear. Therefore, we
recommend that prior to the budget hearings, the agency advise the fiscal
cgmmittees on its plans for implementing the long-term care system in
1984-85. '

MULTIPURPOSE SENIOR SERVICES PROGRAM

Chapter 1199, Statutes of 1977 (AB 998), required the Health and Wel-
fare Agency to administer a demonstration project to develop information
about effective methods to: ‘

¢ Prevent the premature institutionalization of older persons;

« Assist older persons to live independently by assuring optimum ac-
cesds'ibility to social and health resources available in the community;
an

o Assure the most efficient and effective use of public funds to provide
such services.

The Multipurf)ose Senior Services Project (MSSP) was designed to
achieve the goals of Chapter 1199. It has tested the effectiveness of the
case management approach in the delivery of services to the elderly.
Through the MSSP, case management is integrated into the community’s
. network of existing programs serving older persons in each of the eight
MSSP sites. S

Chapter 1199 was effective through December 31, 1980. Chapter 665,
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‘ SECRETARY FOR HEALTH AND WELFARE—Continued :
Statutes of 1980 (AB 565), extended the MSSP through June 30, 1983.

Establishment of Ongoing Program

Chapter 306, Statutes of 1983, terminated the MSSP as a demonstration
project and established it as an ongoing program as of July 1, 1983.

" Chapter 306 requires the program to target services on those who are
immediately “at-risk” of long-term institutionalization. As a result, clients
selected for inclusion in the program must be certified or certifiable for
?lacemen‘t in an intermediate care facility (ICF) or a skilled nursin

acility (SNF). Prior to enactment of Chapter-306, the project include
clients who were not “at-risk” of being institutionalized. Because of the
stricter eligibility criteria established by Chapter 306, MSSP sites discon-
tinued two-thirds of the project caseload of 1,900 clients as offJuly 1, 1983,
These sites are acquiring clients in the current year to reach tull capacity

‘again. As of January 1, 1984, there were 924 clients in the eight MSSP sites.
- Chapter 306 permits expansion of the MSSP by increasing the caseloads
of existing local sites and/or adding new sites, if cost-eHectiveness is
demonstrated. The provisions of Chapter 306 remain in effect until the
-establishment of a new local long-term care delivery system, as specified
by the Long-Term Care Reform Act, Ch 1453/82 (AB 2860), or July 1, 1986,
whichever is earlier. The program is operating under an approved federal
Medicaid waiver until 1985-86. Lo

‘The 1983 Budget Act appropriated $8.6 million ($4.5 million General

Fund and $4.1 million federal funds) to support phase-out of the demon-
stration project and establishment of the program on an on-going basis.
The 1984-85 budget proposes $10.4 million ($5.5 million General Fund and
$4.9 million federal funds) for support of eight positions in the Health and
Welfare Agency (HWA) and continuation of the program at eight existing
sites witha full caseload of 1900 clients. The 1984-85 budget request repre-

‘sents an increase of $1.8 million ($1.0 million: General Fund and $0.8
million federal funds) over estimated current-year expenditures. Of the
$1.8 million increase, $1.3 million is for caseload growth.

. Cost-Effectiveness of the MSSP. =~ :

An important aspect of the MSSP demonstration was the collection and
-analysis of data on the costs, services, and functional ability of MSSP par-
ticipants over time. There are two components to the evaluation of the’
MSSP: (1) assessment of the costs of care through MSSP case management
relative to the costs of institutionalization and (2) ‘analysis of the costs and

. outcomes of the MSSP client group compared to a control group of similar
size. : : »

" Costs of MSSP Community-Based Care. Each MSSP site collects
data on the costs of services received by its clients, including Medi-Cal
(existing services and those covered under the MSSP federal waiver),
-in-horne supportive services, special services, and local and state adminis-
tration. Since the case-management approach is designed to provide an
~alternative to institutionalization, the average monthly costs of institution-
- al'care can be used as a benchmark against which to compare MSSP client

- costs. The available  data suggests. that MSSP. care is less expensive than
“care in a SNF. For example, the estimated average Medi-Cal cost for an.

- “MSSP client residing in a SNF is $1,146 per month. The average cost per

-+ client served by the eight MSSP sites ranges from $792 to $1,044 per

- .. month; with a statewide average monthly cost of $902, or 79 percent, of
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Comparative Analysis of Costs and Benefits. On March 31, 1984, the
agency will issue its final report on the MSSP research and demonstration
project. Prepared by a research group at UC Berkeley, the report will
contain an analysis of the MSSP gata and an evaluation of the project’s
cost-effectiveness based on a comparison of client costs and outcomes with
those of a control group.

System Impact Unknown. Although project data indicate that the
services provided through MSSP are less costly than institutional care, it
appears that the case management approach does not reduce the effective
demand for nursing home and hospital care. Specifically, the MSSP has
reported that based on historical trends of increasing numbers of SNF
beds and continuing high occupancy rates, it is unlikely that a program
such as MSSP will reduce the number of occupied institutional beds. Gen-
erally, because of an aging population and increasing demand for nursing
home care, free beds will be filled, regardless of whether more people are
being sustained in the community through the MSSP. Nonetheless, the
MSSP demonstrates the potential of community-based case management
as a less costly, less restrictive alternative to institutional long term care.

Governor's Office
SECRETARY FOR RESOURCES

Item 0540 from the' General
Fund and the Environmental

License Plate Fund » Budget p. LJE 25
Requested 1984-85 ......cicvevnenevniereriveccinsmrsesssesenesssiossansessnsassasss $1,478,000
Estimated 1983-84........coviiiniiinmimeiesssns 1,455,000

Actual 1982-83 ......ccoevrerirerevornanne eeesrerresresresnsarerenresteeontasrearassanen 962,000
Requested increase (excluding amount :

" for salary increases) $23,000 (+1.6 percent) '

Total recommended redUCHON ........c.ccoervveeirneririeeeserseenenns 37,000

198485 FUNDING BY ITEM AND SOURCE

Item Description Fund ' Amount
0540-001-001-—Agency General : $1,008,000
0540-001-190—Deactivation of CTRPA Environmental License 380,000
" Plate )
Total . $1,478,000
‘ o ) 'Ana]jszls"
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS . - page

1. Clerical Staffing. Reduce Item 0540-001-001 by $37,000 43
from the General Fund, Recommend that two clerical
gositions be eliminated in partial recognition of the re-

uced workload that has resulted from the loss of four
professional positions over the past two years. : '

2. Staffing Understated. Recommend that the Resources 43
Agency report prior to budget hearings on the number,
use, and funding of borrowed positions. '
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3. Disposal of Radioactive Waste. Recommend that the Re- = 44
sources Agency and the Department of Health Services
report at budget hearings on progress made in developin
a permanent site in California for the disposal of low-leve

- radioactive wastes.

4. Implementation of Lake Tahoe Bond Program. Recom- 49
mend that the Resources Agency and Department of
Finance report prior to budget hearings on the administra-
tion’s plans for implementation of the $85 million Tahoe
Bond Act during 1984-85.

GENE>RAL PROGRAM STATEMENT

"The Secretary for Resources is the administrative head of the Resources
Agency. In this capacity, he is responsible directly to the Governor for the
management, preservation, and enhancement ofy California’s natural, rec-
reational, and wildlife resources. The Secretary is a member of the Gover-
nor’s cabinet.

By statute, the Resources Agency is composed of the following units:
The Departments of Conservation, Fish and Game, Forestry, Parks and
Recreation, Boating and Waterways, and Water Resources, the Air Re-
sources Board, California Coastal Commission, California Conservation
Corps, Colorado River Board, Energy Resources Conservation and Devel-
opment Commission, Santa Monica Mountains Conservancy, State Coastal
Conservancy, State Lands Commission; State Water Resources Control
Board, and the California Waste Management Board. In practice, howev-
er, the Air Resources Board, California Waste' Management Board, and
State Water Resources Control Board report to the administratively estab-
liShed Environmental Affairs Agency, rather than to the Resources
“Agency. -

gSeveral miscellaneous programs, including those providing for planning
in the Lake Tahoe Basin, are also budgeted in the Resources Agency. In
addition, the agency (1) is the administration’s liaison with the San Fran-
cisco Bay Conservation and Development Commission, (2) allocates
money in the Environmental License Plate Fund, (3) issues the state’s
guidelines for preparation of environmental impact reports (EIRs), and
(41)Rdesignates the classes of activities exempted from the preparation of

s. .
The agency has 21.5 authorized positions in the current year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes two appropriations totaling $1,478,000 to the Re-
. sources Agency in 1984-85. Tﬁis amount consists of $1,098,000 from the
General Fund for direct support costs and $380,000 from the Environmen-
tal License Plate Fund (ELPF) for Attorney General fees ($210,000) and
.- administrative costs ($170,000) associated with the deactivation of the
- California Tahoe Regional Planning Agency (CTRPA). The total amount
- is $23,000, or 1.6 percent, more than comparable estimated current-year
expenditures. (Current-year expenditures by the agency include $400,000
~from the ELPF that were appropriated separately to the agency for costs
. associated with the deactivation of CTRPA.) The increase is due almost
entirely to price increases and the full-year effect of salary increases ap-
ro_vedy in 1983-84. It will increase by the amount of any salary or staff
enefits that may be approved by the Legislature for the budget year.
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Total proposed expenditures for 1984-85, including reimbursements,
are $1,488,000. This is a decrease of $27,000, or 1.8 percent, from estimated
. current-year total expenditures of $1,515,000. The current-year total in-
cludes a one-time $50,000 expenditure from the ELPF for a study by the
. Lake Tahoe Area Land Acquisition Commission (TALAC). The decrease
in the budget year reflects the completion of the one-year expenditure for -
TALAG, the savings from which are partially offset by the price and salary
increases mentioned above. . ' ‘

ANALYSIS AND RECOMMENDATIONS

Reduce Clerical Staffing :

We recommend that Item 0540-001-001 be reduced b ‘$3Z000 to elimi-
nate two clerical positions due to reduced workload resulting from a
reduction of four professional positions. .

In the last two years, the staff of the Resources Agency has been reduced
by 4 professional positions, from 25.5 authorized positions in 1981-82 to 21.5
in the current and budget years. The current-year and proposed budget-
year staff consists of 10 professional positions, 10 clerical positions, and 1.5
temporary-help positions. The 4 positions eliminated were 2 CEA Is, an
assistant secretary for coastal affairs, and an associate governmental pro-
gram analyst. _ o _

Although the professional staff has been reduced from 14 to 10 positions,
there has been no corresponding reduction in the clerical staff. As a result,
the ratio of clerical to professional staff is now L:1 (10 clerical and 10
professional positions). The ‘agency could not cite clerical workload in-
creases over the past two years that would justiff; retention of all of the
clerical positions. Consequently, we recommend that Item 0540-001-001 be
reduced by $37,000 to eliminate 2 clerical positions. Even with the elimina-
tion of the 2 positions, the agency will have a higher ratio of clerical to
professional staff (1:1.25) than it had prior to the elimination of the 4
professional positions (1:1.4).

Agency Staffing Understated

We recommend that the Resources Agency report to the Legislature
prior to budget hearings on positions borrowed in 1983-84 and proposed
to be borrowed in 1984-85. The report should identify the duties of the
Dositions, the full cost of the positions (including overhead), and the =
source of funds used to cover these costs. ' . :

Over the past several years, the Legislature has taken steps to limit the
growth of agency staffing. For example, in the 1982 Budget Act, the Legis-
lature reduced the budgets of four of the five agencies (all but the Youth
and Adult Correctional Agency) to the 1980-81 expenditure level. It also
adopted language in the Supplemental Report of the 1982 Budget Act
directing our office to review the growth in personnel and expeditures of
the five agencies. A report containing the results of our review was issued
in May 1983. . ' R

The 1984-85 budget proposes 21.5 positions for the Resources Agency,
the same number as in 1983-84 (excluding one Work Incentive/Career
Opportunities Development program position that was not funded in the
current year). This total, however, understates the full amount of staffing

available to the agency by at least two positions because the agency-is :

borrowing two exempt positions from the Department of Water Re-
sources (DWR). .
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The agency began borrowing one position, described as a “resources
aide” (monthly salary range from $2,398 to $2,513) from DWR during the
current year. The second position serves as the Resources Agency repre-

“sentative in Washington, D.C. Prior to the current year, the salary, bene-
fits, and travel costs of the position (approximately $65,000 for 1983-84)
were prorated among the various departments, boards, and commissions
within the Resources Agency. In addition, the Resources Agency provided

apgoximately $21,000 annually from its own budget to pay overhead costs
office rent, clerical help, etc.). During the current year, DWR is paying
the full cost of the salary and benefits with no proration among other
departments. It is unclear how the overhead costs of this position are being
supported during 1983-84.

At the time this Analysis was prepared, the Resources Agency had not
determined (1) if it would continue to borrow the resources aide in 1984—
85 or (2) how it will fund the Washington, D.C. position. Because these
positions support the activities of the Resources Agency generally, rather
than DWR alone, the Legislature should be aware of their functions and
the full costs of supporting the agency. We recommend, therefore, that

“the Resources Agency report prior to budget hearings on positions bor-
rowed in 1983-84 and proposed for 1984-85, the duties of the positions, and
the full cost (including overhead) and source of funds for the positions.

Potential High Cost for Disposal of Radioactive Waste

‘We recommend that the Department of Health Services and the Re-
sources Agency report at budget hearings on progress made in developing
a permanent site in California for the disposal of low-level radioactive
wastes. The report should indicate (1) whether the department will be
- able to comply with the time schedules of Ch 1177/83, (2) the number of
applications received and/or estimated to be received, (3) an estimate of
the 1954-85 cost to the Resources Agency if the agency is required to
operate a low-level radioactive disposal site in California, and (4) a de-
seription of the activities the department plans to undertake in 1954-85.

At this time, there is no authorized disposal site for low-level radioactive
waste within California. Consequently, generators of such waste are dis-
posing of it in neighboring states. ’ '

Due to recent federal legislation, other states may refuse to accept
low-level radioactive waste from California after January 1986. Chapter 95,
Statutes of 1982 (AB 1513) and Ch 1177/83 (SB 3432} provide a process for
selecting a permanent site in California for the safe disposal of low-level
radioactive wastes. Under the legislation, the Department of Health Serv-
ices (DHS) is designated as the lead agency in developing criteria for site
selection and identifying and licensing potential site operators. ,

Chapter 1177, Statutes of 1983, requires DHS to adopt emergency regu-
lations for licensing low-level radioactive waste disposal facilities and to
receive applications for licenses for three months after adopting the regu-
lations. DHS must then notify the Resources Agency if no acceptable
-applications have been received and, in that case, the Resources Agency

" musta ply within one year for a license to operate a disposal site. This

schedule is summarized below:

o DHS must adopt emergency regulations for March 28, 1984
" 7 licensing low-level radioactive waste
facilities and may begin receiving ap-
plications for licenses.
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» Application period ends. : June 28, 1984

+ DHS must notify the Resources Agency if =~ August 13, 1984
no accegtablev applications have been
received. ‘

« Resources Agency must aﬁ)ply to DHS August 13, 1985
for a license to operate a low-level ra-

dioactive waste disposal site if no pri-
vate party has applied and been
accepted.

Chapter 1177 authorizes the Department of Finance to provide General
Fund loans to the Resources Agency for the development, construction,
and operation of a state-owned disposal site, if one is required. The act
limits the amount of loans to $2 million in 1983-84 and $15 million in total.
The amount for loans in 1984-85 and subsequent fiscal years is to be
specified in the annual Budget Act. Any loans made to the agency are to
be repaid through fees charged for the disposal of radioactive materials.

The budget does not propose any General Fund loan to the Resources

- Agency for 1984-85. At the time this Analysis was prepared, DHS was still

developing licensing regulations. It is too early to determine if any accept-
able applications will be received once the regulations are issued. If no
acceptable applications are received from private contractors, the Re-
sources Agency could be required to begin planning for an agency-oper-
ated disposal site as early as August 1984, and a major General Fund loan
could be required in 1984-85. Because the development of a safe low-level
radi'oactive%isposal site is urgently needed, and because the development
of a site could require a major General Fund augmentation for 1984-85,
we recommend that the Resources Agency and the Department of Health
Services report at the time of budget hearings on the implementation of
Ch 1177/83. The report should include an estimate of the department’s
ability to comply with the time schedule set forth in Ch.1177/83, the
number of applications for licenses received and/or expected to be re-
ceived, an estimate of the 1984-85 cost to the Resources Agency if the
agency is required to develop and operate a low-level radioactive waste
disposal site in California, and a description of the activities that the de-
partment plans to undertake in 1984-85. .

Tahoe Land Commission Study Report Recently Completed

The 1982 Tahoe Bond Act.  Pursuant to the provisions -of Ch 833/80
(as amended by Ch 519/82), the 15-member Lake Tahoe ‘Area Land Ac-
guisition Commission (TALAC) recently adopted a series of recommen-

ations for implementing an $85 million bond grogram for purchase of

program was approved

by the voters at the November 1983 general election. Authorized uses of

bond act proceeds include purchase of (1) lands threatened with develop- -

ment which are located within stream environment zones and (2) lands

providin%)lakeshore access to the public, preservation of wildlife habitat, -
or a combination of these benefits.

The $85 million bond act represents the second major source of acquisi-
tion funding for purchase of undeveloped property at Tahoe. The U.S.

- Forest Service (USFS) currently is administering a federal program for

acquiring environmentally sensitive land pursuant to the federal Burton-
Santini Act (Public Law 96-586). Funding for the USFS program is beini _

derived from the sale of surplus federal lands near Las Vegas in Clar
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County, Nevada. To date, $16.7 million has been appropriated by Congress
for Burton-Santini purchases, and another $7 million-$10 million is avail-
able to the Forest Service in the 1984 federal budget. By the fall of 1983,
the USFS had acquired or was about to acquire more than 300 ownerships
totaling $8.7 million and 3,765 acres {$6.2 million and 3,270 acres in Califor-
nia), using funds appropriated in the 1982 and 1983 federal fiscal years.
The USFS has also accepted 77 donated lots worth about $1 million.
TALAC Mandate. The legislation that established TALAC requires
the commission to consider, amoung other things; (1) which land in the
Tahoe Basin should be purchased through the state’s $85 million bond
program, (2) methods for valuing property sought for acquisition, (3) the
-most a;:f)ropriate agency to carry out the purchases, and ((14) how -the
acquired property should be managed. Chapter 519 directed TALAC to
submit its final report, containing its recommendations on the above mat-
ters, to the Governor and Legislature by June 30; 1983.
Chz;fter 833, Statutes of 1980, appropriated $50,000 from the Environ-
License Plate Fund to the Resources Agency for commission mem-
ber expenses and staff support. That legislation terminates the commission
not later than six months after the final report has been transmitted to the
Legislature and Governor. . .
Completion of the TALAC report was six months behind the schedule
. specified in Ch 519/82. This delay occurred, in part, because the Gover-
nggz;s appointments to the commission were not made until September
1983. : ‘
TALAC Recommendations, The commission’s final report was -is-
sued on January 18, 1984 following a series of public hearings conducted
in the Tahoe Basin and Sacramento during the fall of 1983. The more
significant of TALAC’s recommendations are discussed below.

1. The highest priority for the acquisition program should be purchase of small
“environmentally sensitive” individual lots and parcels needed to protect
the environment, especially water quality. '

_ The TALAC report indicates that the primary purpose of acquiring such
lands is to assure that the properties are not developed. This is desirable
because scientific researcﬁ has determined that the principal cause of
deterioration in Lake Tahoe’s water quality during the last two decades
hasbeen construction and development activity in the surrounding Tahoe
Basin. Construction in environmentally sensitive areas increases erosion
and sedimentation, which accelerate growth of algae and adversely affect
the lake’s exceptional clarity and blue color. :

For purposes of the 1982 bond program, TALAC recommends adoption
of the following definition of “environmentally sensitive” lands, which is
the definition used by the Forest Service for purchases under the Burton-
Santini Act: : : ‘

e Lands in stream environment zones (SEZ’s)—marshes, meadows,

and other areas along streams.

» High-hazard lands with steep slopes, fragile environments, or prone

to erosion. ‘ :

o Man-modified, but unimproved, areas contributing to sedimentation

problems. S E
Sensitive and eroding shoreline areas. o
Substandard subdivisions where lot sizes are too small to allow ade-
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quate area for development under current land coverage regulations.

Using the Forest Service definition, TALAC estimates that there are
between 5,300 and 7,100 lots on the California side of Lake Tahoe that are
“environmentally sensitive.” TALAC recommends that the state’s acquisi- -
tion program focus primarily on the purchase of small individual lots
meeting the Forest Service criteria which cannot be developed under
existing land-use policies in the Tahoe Basin. TALAC commission mem-
bers have urged tEat bond monies be used to purchase these lots in order
to compensate qroperty owners for their inability to construct homes or
subdivide their land due to these land-use restrictions. _

Analyst’'s Comments. Environmentally sensitive lots are scattered
throughout the Tahoe Basin, with many located in or near existing urban
areas. As a consequence, it is unlikely that such properties can be managed
effectively, and it is doubtful that the lots would ever be useful for more
than open-space. This acquisition priority would also relegate to a second-
ary status the use of bond funds to provide additional public recreation,
shoreline access, or wildlife habitat. These are the other purposes for
which acquisition money authorized in the bond act may be used. ’

The bond act limits the purchase of environmentally sensitive parcels
to those lands “threatened with development.” Because the act does not
define this term, it is unclear whether otherwise-qualifying properties that
are %’ohibited from development under existing land-use restrictions are
eligible for purchase. TALAC’s recommendations do not address this is-
sue. The Legislature should clarify the term “threatened with develop-
ment,” so as to indicate whether bond proceeds should be used to acquire
lots that either (a) cannot legally be developed or (b) are unlikely to be
developed in an environmentally harmful way, unless the properties also
afford opportunities for public recreation, lakeshore access, or wildlife
habitat. At the time this Analysis was prepared, there existed an effective
moratorium on construction projects covering lands classified as “environ-
mentally sensitive” or located within stream environment zones.

2. The Tahoe Conservancy established pursuant to Ch 1064/73 should be
activated and designated as the implementing agency for the bond act.
Although never activated, the Tahoe Conservancy consists of seven
statutory members including (a) one member each appointed by the City
of South Lake Tahoe, and Placer and El Dorado Counties, (b) one mem-
ber each appointed by the Senate Rules Committee and the Speaker of
the Assem&y, and (c) a representative of the U.S. Secretary of Agricul-
ture. TALAC recommends that the conservancy be expanded to include
the Director of Finance as a voting member.
Activation of the conservancy, as recommended, would require opera-
. tion of a local office in the Tahoe Basin. The TALAC report estimates that
a professional staff of 8 to 10 positions, plus related support and clerical
staff, would be needed for (a) evaluating and initiating acquisitions and
(b) supervising the management of lands once they are acquired. The
commission suggests that the conservancy also be authorized to exchange
and lease lands for purposes consistent with the bond act. Maintenance of
a local office and staff would also facilitate the coordination of the state’s
purchase program with the Forest Service’s Burton-Santini program.
TALAC further recommends giving the conservanc ﬂexigility by (a)
empowering it to provide grants to state, local, and federal agencies, and
uagified nonprofit organizations, for making land purchases in behalf of
the state and (b) providing it with a limited exemption from the Property
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Acquisition Law for properties costing less than $250,000. Exemption from

the Property Acquisition Law would eliminate separate review by the
. Public Works Board. It is unclear from the TALAC report who would

retain title to lots acquired with grants. ' -

3. The sfdndaid of valuation for the state bond program generally should be
-fair market value, but with the acquiring agency provided specific author-
ity to use an alternate standard under certain circumstances.

. This TALAC recommendation addresses provisions of the bond act
(Government Code Section 66939) which permit, but do not require,
acquisition of individual lots at a price other than fair market value that
would “assure fairness to the landowner,” if the value of the property “has .
been substantially reduced by any statute, ordinance, rule, regulation, or
other order adopted after January 1, 1980,” by state or local agencies to
protect water quality or other resources. ‘

Analyst’s Comments. TALAC has not presented any specific justifi-
cation for usin%a standard other than fair market value. Based on a study
commiissioned by TALAC, the Real Estate Services Division (Department
of General Services) found that the value of Tahoe lots between 1980 and
1983 remained stable with no conclusive evidence that values have either
increased or decreased during this period due to government regulatory
actions. : E : '

Acquiring lots for more than fair market value under the bond act could
undermine the ongoing Burton-Santini program which is using the tradi-
tional fair-market method of valuation and enjoying considerable success
in finding willing sellers, according to TALAC. In addition, this provision
of the bond act conflicts with Section 1263.32 of the Civil Procedure Code,
which requires state agencies to use fair market value in making property
acquisitions. e o

Payment of more than fair market value would also reduce the number
of lots that ultimately could be acquired at Tahoe with bond proceeds.
Using the Department of General Services’ estimate of $15,000 as the fair
market value of a typical lot, TALAC estimates that up to 5,000 lots can
be purchased over the life of the bond program. Typical lake front lots
(which could be used for public access and recreation) in Placer County
would cost substantially more, having an estimated value of about $125,000
per acre, according to TALAC,

4. The acquiring agency should (a) try to limit the state’s ongoing obligation
to pay mandatory property owner association fees by negotiating a waiv-
er or fee reduction prior to acquisition and (b) provide funds (in-liev
taxes) to compensate county and city governments for revenue losses due
to removal of land from property tax roles.

‘In the Tahoe Basin there currently are a number of property owner
associations that charge fees in return for services such as parks, beaches,
other recreational facilities, and snow plowing. These fees range from $50
per year for unimproved lots in the Alpine Peaks Subdivision to $400 per
year in Tahoe Keys. According to the Forest Service, up to 20 percent of
the Tahoe Basin’s_subdividied lots may be subject to such fees. At an
assumed annual cost of $100 per lot; TALAC estimates this liability would
-add up to an obligation of approximately $120,000 per year for lots ac-

uired in California. TALAC recommends possible deferral of any pur-
chases for which a waiver or fee reduction cannot be negotiated prior to-
acquisition. ’ :
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Analyst’s Comments. We recommend that assumption of ongoin,
fees or assessments not be permitted in any acquisition financed with bon
Eroceeds. Only lots for which these obligations are waived, or eliminated-

y a lump-sum payment as part of the purchase price, should be consid-
ered for state acquisition. Tﬁis policy would (1) insure that the full cost
of each acquisition is recognized and measured against the appropriate
standard of value and (2) reduce the need for ongoing appropriations to
support land management costs. )

Relative to in-lieu taxes, the TALAC report recommends that the state
annually reimburse affected local governments an amount equal to 1

ercent of the purchase price for a five-year period. This is the same

ormula currently used by the Forest Service in connection with its pur-

chase program. TALAC further recommends that local governments be
required to use one-half of the payments for erosion control projects.
TALAC staff have estimated that the payment of in-lieu taxes under the
Forest Service formula would cost the state of California $3.75 million over
the life of the acquisition program. Although the source of funding for such
payments is not specifieg in the TALAC report, it is'assumed that bond
proceeds would not be used for this purpose. :

We believe that such payments would be inconsistent with existing state
policy, which generally limits payment of in-lieu taxes to situations where
state-owned property is generating revenues, such as grazing fees.

Action Needed to Implement Tahoe Land Purchase Program

We recommend that the Resources Agency and Department of Finance
report at the time of budget hearings on (1) the administration’s plans for
implementing the 1982 Tahoe Bond Act and (2) its response to the recom-
mendations of the Lake Tahoe Area Land Acquisition Commission.

Most of TALAC’s recommendations will require both legislation and
budgetary action to implement. If the Tahoe Conservancy is to become
operational and land purchases started during the current calendar year,
it will require (1) enactment of appropriate enabling legislation on an
urgency basis and (2) provision .of support funds in the 1984 Budget Bill
or other legislation. ' :

The TALAC staff have estimated that the Tahoe Conservancy will need
approximately $550,000 per year for planning and supervising acquisitions
over the life of the program. The TALAC expects that a total of between
4,200 to 5,000 separate parcels can be purchased over a four-year period,
or approximately 1,150 acquisitions per year. Although expenses for es-
crow costs, such as title insurance, appraisals, and acquisition negotiations
by the Department of General Services, can be financed with bond pro-
ceeds, supﬁort costs for the conservancy would have to be funded primar-
ily from other sources. This is due to a statutory ceiling of $100,000 (Section
66906.7 of the Government Code) on the amount of bond funds which may
be used for direct conservancy support in any one year. The Department
of General Services has estimated that its costs would be $7.2 million.over
the life of the Tahoe bond program. . . :

Additional state expenses that would arise if the r0§ram recommended
by TALAC is implemented include (1) ongoing Em management costs
éestimated by the commission at $260,000 per year) and (2) $3.75 million

or in-lieu tax payments to local government over a four- to five-year
period. Although the source of funding for both ongoing land manage-
ment costs and local government payments (if authorized) is not specified
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in the bond act, the commission has assumed that bond proceeds will not
be used for these purposes.
A summary of these various one-time and recurring costs for imple-
menting the Tahoe Bond program as estimated by TALAC are as follows:
o Support of the Tahoe Conservancy staff and operations—$550,000 per
year.
e One-time acquisition costs, including appraisals, title insurance and
escrow fees—$1.8 million per year for four years ($7.2 million total).
o Ongoing land management costs, including payment of property
. owner assessments—$260,000 per year. :
« In-lieu tax payments to local government—$3.75 million over four to
five years. ’
Neither funding for the Tahoe Conservancy nor an appropriation of
bond proceeds has been proposed in the budget. In addition, no legislative
- proposals for implementing the bond act had been made or otherwise
endorsed by the administration at the time this Analysis was prepared.
The Resources Agency and the Department of Finance should, at the time -
of budget hearings, present the administration’s plans for implementing
" the Tahoe Bond Act and respond to the TALAC report recommendations.
In particular, the administration should indicate how it proposes to fi-
nance various one-time and ongoing costs associated with the acquisition
. program. This will assist the Legislature in determining what actions it will
need to take this spring, either through the budget process or the enact-
ment of any. legislation required to implement the Tahoe Bond Act. -

: ~ Governor’'s Office » .
SECRETARY FOR YOUTH AND ADULT CORRECTIONAL

» AGENCY
Item 0550 from the General , v
Fund Budget p. LJE 27
Requested 198485 .rreeeveeieersoesssessessssosessseessssssssessssssssssssssssssssssnes $645,000
ESHIMALEA 1983-84.....ooomrroossoosiooerroesesseeresseessesemeeeeesssooerees oo 613,000
ACEUA]l 1982-83 .....ccvveieritieniiecresseissssesssssssesreessessassesssssossessressssssnes 565,000

Requested increase (excluding amount
‘for salary increases). $32,000 (+5.2 percent)
Total recommended reduction ..., - None

" GENERAL PROGRAM STATEMENT |

The Secretary for Youth and Adult Correctional Agency coordinates the
activities of and provides policy direction to the Department of Correc-
tions, Department of the Youth Authority, Board of Prison Terms, Youth-
_ ful Offender Parole Board, Board of Corrections, Prison Industry Board,
and the Narcotic Addict Evaluation Authority. Current-year staffing for
the agency consists of 9 full-time positions and 0.3 personnel-years of
temporary: help. : :
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ANALYSIS AND RECOMMENDATIONS
We recommend approval. '

The budget proposes an appropriation of $645,000 from the General
Fund for support of the Secretary for Youth and Adult Correctional
Agency in 1984-85. This is an increase of $32,000, or 5.2 percent, over
estimated current-year expenditures. The increase will grow by the
amount of any salary or staff benefit increase approved for the budget
year. :
The $32,000 increase results primarily from an adjustment to reflect (1)
the full-year costs of the salary increase that took effect on January 1, 1984,
and (2) general increases to offset the effects of inflation.

Agency’s Staff Reorganized

Last year the new administration reorganized the agency’s staff. The
major changes involved two positions that acted as liaisons with the vari-
ous departments which deal with youth and adult corrections. The posi-
tions were converted to a law enforcement/local government liaison
position, and a program compliance and review position. Total staffing for
1984-85 is proposed at the current-year level OF 9.3 positions.

OFFICE OF CALIFORNIA-MEXICO AFFAIRS
Item 0580 from the General

Fund ' Budget p. LJE 30
Requested 198485 ........oovvoevevrevvererneen evereeesssesmmssnssessesesseseis - $224,000
Estimated 1983-84.......cccvririrenvisisressisesesssessssssnsns eersroreinirenions 203,000 ®
ACHIAL 198283 ... ressessseesesessressessssseseeeseessesssoses 36,000

Requested increase (excluding amount
for salary increases) $21,000 (10.3 percent)
Total recommended reduction ...........ccvvereenrersnroeniniveesensns 15,000

¢ The 1983-84 budget includes $21,000 in Federal Funds that will not be available in 1984<85.

. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page
1. Establishment of Second Office. Reduce Item 0580-001-001 52
by $15,000. Recommend deletion of funds because the
need for a second office has not been demonstrated.

.GENERAL PROGRAM STATEMENT :

The Office of California-Mexico Affairs (OC-MA) was created by Ch
1197/1982 (AB 2716). This act combined the staffs of the Commission of
the Californias and the California Office of the Southwest Border Regional
?olnfggence (SWBRC) under one administrative body, effective January

, 1983. :

The Commission of the Californias continues as an organizational unit:
within the new office. The 18-member commission includes members of
the Legislature and representatives of the public. Its primary function is
to promote economic, cultural and educational relations with the States
of Baja California and Baja California Sur of the Republic of Mexico. It
seeks to accomplish this purpose through periodic meetings with designat-
ed Mexican officials. The commission is. chaired by the Governor, who
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appoints the members. The Lieutenant Governor serves as vice chairman
of the commission. : :

- The OC-MA also provides staff support for California’s participation in
the Southwest Border Regional Con?erence. The conference is composed
of the Governors of the four American and six Mexican border states. Its
purpose is to afromote binational cooperation in economic, cultural and
environmental relations on both sides of the U.S.-Mexican border. The
Office of California-Mexico Affairs provides staff support to the Governor
(or his designee), as the California member of the conference.

The office currently has four authorized positions.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes a General Fund appropriation of $224,000 for the
OC-MA in 1984-85, which is $42,000, or 23 percent, more than estimated
current-year General Fund expenditures. The total for 1983-84 includes
expenditures of $21,000 in federal funds. The budget does not anticipate
that additional federal funds will be available to the office in 1984-85.
Consequently, the increase in fotal expenditures in the budget year is
$21,000, or 10 percent of current-year expenditures. This increase will
grow to the extent the Legislature approves staff salary or benefit in-
creases for the budget year. ’

The proposed $42,000 increase in General Fund support would be used
to finance (1) merit and cost-of-living adjustments to t%e baseline budget
($26,000), and (2) increases in operating expenses ($16,000).

The budget for the office is summarized in Table 1, and compared with
the office’s budget for 1983-84.

Table 1
Office of California-Mexico Affairs
Budget Summary
{doliars in thousands)
1983-84 and 1984-85

FEstimated  Proposed Changes
1983-84 1984-85 Amount Percent

Cosls
Personal Services $138 $149 $11 - 80%
Operating Expenses ; _65 75 10 144
Total Costs $203 $204 $21 10.3%
Funding ' .
General Fund $182 $224 $42 23.1%
Federal Trust Fund . 2l - ~21 —100
Authorized Positions (staff-years) .........cccccosevrssernee 4 4 - —

ANALYSIS AND RECOMMENDATIONS

Need for Second Office Has Not Been Justified

We recommend that $15,000 requested for support of a second OC-MA
" office be deleted, because the need for a second office has not been
demonstrated, : A
- . The budget for the OC-MA proposes an increase to rent office space at
San Diego State University during 1984-85. .

Prior to the establishment of the OC-MA, the office of the Commission
of the Californias was located in Sacramento, and the office of the South-
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west Border Regional Conference (SWBRC) was located in San Diego.

In compliance with Chapter 1197, the OC-MA was established in the
Governor’s Office in January 1983. According to the. OC-MA, the office
administratively established a second office at San Diego State University
during the first half of 1983-84. It did so in order to (1) accommodate its
new director, who was already living in the San. Diego area, and (2)
provide a closer presence to the border communities that the office was
supposed to serve. '

The university agreed to provide space for this new office at no cost to
the OC-MA during 1983-84. It has decided, however, to charge the OC-
MA $15,000 for rental of the same space during 1984-85. In response, the
OC-MA requests an increase in its facilities operation budget to pay this
new: expense. ' L

In combining these two offices and their staffs into the OC-MA, Chapter
1197 specifically expressed the Legislature’s intent that consolidation pro-
duce a single, cost-effective entity in the Governor’s Office with a max-
imum staff of four persons. Although Chapter 1197 required the OC-MA
to take advantage of the services available from San Diego State Univer-
sity in carrying out its statutory responsibilities, the act did not require, nor
did it expressly authorize, the OC-MA to establish and fund a facility at the
university. . _

Our analysis indicates that the proposed increase in operatin%ex enses
for a second OC-MA facility has not been justified using the bu léeting
guidelines established by the State Administrative Manual. Specifically,
the budget change proposal submitted for this increase does not demon-
strate the cost effectiveness of having two offices for a total staff of four:
EeOple, nor does it show how the proposed division of the existing staff

etween the two offices would meet legislative intent as expressed in
Chapter 1197. Moreover, we do not believe offices that are not needed to
- accomplish statutory objectives should be opened at state expense, in
order to accommodate the preferences of those selected to head state
agencies. ' ' ; ‘

For these reasons, we recommend that the $15,000 budgeted to support
a second facility for the OC-MA be deleted from the budget, for a corre-
sponding savings to the General Fund.

Governor’'s Office
" CALIFORNIA STATE WORLD TRADE COMMISSION

Item 0585 from the Gengral

Fund Budget p. LJE 31
Requested 1984-85 : $443,000
Estimated 1983-84..... 424,000
ActUal 1982-83 ....oviiriceriesereernenesensiessesesiess s nsesseriiusassaanes 89,000

Requested increase (excluding amount :

for salary increases) $19,000 (4.5 percent) :
Total recommended reduCtion .......cocovvvorrertiieeneererscsoiseiennenes None

GENERAL PROGRAM STATEMENT

The California State World Trade Commission was created by Chapter -
1526, Statutes of 1982 (AB 3757), to promote international trade, tourism
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and investments. Located in the Governor’s office, the commission re-
placed and became the successor to the Office of International Trade in
the Department of Economic and Business Development, effective Janu-
ary 1, 1983. T ' -
. The 15-member commission is comgosed of executive, legislative and
private sector representatives and is chaired by the Secretary of State. It
serves as the official representative of the state on all international trade
and tourism matters. The commission’s responsibilities include (1) pro-
moting and coordinating export trade, tourism and foreign investments in
California through research and administrative programs, trade missions,
overseas offices (if feasible) and other appropriate methods and (2) solic-
iting funds for the commission’s activities from federal, state and private
sources. . '
The cormmission is authorized to have an advisory council composed of
20-40 members, representing the diverse nature of the state’s economy.
In the current year, seven authorized positions provide staff support to
the commission.

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

- The budget proposes a General Fund appropriation of $443,000 for the
commission in 1984-85. This is $19,000, or 4.5 percent more than estimated
current-year expenditures. The size of this increase will grow to the extent
the Legislature approves staff salary or benefit increases for 1984-85.

The proposed $19,000 increase in expenditures consists of (1) $11,000 for
personal services, primarily to cover the full-year cost of salary adjust-
ments that took effect on January 1, 1984, and - (2) $8,000 for operating
expenses—resulting primarily from price increases. _

Status of Commission’s Fund Raising Efforts .

Chapter 1526, Statutes of 1982, which established the commission, au-
~ thorized it to supplement state funding by seeking money from other
governmental and private sector sources. Language contained in Item
0585 of the 1983 Budget Act required the cornmission to submit to the
Legislature specified budget and program information, including a de-
tailed plan for seeking private funds so that the Legislature couldg deter-
mine the likelihood of obtaining outside funding and the cost of its fund
raising.

In response, the commission, on October 11, 1983, submitted budget and
program information which met, for the most part, the requirements of
the 1983 Budget Act language. With respect to fund raising from other
governmental or private sources, the commission’s report identified $29,-
311 as the estimated value of private sector contributions received by the
commission as of September 30, 1983. These contributions consisted of
loaned executives, donated office space and cash. With respect to fund
raising in the future, however, the commission merely listed several po-
tential sources of funds as possibilities. It did not specify the sources or the
likelihood that funds would, in fact, be received from them.

- The commission’s proposed budget for 1984-85 is 100 percent supported
from the General Fund. It does not show any funds from other sources
being expended by the commission during either the current year or
budget year. o
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Governor’'s Office
OFFICE OF PLANNING AND RESEARCH

Item 0650 from the General ‘
Fund and Federal Trust Fund Budget p. LJE 34

ReQUESLEA 198485 .........oooeiviceseeenererenssssessssssssnsssssasensssssssesens $3,299,000
Estimated 1983-84.........oovvvevvrmnnnnee. eereessseme s R 3,085,000
Actual 1982-83 ......ccoevvverreenrriennnns reerieenrene evereeteaereteerristonratons 3,253,000

Requested increase (excluding amount
for salary increases) $214,000 (46.9 percent)
Total recommended reduction .........civeevnerensereessrenrnneenes None

1984-85 FUNDING BY ITEM AND SOURCE

Item : Description Fund Amount
0650-001-001—Support General $3,299,000
0650-001-890-~Support e Federal Trust (500,000)
0650-101-890—L.ocal “Assistance Federal Trust . (125,000)
Reimbursements : {59,000)
i - ' Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Positions. Recommend adoption of sup(f)lemental report 57
lan%uage directing OPR to submit schedules detailing its '

authorized positions to the Department of Finance for in-

clusion in the Governor’s Budget documents. '

GENERAL PROGRAM STATEMENT

The Governor’s Office of Planning and Research (OPR) assists the
Governor by conducting research and making policy recommendations
on a wide range of matters. In addition, it has statutory responsibilities
related to state and local land use. issues, environmental and federal
project review procedures, and permit assistance,

In the current year, the office was reorganized into six units:

1. Education Planning and Policy. This unit has five positions that
advise the Governor, monitor legislation, and provide liaison with interest-
ed parties on issues related to education.

2. Local Government Affairs. A staff of 15 positions in this unit as-
sist local governments with planning matters, review general plans devel-
oped by local governments, analyze legislation pertaining to local
government issues, and provide liaison between the Governor and local
agencies. '

3. Resources, Energy, and Permit Assistance. This unit, with 29.5
positions in the current year, coordinates state and local reviews of envi-
ronmental and federal f)rojects through the State Clearinghouse, assists
-applicants for state and local development permits, provides assistance to

the administration on outercontinental sheFf matters, and performs-other
related duties. :
. 4. Energy Extension Service. This program conducts outreach ef-
forts and contracts with community groups, businesses, and local govern-
ments to promote awareness of energy conservation and renewable re-
source methods. The program has a staff of 9.5 positions and is fully
supported by federal funds. : :

377958
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5. Community Relations. Staffed with 10.5 positions, this unit pro-
vides liaison between the Governor and various community groups, ad-
vises the Governor on policy proposals, and represents the ‘Governor at
public meetings with community groups. ,

6. Executive Office:and Support Services. This unit has 21.5 posi-
tions that provide general policy direction and administrative and support
services to other OPR units. The: unit also provides staff support and
expenses to the California Commission on Industrial Innovation, and pro-
Viffes various administrative services to the Office of California—Mexico
Affairs. L ' : ‘

The OPR has 91 authorized positions in the current year.

ANALYSIS AND RECC‘MMENDATIONS -

The budget proposes an appropriation of .$3,299,000 from:the General
Fund for support of the Office of Planning and Research (OPR) in 1984~
85. This is an increase of $214,000, or 6.9 percent, above estimated current- -
Eear expenditures. The increase will grow by the cost of any salary or staff - .

enefit increase approved for the budget year. The $214;000 increase.
primarily is due to routine merit salary and inflation adjustments plus the
proposed addition of one new position to the State Clearinghouse.

Total expenditures from all fund sources are proposed at$3983,000 in - -
1984-85, a decreaseof -$958,000, or about 19 percent, below estimated
current-year eernditures:This decrease primarily resultsfrom (1) -a re--
duction in reimbursements due to the expiration of the Hazardous Waste.
Management Council on July 1, 1984, and (2) a reduction in federal funds -
allocated to the Energy Extension Service during the current year. -

The budget proposes a total of 85.3 positions for OPR in the budget year,

a reduction of 5.7 from the current-year level. Table 1 displays the budget
for OPR, by program, for the: past, current, and budget yeats.
: : 0.7 Tabled o
+Office of Planning and Research
E Budget Summary

1982-83 through 1984-85
{doltars in thousands)

FExpenditures .Change from
S ‘" Actual® Estimated Proposed 198384
Program ' v 198283 1983-84 - 1984-85 - Amount  Percent
1. Education Planning and Policy ............... Criienin $261 $293 $32 12.3%
2. Local Government Affairs........oo..csmenens 762 762 - 0
3. Resources, Energy, and Permit Assistance... 1221 1,116 ~105 =86
4. Energy Extension Service W 1564 © 625 . =—939. - —600
5. Community Relations........... - : 462 523 61 132
6. ‘Executive Office and Support-Services.......... 671 664 -7 =10
Totals ' : pissesesses $4946  $4941 - $3,983 —$958 ~19.4%

Funding Sources :
General Furd ........ . $2,941 - - $3,072 $3,299 - $297 90% -
Federal Trust Fund - 730 1,564 625 —939 -60.0
Environmental License Plate Fund.....c.cocooeeroe. 312 13 — —13:. - =100.0
Reimbursements..... I 963 292 59 -233 . 798

‘Total Funding . - $4.946  $4941 . $3,983 —$9§§ —194%

® Detailed expenditures by program -unit for 1982-83 are not available because a different program
structure was used prior o 1983-84.
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OPR Display of Positions Inadequate B

We recommend that the Legislature adopt supplemental report lan-
guage requiring OPR to submit annually a schedule specifically identify-
ing the office’s positions and related information, for inclusion in the
Salary and Wages Supplement.

Under the provisions of the State Administrative Manual, state agencies
are required to submit various budget documents to the Department of
Finance. Among these are the salary and wage schedules (Schedules 7A
and 8) which the administration compiles into the Salaries and Wages
Supplement to the Governor’s Budget. This document provides the Legis-
lature and the general public with information on the specific titles, num-
ber, and salary of all positions authorized in state governmeént.

In our review .of the Salary and Wages Supplement, we found only a
one-line entry for OPR categorizing all office employees as temporary
help. Althoug{l OPR compiles a detailed listing of positions for internal use
and makes it available to the Legislature upon request, we can see no
reason not to include this information in the Supplement. Accordingly, we
fecommend that the Legislature adopt the following supplemental report

anguage: ,

' “Theg Office of Planning and Research (OPR) annually shall submit to
the Department of Finance complete schedules identifying the specific
positions in the office, the number of each tﬁpe of position and the cost
of these positions, for the past, current, and budget years, in accordance
with the State Administrative Manual. This information shall be included
in the Salary and Wages Supplement to the Governor’s Budget.”

Governor’s Office ;
OFFICE OF ECONOMIC OPPORTUNITY -

Item 0660 from the General

Fund and Federal Trust Fund " Budget p. LJE 39
Requested 1984-85 ; ~$114,488,000
Estimated 1983-84...........0cccveuee. 132,961,000
Actual 1982-83 ......cccoocrrrenirrrereereerenins rerreeeree sttt s nre e ssnetaneas 106,017,000

Requested decrease (excluding amount

for salary increases) $18,473,000 (—13.9 percent)

Total recommended reduction ................. e rseisineiaesbastes None
Recommendation pending ...t . 4,805,000
1984-85 FUNDING BY ITEM AND SOURCE o
Item Description . Fund Amount
0660-001-001—Support” _ General $80,000
0660-001-890—Support Federal 9,134,000

* 0660-101-890-—Local Assistance - Federal - 105,274,000

Total : $114,488,000
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' _ v s Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS pa;;

1. Low-Income Home Energy Assistance Block Grant Pro- 61
posal. Recommend (a) that the Office of Economic Op-
portunity (OEO) submit a budget proposal to the fiscal

- committees that reflects new federal funding levels, (b) -
"approval of the proposal to suspend the 5 percent limit on -
administrative expenses, and (c) reduction of $266,000 and
12.5 positions proposed to increase administrative support of
the program. Also, withhold recommendation on $4,805,000
in federal funds for the administration of energy programs,
pending the submission of a reorganization plan that pro-
vides justification for existing positions. o ‘

2. Weatherization Program - Priorities. Recommend that 63
the OEO submit to. the fiscal committees, prior to the
budget hearings, a plan to use federal weatherization funds
in a way that maximizes the energy savings resulting from

" weatherization activities. :

3. Available Community Services Block Grant Funding. 65
Recommend that the OEO submit to the fiscal committees,
prior to the budget hearings, (a) information explaining
why proposed Community Services Block Grant (CSBG)
expenditures are less than federal funding levels for 1984-85
and (b) a plan for using any additional CSBG funds available
in 1984-85. o

4. Interdepartmental Coordination. Recommend that the 66
OEO submit to the fiscal committees, prior to the budget
hearings, a plan to coordinate economic development and
job training activities under the CSBG program with the
Employment Development Department, the Job Training
Coordinating Council, and the Department of Economic
and Business Development. .

GENERAL PROGRAM STATEMENT

The Office of Economic Opportunity (OEQO); which is located within
the Governor’s office, (1) administers the Low-Income Home Energy
Assistance (LIHEA) block grant program, (2) administers the Commu-
nity Services Block Grant (CSBG), (3) plans, coordinates, and evaluates
programs that provide services to the poor, and (4) advises the Governor
" on the needs of the poor. The LIHEA block grant assists low-income
persons in meeting the cost of energy. The CSBG provides funds to com-
munilty action agencies for programs intended to assist low-income
people. -

The 1983 Budget Act authorized 196.5 positions for the office. During
the current year, 21.4 positions were administratively reestablished in
order to increase review of home energy assistance grants, As a result, the
OEO has a total of 217.9 positions in the current year.




Item 0660 _ EXECUTIVE / 59

OVERVIEW OF THE PROPOSED BUDGET :

The budget proposes total exlp;enditures of $114,488,000 from all funds
for programs administered by the office in 1984-85, as shown in Table 1.
This is a net decrease of $18,473,000, or 14 percent, below estimated cur-
rent-year expenditures. This reduction is due to the fact that $18.4 million
in LIHEA block grant funds carried over into the current year will not be
available in the budget year. C
The proposed expenditure level of $114 million includes $9 million for
administration and $105 million for direct services programs. The amount
proposed for administration includes $266,000 to igln(%r an additional 12.5
management and program support positions for the LIHEA block grant.
If approved by the Legislature, this would bring LIHEA expenditures for
administrative above the 5 percent limit established in state law. Any
increase in salaries or staff benefit approved for the budget year would
cause the amount spent for administration to further exceed the 5 percent
cap. In view of this; the administration proposes Budget Bill language to
suspend the 5 percent cap and thereby allow funding for LIHEA adminis-
trfaflltive expenses to be based on program needs, as determined by th
office. :

Table 1

Office of Economic Opportunity
Program Expenditures and Revenues
1982-83 through 1984-85
(in thousands)

‘ Change From
Expenditures Actual  Estimated Proposed —_1983-84 to 1984-85
- 1982-83 198384 1984-85°  Amount  Percent

Program and Resource Planning............ $283 $385 $430 $45 11.7%
Energy Programs.......... . 87,032 103,706 85,163 —18,543 -179

Administration ... .. (4,652) (6,073) . (6,290) (217) (3.6)

Program (82,380)  (97,633)  (18873) (—18760) (—19.2)
Special Programs ... 214 - — - -
Community SEIVICES ...icoimmisimmienassersec 18,021 28,795 28,815 20 0.1

AQTIISTTAHON 1eveevercrcnrerrsn (568) . (L681)  (1,467)  (—214) (—127)

Programs (17,453) (27,114) (27,348) (234) 0.9)
Executive and Administration ............ L7l 1,436 1,584 148 103
Distributed Administration....... . —-1218 ©  =1361 —1,504 143 105
Total Expenditures -........ . $106043  $132,961  $114488  —$18,473 -13.9%

OEO AdminiStration.........seessssssessmerees $6,210 $8,214 $9214 - $1000 @ 122%

Programs $99,833 $124,747 $105,274 —$19473 —-15.6%
Revenue o : .
General Fund ; $956 $75 $80 $5 6.7%
LIHEAP.... . . 84,781 93,801 81921 1180 127
CSBG ' 18,021 28,795 28,815 20 . 01
Other Federal Funds ... 2259 . 10,290 3,672 - —6,618 —64.3
Reimbursements ... ' 26 — — — —
Total Revenues $106,043  $132,.961 $114488  —$18473 —-13.9%

2 The 1984-85 budget shows iricorrect federal funding levels for Energy Programs and Community Serv-
ices. The Department of Finance advises that corrections will be made in a subsequent budget
amendment letter. :
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ANALYSIS AND RECOMENDATIONS

LOW-INCOME HOME ENERGY ASSISTANCE BLOCK GRANT

The OEO administers the Low-Income Home Energy Assistance
(LIHEA) Block Grant, which provides direct assistance to low-income
households in order to help them finance their heating, cooling, and light-
ing bills. The program has three components. :

The Home Energy Assistance Program (HEAP) provides cash grants to
eligible households to help alleviate the burden imposed by energy-relat-
ed utility bills. Grants vary by household size, the type of fuel used, and
the location of the recinient’s residence. In 1982-83, HEAP grants aver-
aged $162 per household

-The Energy Crisis Intervention Program (ECIP) provides emergency
assistance to households in cases where fuel has been shut off or is about
to be"shut off, the household does not have sufficient funds to pay a
delinquent utility bill, or the household is unable to finance the purchase
or repair of heating devices. The ECIP is operated by local Community
Action Agencies (CAAs) and other community-based organizations. Pay-
ments under ECIP averaged $140 in 1982-83.

The Weatherization Program provides low-cost energy conservation
services, including weatherstripping, insulation, and heater adjustment, to
recipients through community organizations. The average cost of weath-
erization services totaled $681 per home in 1982-83.

Federal and State Block Grant Requirements

Federal law imposes a number of requirements on states receiving
LIHEA funds. In addition, California law (Section 16367 of the Govern-
ment Code, as amended by Ch 228/82 and 1185/83) specifies the use and
allocation of these funds within the state. The provisions of federal and
state law that apply to the LIHEA program can be summmarized as follows:

o Administrative Expenditures. Although federal law allows states
to use up to 10 percent of the LIHEA grant for administration, Califor-
nia law limits administrative expenditures to 5 percent of the alloca-
tion for a given year unless the Director of Finance provides 30-days’
prior notification to the Legislature of his/her intent to authorize an

_ increase above the 5 percent limit. In no case, however, can adminis-
trative expenditures exceed 7.5 percent of the allocation. During the
current year, the Department of Finance authorized an increase, to
5.6 percent, in the cap on OEQ’s administrative expenses under the
LIHEA program, .

o Program Expenditures. Federal law requires that a “reasonable”
portion of the block grant funds be made available for ECIP, and that
no more than 15 percent of the funds be used for weatherization. State
law limits expenditures for the weatherization program to 10 percent.
Chapter 1185/83 (SB 492) eliminated the prior provisions of state law
which limited ECIP expenditures to 7.5 percent of the total allocation.
As a result, funding for ECIP will now be determined in the Budget
Act within the 10 percent federal limit. Federal law allows a state to

_transfer up to 10 percent of the LIHEA grant to social services pro-

rams. State law requires that up to 10 percent of the block gran
nds be used to support social services programs. . '

o Benefit Requirements. Federal law requires that households
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which have the lowest income and the highest energy costs in relation
to income gfter adjustments are made for household size) receive
the highest benefits. In addition, the federal government requires the
state to conduct (1) outreach activities designed to inform eligible
households about LIHEA and (2) administrative fair hearings for
those persons whose requests for benefits are denied or delayed.

o Eligibility Requirements. Under federal law, LIHEA benefits are
available to (1) households in which at least one member is eligible
for AFDC or SSI benefits or (2) households with incomes below either
150 percent of the poverty level or 60 percent of the state median
income. The current state plan restricts HEAP benefits to households
with an AFDC or SSI/SSP recipient, provided the household’s income
is less than 130 percent of the poverty level. Table 2 summarizes the
eligibility restrictions imposed by federal and state law.

Table 2 )
. Federal and State Requirements for LIHEA Eligibility
Program Federal Law State Law - State Plan
Home Energy Assist- 1. AFDC or SSI eligible, AFDC or SSI/SSP  Income below 130% of
ance or eligible poverty.
2. Income less than 150% .
of poverty
Energy Crisis Inter- . 1. AFDC or SSI eligibles AFDC, SSI/SSP 1. AFDC, SSI recipients
vention and Weatheri- or General Relief, or or Food Stamp eligi-
zation Program 2. Income less than 150% Food Stamp eligi- bles and
of poverty. bles. 2 Income below 130%

of poverty.

LIHEA Proposal Is Incomplete

We recommend: : ‘ : .

1. The OEO submit to the fiscal committees, prior to the budget hear-
ings, a revised budget proposal for the LIHEA block grant that reflects
new federal funding levels. - J

2. Approval of the administration’s proposal to eliminate the 5 percent
cap on LIHFEA administrative expenses and to budget such expenses based
on workload needs. : ‘

3. A reduction of $266,000 in federal funds and 12,5 positions proposed
for administrative support of the LIHFEA program. We further recommend
that these fund be redirected to increase benefits available under the
LIHFEA in 1984-85. Further, we withhold recommendation on $4,805,000
in administrative expenses proposed for LIHEA in 1954-85 pending the
submission of information on the office’s reorganization plan. :

LIHEA Budget Proposal Is Outdated. The budget proposes $85,-
163,000 for the OEO energy program in 1984-85. This amount includes $3.7
million in federal funds for the Department of Energy Weatherization

rogram and $81,491,000 in LIHEA expenditures. Of that amount, the
Eudget proposes to spend $14,025,000 on- weatherization activities,
$15,600,000 on the ECI pro%zam, and $55,538,000 for HEAP payments.

Our analysis indicates that the federal LIHEA funding level for 1984-85
will be lower than what the budget anticipates. Specifically, the budget
proposal assumes that California will receive $90,439,000 in LIHEA funds
in federal fiscal year 1985. Based on more recent information, the Depart-
ment of Finance now assumes that California can expect to receive only
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$85,830,000 in federal fiscal year 1985, which is $4,609,000, or 5.1 percent,
less than the budget estimate. '

Our review of the LIHEA allocations proposed for 1984-85 also deter-
mined that the proposed allotment for weatherization exceeds the per-
centage permitted by state law. As discussed above, Chapter 228 limits
LIHEA expenditures on weatherization to 10 percent of the total grant.
The budget, however, proposes $10.4 million, or 11.2 percent, of 1984-85
LIHEA funds for weatherization. '

In order to inform the Legislature of the amount of funds available for
energy assistance programs in 1984-85 and how these funds will be used,
we recommend that the OEO submit to the fiscal committees, prior to the
budget hearings, a revised LIHEA proposal that is consistent with (1) the
expected level of federal funding and (2) allocation limits set in state law.

Budget Proposal Lacks Documentation. The 1984-85 budget pro-
poses an increase in LIHEA administrative expenditures of $581,000 and
32.0 positions: The increase consists of three components:

1. Permanent establishment of 19.5 additional positions ($315,000) that
were administratively established in 1983-84 to comply with audit require-
ments imposed by the State Controller.

2. $145,000 and 6.0 new positions to increase officewide administrative
support.

3. $121,000 and 6.5 new positions in support of additional LIHEA work-
load relatin% to éz:ﬁ outreach and anlication activities in the HEAP pro-
gram and (l )} additional review of ECIP and Weatherization contracts.

As a result of the increase in positions, the budget request for adminis-
trative costs associated with LIHEA is $5,071,000, or 5.9 percent of the
expected 1984-85 LIHEA grant. Because current state law limits LIHEA
administrative su%port to 5 percent of the LIHEA grant, the administra-
tion is proposing budget bill language to suspend the 5 percent cap and
allow funding for LIHEA administrative expenses to.be based on program
needs, as determined by the office. ’

We agree that LIHEA administrative expenditures should be based on
workload needs, rather than as percentage of available federal funds. We
base this conclusion on two considerations. First, allocating administrative
costs as a percent of the total grant does not insure that the office receives
the appropriate amount of funds. If the allocation is larger than necessary,
some of the administrative funds could have been used to increase pro-
gram benefits. v -

- Second, allocating the proper full-year allocation would increase legisla-
tive review of OEQ’s total LIHEA administrative expenditures. In both
1982-83 and 1983-84, the OEO increased LIHEA administrative support
above the 5 percent level through the Section 28 process. While the Joint
Legislative: Budget Committee reviews such increases, such reviews do
n{(:)ft sgbstitute for review by the full Legislature that the budget process

- affords. o '
Therefore, we recommend approval of OEO’s request to waive the 5
_percent cap and allow LIHEA administrative support to be based on
workload requirements. We' cannot, however, determine the proper
~amount that should be budgeted for the administration of LIHEA. This is
because (1) the office cannot document its need for 12.5 new positions and
(2) the office is reorganizing its staff and cannot demonstrate how the
. OEO budget proposal relates to the proposed organization. :
New Positions Not Justified. In its justification for 12.5 new posi-
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tions, the office provides no workload statistics which would indicate that
the additional positions are essential to the efficient administration of the
office. Without such workload documentation, the fiscal committees have
no way to evaluate whether these positions are needed. For this reason,
we recommend deletion of the 12.5 positions proposed for 1984-85. We
further recommend that OEO redirect the $266,000 budgeted to support
these positions as program benefits in the revised LIHEA %udget proposal.

Reorganization Affects Adminisirative Needs. The OEO is currently
reorganizing its staff. We cannot determine whether the OEO proposal
for LIHEA adminstrative expenses is appropriate for the needs of its
proposed or%anization. For example, the office has not demonstrated how
the proposed organization differs from the current structure, or which
program (LIHEA or CSBG) will support overhead administrative posi-
tions. - :

Therefore, to allow the Legislature to determine the appropriate alloca-
tion for administrative expenses, we withhold recommendation on $4,805,-
000 proposed for LIHEA administrative support. We recommend that

rior to the budget hearings the OEO submit to the fiscal committees the
ollowing information: o

1. A chart showing the current and proposed organizational structures,
including the number of positions budgeted for each organizational unit.

2. A list of the positions in each unit, the salary associated with each
position, and the amount supported by each funding source.

3. A detailed workload justification for each position in the proposed
organizational structure. : . :

" 'Weatherization Siratey‘Hds Leaks ,

We recommend that the OEO submit to the fiscal committees, prior I
the budget hearings, a plan to use OEO weatherization funds in a way that
maximizes the energy savings resulting from weatherizing activities.

As part of the LIHEA and Department of Energy (DOE) weatheriza-
tion programs, the OEO funds two types of services: low-cost conservation
services and renewable-resource measures. Low-cost conservation serv-
ices include caulking and weatherstripping doors and windows, attic insu-
lation, and other measures designedl.) to conserve energy. Renewable
resource measures include solar space and water heaters and wood stoves.

Both conservation and renewable resource measures are provided by
local agencies under contracts with OEQO. Funds are allocated to these
agencies based on the proportion of the eligible population residing in the
county and the heating and cooling needs of that population.

The OEO gives some discretion to provider agencies with regard to the
types of conservation or renewable resource measures that may be pro-
v}ilged to eligible persons. The office, however, requires that (1) low-cost
weatherization measures be provided in - a specific priority order, (2)
renewable resource measures be installed only if the dwelling does not
require low-cost conservation services, and (3) the cost of services pro-
vided to each dwelling not exceed $1,000. . ,

Our analysis indicates that this policy may not maximize the effective-
ness of weatherization funds in reducing the energy needs of low-income
households. We base this-conclusion on the following findings:

1. The office does not have a policy of providing the most cost-effective
services to the largest number of low-income households. = Instead,
agencies are permitted to provide up to $1,000 worth of weatherization
services to a low-income household regardless of the effectiveness of those
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services relative to others. As a result, a%enc'ies may install solar devices
in some homnes while other low-income households in the same area are
not provided basic low-cost conservation measures. : :

2. The priority order in which the OEOQ requires local agencies to pro-
vide low-cost conservation services is not appropriate for all areas (and
weather conditions) in the state.. Research done by the California En-
ergy Commission (CEC) suggests that the OEQ shou.l}:i require local agen-
cies to use different priorities when providing low-cost conservation
services, depending on local climate anci) energy needs. For example, the
OEO requires that local agencies give weatherstripping and caulking first
priority throughout the state. While this makes sense in northern Califor-
nia, the CEC research shows that other conservation measures, such as
thermostat clocks, are more cost-effective than caulking and weatherstrip-
ping in southern California. : :

3. The OEQO rules permit agencies to install solar water heaters in any
area, even though these devices are not cost-effective in all areas of the
state. Research done by the CEC also shows that the cost-effective-
ness of solar heaters is greatly affected by the climate of the area in which
the heater is installed. :

Therefore, we recommend that the OEQO submit a plan to the fiscal
committees, prior to the budget hearings, for maximizing the energy
saging}si resulting from federal weatherization funds. The plan should pro-
vide that:

1. The priority order of low-cost conservation measures reflects the
relative cost-effectiveness of individual measures in different areas of the
state.

2. Solar hearing devices can be provided by an agency only if such

- devices have been shown to be cost-effective in the agency’s service area.

3. Funds must be used to provide the most cost-effective conservation

measures to as many eligible households as possible.

COMMUNITY SERVICES BLOCK GRANT

The OEO assumed responsibility for the Community Services Block
Grant SCSBG) , effective October 1, 1982. The CSBG, which replaced the
federally administered Community Services Administration program,
provides a range of services to low-income people through local Commu-
nity Action Agencies (CAA).

Chapter 4x, Statutes of 1983 (AB 3x), provides statutory authorization
for the OEO to administer the CSBG program. The bill defines the respon-
sibilities and duties of the state, CAAs, and various other local entities.
Chapter 4x also provides that the allocation of CSBG funds to various

rograms (gfor example, CAAs, rural areas, migrant farm workers) be
etermined as part of the budget process.

The budget proposes the expenditure of $28,815,000 in CSBG funds by
OEO during 1984-85. This is an increase of $20,000, or 0.1 percent, from
OEOQ’s current-year expenditure level. '

Federal CSGB Guidelines. _

Under federal law, the CSBG funds may be used to assist low-income
people to:

o Secure and retain meaningful employment;

« Attain an adequate education; :




Item 0660 EXECUTIVE / 65

o Made better use of available income; or

. Fulf(illl urgent family health, food, housing, or employment-related

needs. ‘

Federal rules require that (1) at least 90 percent of a state’s CSBG grant
be distributed to local public or private nonprofit agencies and (2) state
administrative expenses not exceed 5 percent of the state’s total allocation.

Federal law allows the OEO to distribute CSBG funds to four types of
agencies, as follows: A

1. Community Action Agencies (CAA), which provide services to low-
income people and receive the bulk of CSGB funds.

.2. Districts without CAAs which are eligible to maintain community
action programs. Community services programs in these areas are oper-
ated by private nonprofit organizations or other public agencies. These
agencies may cover more than one county.

3. The Migrant and Seasonal Farmworker program, which ensures that
these special groups receive CSBG services. Three migrant and seasonal
farmworker districts have been established in California to directly, or
through other agencies, provide services to these populations.

4. An American Indian program, which distributes funds to American
Indians who are on or off reservations.

The remaining 10 percent of the funds are allocated for administration
and discretionary purposes. Under federal law, up to 5 percent of the
state’s CSBG grant may be set aside for “discretionary” purposes, such as
speéka}& projects and support programs, and to provide technical assistance
to .

Table 3 shows the current and budget-year expenditures of CSBG funds.
The budget anticipates that the funding levels for CSBG in federal fiscal
years 1984 and 1985 will be the same. As a result, the budget proposes to
allocate in 1984-85 the sar e amount of CSBG funds for administration and
programs, as was allocat:.: in 1983-84. .

Table 3

Commur: Services Block Grant Allocations
Fec . i Fiscal Years 1984 and 1985
{in thousands)

- 1984 - 1985
Dollars  Percent  Dollars  Percent

Administration $1.467 50%  $1,467 5.0%
Discretionary 1,467 5.0 1,467 5.0
Community Action Agencies 21,706 74.0 21,706 740
Native American Indian . 1,145 39 1,145 39
Rural Areas without Community A:.ion Agencies....c.... 616 21 . 616 2.1
Migrant and Seasonal Farmworker: . ...umeunmeerusssneio 2933 100 - 2,933 10.0

Totals $29333°  1000%  $29.333  1000%

Additional CSBG Funds My Be Available

We recommend that ; -:or to the budget hearings the OEO submit (1)
Information explaining - 11y proposed CSBG expenditures are less than
available federal fundii.: ‘evels and (2) its plan for using any additional
CSBG funds that the o ¢ determines to be available in 1984-85.

Because each federz  scal year overlaps two state fiscal years, the
administration must ap: - -tion CSBG funds it receives from the federal
government between ti.:: two years. As a'result, a portion of the CSBG
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funds received in each federal fiscal year is carried over into the next state
fiscal year.

Our analysis indicates the office may not have budgeted in 1983-84 and
-1984-85 the entire amount of available CSBG funds that it expects to
receive in federal fiscal year 1984. We base this conclusion on two consid-
erations. ' .

First, averaf'e expenditures for the two state fiscal years is less than the
federal grant level. Specifically, the OEO proposes to spend $28.8 million
under the CSBG in both 1983-84 and 1984-85. Federal funding for CSBG,
however, is expected to be $29.3 million in both years. As a result, it
appears that the level of proposed CSBG spending is $450,000, or 1.6
percent, less than the amount of federal funding available.

Second, the OEO budget documents show that the amount of CSBG
funds carried over from one state fiscal year to the next is increasing. The
carryover of funds into 1984-85 is estimated at $14.6 million. The expected
carryover into 1985-86 is $15.1 million, an increase of $518,000, or 3.5
percent. It is not evident why the carryover amount should increase while
the amount of available funds is the same for both years.

The OEO could not explain these discregancies. Although the office
indicated that all federal funds were being obligated, it could not provide
data to verify this claim. :

" So that the Legislature might verify that the OEO has budgeted the full
amount of CSBG funds available for 1984-85, we recommend that the
office submit to the fiscal committees, prior to the budget hearings, the
following information: :

- 1. A table showing quarterly actual and proposed CSBG cash expendi-
tures, by funding category (as shown in Table 3 of this analysis), from
January 1983 through July 1985.

2. A table showing (ﬂJarterly actual and proposed CSBG obligations by
funding category for the same period. '

If the office determines that the 1984-85 spending proposal is under-
budgeted, it also should submit a plan to the fiscal committee of how it
proposes to spend the additional funds.

CSBG Activities Not Coordinated with Those of Other State Agencies

We recommend that prior to budget hearings, the OFEO submit to the
fiscal committees a plan for coordinating its job Iraining and economic
development activities with similar activities conducted by the Employ-
ment Development Department, the Job Training Coordinating Council,
and the Department of Economic and Business Development, -

In 1983, the OEO declared that job creation was a high priority activity
under CSBG. In order to facilitate job creation, the office undertook two
major initiatives. First, the OEO included job creation activities as a state-
wicie priority in the 1984 state CSBG plan. While Chapter 4x permits the
office to establish priorities under CSBG, these priorities are not binding
on local agencies. Instead, each agency must only consider the state priori-
ties as it goes through the process of determining its own local priorities.
Nevertheless, local agencies responded to OEQ’s priorities. Of 965 local
C%BGI program activities planned for 1983-84, 218, or 23 percent, were
job-related. : . :

- The second step taken by the OEQ was to use discretionary CSBG funds
to support local job creation programs. Activities supported with discre-
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tionary funds included (1) on-the-job training programs similar to those
administered by the Employment Development Department (EDD) and
(2) economic development programs ofp the type administered by the
Department of Economic and Business Development (DEBD).

Our analysis indicates that the OEQO initiatives in job creation were
designed and administered independently of other state and local job
training and economic development programs. In developing its initia-
tives, the office did not seek or receive advice or comments from either
the EDD or DEBD. Consequently, these agencies had no opportunity to
ensure that (1) OEO’s state priority declaration for the CSBG effectively
communicated state job training and economic development policy to
local agencies and (2) OEQ’s discretionary activities in these areas fol-
lowed policy guidelines established by the two state agencies.

Effective coordination of OEQ’s training and development activities
with those of the lead state agencies is especially important for two rea-
sons. First, the OEO has no expertise in either job training or economic
development programs. As a result, EDD and DEBD could provide con-
siderable help in making CSBG programs as effective as possible. Second,
coordination of the activities undertaken by these state agencies could
increase the use of common strategies in pursuit of common goals. With-

" out such coordination, Jocal economic development strategies may differ
from those of the state. If, however, OEQ informs local agencies of the
guidelines DEBD uses to evaluate economic development proposals, local
and state programs might follow a common economic development strat-
egy. ‘

In order to ensure that CSBG money used for job training and economic
~ development is as effective as possible, we recommend the OEO submit
to the fiscal committees prior to budget hearings a plan for:

1. Communicating state job training and economic development policy

to local CSBG agencies as part of its annual state plan. v ’

2. Effectively coordinating discretionary CSBG activities in the job
training and economic development areas with the EDD; the Job Training
Coordinating Council (which oversees the implementation of the new

‘federal Job Training Partnership Act), and the DEBD.

, } Governor’'s Office
- OFFICE OF EME_RG_ENCY SERVICES

Item 0690 from the General

Fund o Budget p. LJE 45
Requested 1984-85 ...........commrrvrrnivens S s saesssrans $15,910,000
EStimated 1983—84..........cccuvcnreismrmnessssssnnmmssinssssssssssismssnmsnsssssssssnanns 33,348,000
ACHUAL 198283 ....oovuinnrerensiornirersinsessssssssssmsmsnsnississsssesssssmsanssssssssssss 14,696,000

Requested decrease (excluding amount ‘
for salary increases). $17,438,000 (—52.3 percent) ; ‘
Total recommended reduction ...........coivisrrnnisnsiriinnns . ~  None
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1984-85 FUNDING BY ITEM AND SOURCE

Item Description Fund Amount
0690-001-001-—Support - . . General $7,023,000
0690-001-029—Support Nuclear Planning Assess- 287,000
. ment, Special Account : .
0690-001-890—Support v Federal Trust , (3,359,000)
0690-101-029—L.ocal Assistance, Fixed Nuclear Nuclear Planning Assess- 600,000
Powerplant Planning ment, Special Account
0690-101-890—Local Assistance, Emergency Mu- - Federal Trust ) (38,013,000)
tual Aid Services : »
Continuous Appropriation—Local Assistance Public Facilities Account 4,500,000
Continuous Appropriation—Local Assistance Street and Highway Ac- 3,500,000
. : ) count.
Reimbursements __(265,000)
Total, State Funds i ‘ $15,910,000
V ' ! Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. California Specialized Training Institute. Recommend 72
adogtion of Supplemental Report language directing the ;
OES to provide details on its proposed plan for the organiza-
tion and operation of the Cpal’ ornia Specialized Training
Institute. - , ,

2. Coalinga Disaster Relief Program. Transfer $2,230,000 to the 74
General Fund. Recommend that funds not needed for
disaster relief be transferred to the General Fund.

3. Street and Highway Storm Damage Program. Recom- 76
mend that the OES report to the Legislature on the status '
of the Street and Highway Storm Damage Program.

GENERAL PROGRAM STATEMENT

The Office of Emergency Services (OES) coordinates emergency ac-
tivities necessary to save lives and reduce losses from natural or other
disasters. The office carries out its mission through two programs—emer-
gency mutual aid services, and fixed nuclear power plant planning, It also
provides aid to local governments through the Natural Disaster Assistance
Fund. The office was authorized 125 positions in the current year to carr
out these activities. In addition, 4.1 positions have been established ad-
ministratively to accomplish federally funded work, for a total of 129.1
positions. v ' :

OVERVIEW OF THE BUDGET REQUEST s ,

The budget proposes a total expenditure program of $57,547,000 from
the General Fund, federal funds, special funds, and reimbursements for
support of office activities in 1984-85. This amount is.$17,259,000, or 23
percent, less than estimated current-year expenditures. ‘

The decline in expenditures proi_;P)losed for the budget year, however,
does not reflect a cutback in the office’s ongoing programs. The net de-
cline results almost entirely from a reduction in the estimated amount of
state and federal disaster assistance that will be distributed to local govern-
ments in the budget year. The budget anticipates that $42.5 million in
disaster assistance and loans will be distributed in 1984-85, compared with
$62.5 million in 1983-84. The higher level of expenditure in the current
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year resuitf& from two programs established. to-assist local agencies in
-recovering from 1981-82 and 1982-83 winter storm damage and the 1983
Coalinga earthquake. (These programs are discussed in more detail later
- in this analysis.) It is important to note that the amount of disaster assist-

- . ance budgeted for 1984-85 is merely an estimate. The actual level of

expenditure in the budget year will depend on the cost of repairing dam-
age caused by natural disasters. Approx1mately $34 2m11hon was distribut-
for this purpose in 1982-83.

If the proposed budget is adjusted to eliminate the; effect of changes in
disaster assistance funding, the level of expenditures is $2,741,000, or 22
percent, higher than estimated expenditures in the current year.

Expenditures for support and local assistance are summarized by fund-
1ing source and fiscal year in Table 1.

Table 1
Office of Emergency Services
Source of Funding Summary.
1982-83 through 1984-85° -
(dollars in thousands). - ¥

o Change From
- ) Actual ~ Estimated Proposed —_ 1983-84 to 1984-85
S Categm:y/Sautce of Funds 198283 198384 1984-85. Amount  Percent
Ceneral Fund $3,600  $4.464 $7,023 $2,559 . 51.3%
Federal funds 2,906 3,390 3,359 =31 -09
Nuclear:plzmning assessment .................. 329 284 287 3 11
REImbUrsements ........ooivmmmmsmmennnns 60- 55 265 210~ 3818
- Subtotals.......... $6,904 $8,193  $10,934 $2,741 335%
Local Assistance - ]
General Fund * - (21 - ($2B) - —
Federal funds $26,759 38,013 138,01 — -
Nuclear planning assessment .................. 81 .. 600 600 — —_
State Highway Account ..........cvermeenn. =7 15000 —  —$15000  —100.0%
. Public Facilities AcCount ..........ccccerersrens 6,863: 4500 4500 — —
‘Street and Highway Account .................. 3,084 3,500 3,500 - —
1983 Natural Disaster Account................ —_ 50000 - — —5,000 —100.0
Subtotals $37,517 $66,613 $46,613 —$20,000 —30.0%

Totals. i ; $44,412 $74,806 ; $57,547 —$17,259 -23.1%

*Funding for 1983-84 and 1984-85 is provided in the budget for State—b&ndated Local Programs,” Item
9680.

As can be seen in Table 1, the costs. of state operanons are proposed to
* . inerease-$2,741,000, or 34 percent, in the budget year: This increase, more-
"~ over,; will grow by the cost of any salary or staff benefit increase approved
for the budget year:

- The $2.7million increase reflects:

«The transfer of $758,000 from the General Fund":and $210,000 in reim-
bursements from the Military Department to-the OES for operation
of the:€alifornia Specialized Training Institute:

+ A one-time expenditure of $566,000 in the budget year related to the
expansion of the FIRESCOPE project to nort%ern California.

« Increased expenditures of $231,000 on acquisition and maintenance of
state mutual aid resources. Of thlS amount, $145,000 represents a one-
time cost in 1984-85.

o The addition of $276,000 and eight positions related to increased work-
load in existing programs.
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e An increase of $382,000 and nine positions to expand the level of
service in certain programs. v v ' '
The reductions in local assistance are related to the-disaster relief ex-
penditures mentioned above. .
Table 2 provides a summary of the OES expenditures and personnel, by
program. a

Table 2
Office of Emergency Services
Program Summary
1982-83 through 1984-85
(dollars in thousands)

Change From
Actual  Estimated Proposed —_1983-54 to 1984-85

Expenditures . 198283  1983-84 195485  Amount  Percent
Mutual Aid $29,115 $55,847 $41,794 —$14,053 —252%
Emergency Communications Systems........ 840 1,011 1,267 256 25.3
Emergency Planning ......c.ieerecirecnssccrnns 2,305 2,772 4,020 1,248 45.0
State Mutual Aid Resources ... 1,074 1,292 1,579 287 22.2
Nuclear Power Plant Planning 1,140 884 887 3 0.3
Natural Disaster Assistance....., 9,947 13,000 8,000 ~5,000 ~385
Administration (distributed) ................... (L049)  (L110)  (1,328) (218)  (196)

Totals © $44421 $74806  $57547  -$17259  -231%
Personnel-Years ) .
Mutual Aid 328 34.1 381 40 11.7%
Emergency Communications Systems......... 117 125 14.1 1.6 12.8
Emergency Planning ..........evceeecsiecins 321 - 33.0 35.0 20 6.1
State Mutual Aid Resources .... 15.0 155 175 2.0 129
Nuclear Power Plant Planning ... 39 5.0 50 - — —
Natural Disaster Assistance.........coo..cooumresvrene — —_ —_ — —
Administration 248 25.0 30.0 50 . 200

Totals 1203 1251 139.7 14.6 -11.7%

ANALYSIS AND RECOMMENDATIONS

Prdposed Expansion of FIRESCOPE
We recommend approval.

The budget includes a one-time appropriation of $566,000 from the
General Fund to expand the FIRESCOPE system to northern California
in 1984-85. : , Lo _ :

FIRESCOPE is a federally developed project in southern California
designed to improve the management of resources in areas susceptible to
large multi-jurisdictional fires. Initially, the project focused on the prob-
lems associated with wildland fires. The United States Forest Service pro-
vided funds for development costs and necessary equipment and initiall
paid for a large portion of the personnel costs. As t%e roject proceedec{
the state assumed an increasingly larger percentage of the ongoing costs.
At present, the Forest Service pays for 25 percent of the ongoing cost of
the southern California project. Thus, the federal government is providing
$106,000 of the current-year operating budget of $424,000. Federal support
for the southern California work is projected at $111,000 for the budget

year. : . ;
. The FIRESCOPE system currently operates with a staff of eight at the
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California Department of Forestry regional headquarters in Riverside.
The system provides a framework for interaction between local agencies
through standard organizational structure, procedures, terminology, and
descriptions of firefighting resources. The FIRESCOPE computer can
provide an up-to-date inventory of resources, resource allocation and fire
“ status reports, as well as information on the fire potential of nearby areas.
-In addition, it provides a focal point for the collection, processing, and
dissemination of information. Consequently, the system allows for im-
“proved coordination. between agencies and better distribution of re-
sources to fire incidents.” _
' The budget proposes to make these same capabilities available to fire-
fighting entities in northern California. Under the proposed expansion, a
second computer would be installed at the OES headquarters in Sacra-
mento, and linked to the existing system in Riverside. This arrangement
will serve two purposes. First, it will provide the additional computer
capacity that is necessary to allow northern California jurisdictions access
to the system. Second, the Sacramento computer will serve as-a backup
system for the existing computer. Currently, the Riverside installation has
no backup. Any physical damage to the facility could result in the loss of
information and programs or could render the entire system inoperative.
The OES advises that local jurisdictions which desire to access the sys-
tem will be required to purchase their own terminals. In addition, the local
entities will be required to provide some level of in-kind services toward
the implementation and upkeep of the system and data collection. It is -
" anticipated that the expansion of the OES system will result in a General
Fémd CGOSt of $40,000 annually for operation and maintenance, starting in
1985-86. ‘ o : :

Aquisition and Maintenance of Mutual Aid Resources

We recommend approval, : o :

The budget includes $231,000 in additional funds for acquisition and
maintenance of state mutual aid resources. These funds-are in addition to
an ongoing replacement program of $694,000. The state maintains emer-
gency equipment at various locations around the state to assist local juris- -

ictions in handling emergencies which  exhaust local response

capgbilities., The additional funds requested in the budget year will be
used to: T '

‘'« Expand the fleet of law enforcement mobile communication vans
from three to four to provide a van for use in the north central part
of the state. ‘ ' L ;

« Refurbish one law enforcement mobile equipment support van. .

« Provide funds for stationary and mobile radio equipment whose re-
placement was deferred in recent years due to budgetary constraints.

. Plurchase tools and equipment to allow more in-house repair of vehi-
cles. . . _ ; L

+ Replace other obsolete items of equipment.

« Provide funds for better maintenance of vehicles owned by the OES. -

Of the amount requested, $145,000 represents one-time expenditures
which will not be needed by OES in subsequent years. We have reviewed
the proposed acquisitions and believe they are reasonable. -




. ’ ‘;“
72/ EXECUTIVE - . Item 0690
OFFICE: OF EMERGENCY SERVICES—Continued

Néw Positions Requested

- We recommend approval. :
- Theé budget proposes to establish a total of 21 positions in the OES in the

budget year: Four of these positions have been established administrative-

ly'in the current year to accomplish federally funded work related to civil

protection plannin%].and.radiological hazard identification. The office pro-

poses to continue these positions in the budget year. ,

In addition, the office is requesting eight new positions to handle in-
creased workload in existing programs. These positions will (1) evaluate
‘applications from local agencies and individuals for disaster assistance
funds; (2) prepare and update various emergency response plans, (3)
provide: su.{'-lf)icient staffing for 24-hour coverage in the communications
warning center, and. (4) provide additional administrative and fiscal sup-
port to the office. ' : ' B '

" The office also is proposing to expand the level of service in certain
" programs through the aj‘)c“i?ition of nine positions. Six of these positions will
alfow increased interaction with local emergency response agencies
through expanded coordination of law enforcement mutual aid, reestab-
lishment of.the Mutual Aid Region IV office in Redding, and the creation
‘of a southern California headquarters office. The office is also proposing
to expand earthquake: preparedness planning activities and develop a
masterplan for the state’s emergency broadcast and amateur radio sys-
tems. , ' ' N : :

Based on the information provided by the office, the proposed new

positions appear reasonable.

- Budget Proposes Transfer of California Specialized
Training: Institute to OES ., ) :
‘We recommend the adoption of supplemental report language directing
the OFES to report to.the Legislature by December 1, 19584, on its review
‘of'the California Specialized Training Institute and its plan for the organi-
"zation and operation of the institute in 1955-56. » :
'The California Specialized Training Institute (CSTI) was formally es-
tablished as part of state government by Ch 639/81. The institute was
established originally by executive order in 1971 as a result of the civil
_unrest that occurred during the sixties and early seventies. Because the
- seope.-and intensity of various ¢ivil emergencies exceeded the control
. capability ‘of any one agency, CSTI was created to provide a training
-ogram that would insure a proEriate response to large scale civil disor-
rs, The institute’s curricuﬁl_m as been expanded from civil disorder
“management to include courses on (1) planning and emergency manage-
-ment for earthiquakes, hazardous materials, fire and other disasters; (2)
responding to the needs of disabled individuals in disasters; (3) investiga=

- tion of violent.erimes and robbery; and (4) peace officer safety and field::

- tactics: The institutesis operated-by-the Military Department-in facilities: -
~ located at Camp-Sae Euis Obispo, - - . o
- ‘The'OES also administers-a prograrmi in emergency management train-
ing for local agencies. This program, which is funded fully by the federal
government as a pilot project, is staffed by three positions. Funding for the
- project will terminate at the end of the current federal fiscal year (Sep-

. tember 30, 1984).
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The budget proposes to transfer the funding for CSTI from the Military
Department to the OES in the budget year. The total transfer of $968,000 .
includes $758,000 in General Func% support and $210,000 in reimburse-
ments. The proposed transfer is the first step in an effort to consolidate the
responsibility for emergency management training in one state agency. -
Under the administration’s proposal, the: OES would contract with the
Military Department in 1984-85 to continue running CSTI at the Camp
San Lauis Obispo facility. Thus the operation of the institute would remain
essentially the same in the budget year except that program responsibility
would rest with the OES, rather than with the Military Department. The
office plans to review the or%anization and operation of CSTI in the -
budget year, and develop a plan for full transfer of the institute to the
office in the following year. ' . : ‘

Funding of CSTI. When first established, the institute was funded
entirely by federal grants through the Office of Criminal Justice Planning
(OCJP). Since the late 1970s the funding of CSTI has undergone signifi-
cant changes. As shown in Chart 1, CSTI received about two-thirds of its
funding from OCJP and one-third from the Peace Officers’ Training Fund
in 1979-80. In 1980-81, federal funds from OCJP were no longer available
for support of CSTIL. The administration proposed, and the Legislature
adopted, a funding plan that called for support of the institute solely from
the Peace Officers’ Training Fund and tuition fees from some participants.
The reimbursements and the allocation from the Training Fund proved
insufficient to run the Erogram in 1980-81 and the institute received
General Fund support through an allocation from the appropriation for
contingencies and emergencies.

[ ocoe

Reimbursements

“Chart 1 '
Sources of Funding for CSTI
(in thousands)
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In 1981-82, CSTI received General Fund s:lpport for the first time in the
Budget Act. In that year, $1,103,000 of its total operating budget of $1,122,-
000 was provided from the General Fund. The remaining $19,000 came
from tuition reimbursements. In the past'two years, the Legislature has
moved toward greater support of CSTI from reimbursements. In both
1982-83 and 1983-84, the approved budget for CSTI included $600,000 in
reimbursements. As shown in the chart, however; the institute has not
received that level of reimbursements in either year. Reimbursements
totaled $205,000 in 1982-83 and are estimated at $449,000 in 1983-84,

.. The OES Should Submit Detailed Proposal to Legislature for Review,

The administration’s proposal for 1984-85 contains no details-on how OES

plans to modify CSTI’s operations after the budget year. Rather, the infor-

mation submitted in support of the proposed transfer, indicates that dur-
ing 1984-85, the office will review the organization and curriculum,
determine the most appropriate methods of program delivery, establish

a training advisory body to provide assistance, and determine the appro-

priate civil service classifications to accommodate the present operation

within OES. = '

The (}i)roFosed transfer of CSTI could result in significant changes in the
method of delivery and content of emergency management training
courses in California. In order that the Legislature may have sufficient
o};l)portunity to review the aEiroposed changes, we recommend adoption of
the following supplemental report language: .

“The OES shall report to the fiscal committees of the Legislature and
the Joint Legislative Budget Committee by December 1, 1984, the re-
sults of its review and its plans for CSTI in 1985-86. The report specifi-
cally should address: '

“l. The internal organization of the institute, including proposed civil
service classifications, and where the program will be placed within the
OES organizational structure.

“2. The impact of the proposed changes on the level and types of
services provided by CSTIL :

“3. The proposed fee structure for classes offered at CSTI and how
the structure meets the legislative mandate for recovery of costs
through reimbursements. : - o

“4, Any additional costs which will be incurred (such as facility rental
and maintenance expenses) when the program is fully shifted to the
OES from the Military D(leﬁmrtment._ . -

“5, How the program will be coordinated with federal training dollars
which may become available in the future. ; -

. “6. The relationship of the proposed curriculum to emergency man-
agement courses offered by other government agencies, such as com-
munity colleges, the Highway Patrol, and the Department of Health

:Services.” . LT o '

- Codlinga Disaster Relief Program : ' : : :
- We recommend adoption of Budget Bill language transferring to the
General Fund $2,230,000 from the 1953 Natural Disaster Account not need-

' ed for disaster relief in Coalinga.
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On May 2, 1983, an earthquake caused severe damage to public facilities
in and around the city of Coalinga. Because the costs of clean-up and
repair were beyond the financial capabilities of the local community, the
Legislature enacted Ch 1205/83 which alg]propriated $5 million from the
General Fund to a new account, the 1983 Natural Disasters Account, in the
Natural Disaster Assistance Fund. The funds are earmarked to: = -

1. Reimburse local agencies for personnel overtime costs and supplies
used for disaster assistance. ' i o

2. Provide for the repair, cleanup, and reconstruction of damaged pub-
lic facilities. ' . ‘ .

3. Provide state matching funds for federal assistance. _

4, Provide other assistance as the director of OES deems necessary to
carry out the provision of the act. : _ , ‘

The OES recently completed the initial disbursement of funds under
the provisions of Ch 1205/83. A total of 11 applications were approved for
grants totaling $1,838,298. The initial disbursements are based on estimat-
ed project costs. The final grant level will be determined following com-
pletion and audit of the projects. The OES staff indicates final grants could
vary by as much as five Eercent from the initial level. Thus, up to $92,000
more could be needed from the 1983 Natural Disaster Account for these
11 projects. o _ o v

In addition, the OES indicates that the following projects also may
require funding: : SR

« Repairs to an elementary school which is outside the area presently

eligible for federal assistance. y .

« Reconstruction, rather than repair, of a portion of a fire station to

meet seismic code. '

The exact amount which will be needed for these projects depends on
actions by the federal government on requests to (1) expand the area
eligible for assistance and (2) consider reconstruction in lieu of repair.
Preliminary estimates indicate that up to $1.1 million could be needed for
this work. _ ‘ o

Under the terms of the act; the balance of the appropriated funds can-
not be used for any purpose other than relief for gle Coalinga area. The
balance of funds in the 1983 Natural Disaster Account in excess of a 5
percent contingency reserve and funds needed for the two projects men-
tioned above should be returned to the General Fund where it can be used
for other high-priority needs of the state, Based on-information available:
at the time this analysis was prepared, a balance of $2,230,000 is available
for transfer. Consequently, we recommend the adoption of Budget Bill
language transferring to the General Fund $2,230,000 of funds not needed
for Coalinga disaster relief: SR e

“On the effective date of this act, $2,230,000. of the unencumbered

balance of the 1983 National Disaster Account, Natural Disaster Assist- -

ance Fund shall be transferred to the General Fund.” : :

Additional information may be available prior to budget hearings, o

which would modify the amount which we recommend be transferred to
the General Fund. : o
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Sireef' and Highway Storm Damage Loan Program

We recommend that the office report to the Leg)ﬁs]ature on the status
of active applications and loans made under the Street and Highway Storm
Damage Loan program. » '

Chapter 1064, Statutes of 1983, created the Street and Highway Storm
Damage Loan Advisory Board for the purpose of making recommenda-
tions to the OES concerning loans to local jurisdictions for repair of streets
and roads damaged by storms during 1981-82 and 1982-83. The board
makes a recommendation to provide a loan only after evaluating all other
possible sources of funding for the needed repairs. Local entities are re-
311ired to repay the loan with interest within five years of the effective

ate of the enabling legislation (September 27, 1983). The interest
charged on the loan is the same as the rate earned by the Pooled Money
Investment Account. ' o

The amount of $15 million was appropriated by Ch 1064/83 from the
State Highway Account, State Transportation Fund to the OES for loans
to cities and counties for the needed repairs. Under the provisions of the
measure, the OES is prohibited from charging any administrative costs
against the Highway Account funds. Instead, the office is requesting a
General Fund a proxiriation of $34,000 and 1.5 positions in the budget year
to administer these loans and the Coalinga disaster relief program dis-
cussed above. ' ' ,

The budget indicates that the $15 million in loan funds will be fully
expended in the current year. The budget, however, does not indicate any
repayment of loans occurring in the budget year.

The OES staff indicates that as of January 10, 1984, the advisory board
had met only to establish procedures for making applications and process-
ing loans under the program. At the time this analysis was prepared, the
board had not received any applications and, consequently, no loans had
been made. In fact, OES staff indicates that none of the anticipated 250
api)llicati'ons should be received until March 1984. Thus, it would appear
unlikely that the full $15 million will be disbursed in the current year as
shown in the budget. To ensure that the Legislature receives adequate
information on the status of the grogram, we recommend that the OES
reﬁ:o'rt to the Legislature during budget hearings on (1) the number and
dollar value of local agency applications, (2) the number and dollar value
of loans made by the office, (3) the anticipated need for the full $15 million

“appropriation, and (4) anticipated loan repayments in 1984-85.

Mandated Local Progrom—Decf Téleiype Equipmehf
‘We recommend approval. . »

Chapter 1032, Statutes of 1980, recl[uires any county which provides
emergency services to provide deaf teletype equipment at a central loca-
tion in the county to relay requests for emergency services. The budget
Froposes a General Fund apprct)ﬁ)riatio'n of $21,000 to reimburse counties

or their costs of complying with this mandate. This is the same amount

- appropriated for this purpose in the current year. Funding for reimburse-

-~ ment of this and other state-mandated local programs is now included in

Item 9680.




Item 0750 . : : EXECUTIVE / 77
OFFICE OF THE LIEUTENANT GOVERNOR
Item 0750 from the General _ '

Fund . Budget p. LJE 56
ReQUESEEA 198485 .........ooeeeemmrrereereemmssssssrsnenssesssssssssessssssssssssssssens $1,089,000
Estimated 1983—84........ccouviieeiirireiiresiiessessessnssessissesssosessessasns 1,043,000
Actual 1982-83 ...ooivireecieiesireieeeeeene tervesseeseesrsssteissreraresassnbesssans 1,005,000

- Requested increase (excluding amount
for salary increases) $46,000 (4.4 percent) :
Total recommended reduction ......... sessbpsastsossasinisessiiasnpess o . -None

GENERAL PROGRAM STATEMENT . : .

The Lieutenant Governor is elected pursuant to the California Constitu-
tion and serves concurrently with the Governor. He assumeés the respon-
sibilities of chief executive in the absence of the Governor, and serves as
the presiding officer of the Senate, voting only in the case of a tie vote.
The Lieutenant Governor also serves on numerous commissions and
boards. His other duties include such special tasks as may be assigned to
him by the Governor. - v

In addition to the Lieutenant Governor himself, the Office of the Lieu-
tenant Governor is authorized 22 positions in the current year.

ANALYSIS AND RECOMMENDATIONS

We recommend approval. ’

The budéft proposes a_General Fund appropriation of $1,089,000 for
support of the Lieutenant Governor’s office in 1984-85. This is $46,000, or -
4.4 percent, more than the estimated current-year expenditures. This
amount will increase by the cost of any salary or staff benefit increase
approved by the Legislature for the budget year. The past-, current- and
budget-year requirements of the office are shown in Table 1. ~

. Table 1
Office of the Lieutenant Governor
Budget Requirements
1982-83 through 1984-85
{dollars in thousands)
Actual  Estimated Proposed Change
1982-83 - 198384 ~ -1984-85 Amount ‘Percent
Personal Services : ’ .

Salaries and Wages $583 - $636° $673 $37 - - 58%
Staff Benefits . 96 124 - 132 8- B4 )
Subtotal Personal Services ..., (8679) ($760) ($805)  ($45) (5.9%)

Operating Expenses and Equipment............. 385 309 310 1 03
Total Expenditures e TU$L064. $1,069 . C$LLIS $46 . 44%

Reimbursements , =59 —26 -2 = -
General Fund Expenditures.............minnne. $1,005 - $1,043 $1,089 846 “44%
Authorized Positions (Staff-years) .......c.... 21.6 23.0 230 = -

Of the proposed $46,000 increase in expenditures, $45,000 is for personal
services, consisting of (1) cost-of-living and merit salary adjustments and -
- (2) increased costs for retirement and health benefits. The only proposed-
change in operating expenses is a $1,000 increase for in-state travel.
Our analysis indicates that the increases are routine in nature.
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Item 0820 from the General
Fund and various funds

Item 0820

Budget p. LJE 57

Requested 1984-85 ..........miinninicniissnssssisessessenes $116,503,000
Estimated 1983-84........... S erresreesesrenaes eeeertsee st sasrassnsrasasens 107,128,000
Actual 198283 ......crirriireerinessrsnsssssnsiscsssesarissonissssssssesseses 95,186,000
Requested increase (excluding amount
for salary increases) $9,375,000 (+8.8 percent) .
Total recommended reduction ............oouwneeceieierinsrivenisennns 1,219,000
1984-85 FUNDING BY ITEM AND SOURCE
Item Description Fund Amount
0820-001-001—Support General $97,780,000
0820-001-012—Anti-Trust Attorney General’s Anti- 381,000
o Trust Account, General
-0820-001-017—Fingerprints Fingerprint Fees, General 6,566,000
- 0820-001-044—Data Center Support Motor Vehicle Account, . 11,065,000
State Transportation :
0820-001-460—Dealer’s Record of Sale . Dealer’s Record of Sale 711,000
. ' - ' Special Account, General
0820-001-890—Support Federal (5,384,000)
. Reimbursements (20,994,000)
Political Reform Act (263,000)
Totals $116,503,000
R . : o . ] ) Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page .
1. Investigative Assistants. Reduce Item 0520-001-001 by $55,- 83
' 000. Recommend deletion of three Criminal Intelligence
Specialist positions because the department’s own evalua-
tion failed to indicate that the positions (established on a
pilot basis) had a measurable impact.
2. Clandestine Laboratories. Reduce Item 0820-001-001 by 85
$685,000. - Recommend deletion of 10 Special Agent posi-
tions because the department has not documented the need
“for additional staff.
3.- Financial Investigations. Reduce Item 0520-001-001 by $500,- 87
000. Further, add new item appropriating $165,000 as a Gen-
" eral Fund loan and adopt Budget Bill language requiring
the loan to be repaid, with interest, in future years. Rec-
omriend deletion of $335,000 for five special agent positions
.. because workload can be absorbed by existing .staﬂ’.p Recom-
.. mend workload related to the seizure and forfeiture of as-
" sets be financed by a General Fund loan to be repaid in
- future years from the Narcotic Assistance and Relinquish-
-~ ment by Criminal Offender Fund. '
4. Overtime. Reduce Item 0520-001-001 by $79,000, and various - 89
~i.."'other items by $35,000. Recommend deletion of $114,000
requested “for overtime because the amount exceeds
. demonstrated needs: ' e _ '
. 5.:Attorney Hours. Recommend adoption of supplemental - 89




Item 0820 EXECUTIVE / 79

report language directing Department of Finance to in-
clude in the annual budget document a listing of attorney
hours, by program and client.

6. Legal Services Reimbursements. Recommend the de- 90
partment report on the extent of its compliance with
Budget Act language.

GENERAL PROGRAM STATEMENT

Under the direction of the Attorney General, the Department of Justice
enforces state laws, provides legal services to state and local agencies, and-
provides support services to local law enforcement agencies. Its functions
are carried out through six programs—Executive and Administration, Spe-
cial Programs, Civil Law, Criminal Law, Public Rights, and Law Enforce-
ment. :

The department’s legal programs are staffed with approximately 625
attorneys, paralegals;:auditors, and related support positions. The Civil
Law Division provides legal representation for most state agencies,
boards, and commissions. The Criminal Law Division represents the state
in all criminal matters before the appellate and supreme courts. The new
Public Rights Division was established -through a reorganization of the
Civil Law and Criminal Law Divisions. The division provides legal serv-
ices in the areas of Civil Rights and Charitable Trust, Natural Resources,
Environmental Law, Antitrust, Land Law, and Consumer Law. o

The law enforcement support program has an authorized staff of ap-
proximately 1,950 positions and is the largest of the department’s divisions.
It (1) provides investigative assistance to local law enforcement agencies,
(2) operates a system of criminalistics laboratories throughout the state,
(3) maintains centralized criminal history records and fingerprint files,
and (4) operates a 24-hour-a-day communications center which provides
criminal record information to law enforcement agencies throughout the
state. .

The department is authorized a total of 3,041.5 personnel-years in the
current year. '

OVERVIEW OF THE BUDGET REQUEST

" The budget proposes appropriations of $116,503,000 from the General
Fund and various special funds for support of the Department of Justice
in 1984-85. This is an increase of $9,375,000, or 8.8 percent, over estimated
current-year expenditures. This increase will grow by the cost of any salary
or staff benefit increase approved for the budget year. :

The proposed General Fund appropriation for the department in 1984~
85 is $97,780,000. This is $8,623,000, or 9.7 percent, more than estimated
expenditures in 1983-84. '

When expenditures from special funds, federal funds and reimburse-
ments are added to those financed by the General Fund, total expendi-
tures from all sources reach $143,144,000, which is a $10,683,000, or 8.1
percent, more than estimated total expenditure in 1983-84.

Table 1 sumnmarizes the department’s funding proposal for 1984-85, by
source.
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. General Fund...........cuesmmmsenies
. Attorney General’s Anti-Trust Ac-

count (General Fund)
. Fingerprint Fees (General Fund)
. Motor ‘Vehicle. Account (State
- Transportation Fund) ..c..vmwismee
Off-Highway Vehicle Fund...........
. Dealers’ Record of Sales (General

Fund)

e PO

oo

Total, Direct Appropriations ... *

. Reimbursements
., Federal Trust Funds....
. Political Reform Act ...

OO0~

Item 0820
Table 1
Department of Justice
Funding Source Summary
1982-83 through 1984-85
{dollars in thousands) - o
Change from
Actual - Estimated - Proposed ~_1983-84 to 1954-55
1982-83 1983-84 198485 -+ Amount _Percen;
$80555 0157 497780 $8,623 9.7%
296 931 381 ~550 -50.1
3,943 6,148 ‘ 6,566 4_18 6.8
9,806 - 10212 11,065 - 853 84 .
o= 1 - =1 -1000 °
56 - 69 . . % 47
$95,186 $107,128 $116,503 $9,375 88%
18,983 19,809 20,994 1,185 6.0
4,402 5271 C 5384 113 21
27 - 253 . 263 10 40
$118,798 $132,461 $143,144 $10 683 81%

Total FUnding...mwmms

Table 2 presents a summary of the department’s total expendltures, by

program

1. Executive *
Personnel-years....

. Special Programs
Personnel-years....

. .Civil Law
Personnel-years....

. Criminal Law
Personnel-years....
5. Public Rights...
“Personnel-years...
6. Law Enforcement ..
Personnel-years........

7. Administration ®.
Personnel-years........

8. Legislative Mandate © .
Program Totals....
Personnel-years.............iviuniic

[ SR L ]

Table 2
Department of Justice
- Budget Summary
1982-83 through 1984-85
(dollars in thousands)

Change from
Actual  Estimated  Proposed = _1983-84 to 1984-85
1982-83 1983-54 1984-85 Amount  Percent
($2,293) ($2722) ($2,867) ($145) (5.3%)
559 55.5 —04 -
3, 713 4,162 4,492 330 79
453 482 480 —02 —04
26,526 19,878 21,959 2,081 105
291.9 203.7 209.3 - 56 27
S 215T1 19,504 21,553 2,049. 105
2762 2645 214 6.9 26
(9,016) ngi® 12,689 - 878 74
(94.5) 1246 1275 29 23
66,955 71,106 82,451 5,345 69
1,650.3 1,8188 1,741.1 ~-Tq 43
(23,145)  (25,500) (28,156) (2,656) (104)
526.3 -525.8 5283 23 05
3 [126] [126] — —
$118,798 $132,461 $143,144 $10,683 81%
"2,8389 3,041.5 2,981.1 —604 ~20

* Amounts in parentheses are distributed among other items.

b The Public Rights Program was established as 4 separate entity in 1983-84.

¢ Reimburses cities and counties for mandated costs incurred in (1) destroying possession-of-mharijuana
files'and (2) submitting dental records of missing persons. Funding for these mandates in 1983-84 and
1984-85 is provided in the budget for State-mandated Local Programs, Item 9680. The amount in
brackets is shown here for informatien purpeses only.
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The proposed $10.7 million increase in total expenditures from all funds
is attributable to various cost increases, workload adjustments and new
program proposals.

Significant cost changes include:

o Increases to offset the effects of inflation amounting to $1.8 m11110n
» Employee compensation changes of $3.4 million, including the added

cost of emFloyee compensation increases that were in effect for only
one-half of the current year.

e Merit salary adjustments of $832,000. _

.. Rent increases, resulting Enmanly from lease renewals in Los Angeles
and San Dlego of $1 mil

Significant workload changes include:

* & Anincrease in legal services workload requiring 17 new attorneys, 5.4

new paralegal positions, and related support at a cost of $1.5 million.

¢ Miscellaneous increases in workload requiring seven new administra-
. tive and program positions and 5.5 new clerical pos1t10ns, at a cost of
$430,000. ~

« Various reductions to reflect one-time costs in the current year the
expiration of limited-term positions, the termination of contracts, and
changes in grants, for a savings of $2.8 million.

Significant program changes include:

o Second-year funding for an expanded California Identification Sys-

~tem (Cal-ID), at a cost of $1.8 million. This project involves automat-
ing the manual fingerprint file and developmg adata base for the new
statewide latent fingerprint system.

« Increased staffing in the Bureau of Narcotic Enforcement at a cost of
$1.2 million. Ten agents are proposed for clandestine laboratory work,
and five agents, three auditors, and related supporting staff are

1;:osed for financial investigations of assets acqulred in conjunction
% al drug-related activities.

o Increase equipment purchases for crime lab safety and other inves-

" tigative activities; at a cost of $243,000.

e A two-year limited term pilot project to improve the reportmg of
arrest and disposition data, at a cost of $209,000.

These and other changes proposed for 1984-85 are detailed in Table 3.

Table 3

Department of Juetlce
Proposed 1984-85 Budget Changes
(in thousands)

General  Special  Federal ~Reimburse- o
Fund - Funds®  Funds  ments® Total

1983-84 Revised Expenditures ............ $89,157 317,971 $5.271 - - $20,062 $132,461.
1. Cost Changes . , L :
- A. Antitrust Funding Shift ............. 600 —600 R - -
B. Pro-rata Adjustments ... - 241 - — L= 241
C. Price INCIease....ciuinmmismmiviiins 1,183 323 9 . 238 ‘1,835 -
D. Reduce Salary’ Savings/Promo- T ’ :
tions 406 - - 20 110 536
E. Facilities—Lease renewals : 685 — 49 - U4 979
F. Data Processing Contract - 91 112 — - 208
G. Employee Compensation . 2,292 456 135 469. - 3,352
H. Merit Salary Increase......... 570 113 33 116 .. 832

2. Workload Changes : R
A.-Crime Prevention: Center ............ _ 62 - — — 62 -
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~B. Licensing - - - 284 284
" C. Business and Tax ...coccnsenseerisse T —_ - - 71
D. Tort and Condemnation ............. 419 — - - 419
E. Appeals, Writs and Trials ............ 573 —_ - — 578
F. Consumer Law,...cccouconnr - - —_ 77 77
G. Decentralized Testing 1 - — — 11
H. Land Law .ccoocnrinmmrmrnnenns 185 —_ — — - 185

I. Reimbursement Contracts — - - —432 —432
J. Charitable Trust Registry ......cconees 85 — - - 85

- K. Grant Changes.....momn — — -215 --38 —253
L. One-time Costs/Limited Term :

Programs . —1,365 —1,425 —_ -2 -23815
M. Blood Alcohol.... — - - 199 199
N. Case Management-Docketing ... 40 — - 13 53
0. Statutory Compliance ..........co.r... 20 — - - 20
P. Marijuana Review Workload........ 975 — — — 975
Q. Diablo Canyon Legal Work ........ —240 —_ — - —240
R. Financial Legislation................. ~50 -1 — —- —51

3. Program Change Proposals

. A. Cal-ID Project ....cmsssiseeees 295 1,552 — — 1,847
B. Narcotics-Financial  Investiga- :

tions 500 - - - 500
C. Clandestine Laboratory Investi-

gations - 685 - - - 685
D. Arrest and Disposition—Report- :

: ing Project 209 - - - 209
E. Registered Sex Offender Testing 78 - — - 78
F. Crime Lab Safety Equipment .... 103 - —_ — 103
G. Investigative Equipment Re-

placement ..o 140 — - — 140
H. California Parent Locator Serv- '

ice ; — - - —61 —61
1. Stolen Vehicle Unit .......ccccrererneens — ~19 — — -19

1984-85 Proposed Expenditures ... $97,780 . $18,723 $5,384 $21,257 $143,144

Change from 198384 ..., $8623 §752 $113  $L195  $10683

2 Includes special accounts in the Geheral Fund.
b Includes amounts payable from the Political Reform Act.

ANALYSIS AND RECOMMENDATIONS
Expansion of the California Identification System
We recommend approval.

The budget proposes an increase of $1,847,000 to expand the California
- Identification System (Cal-ID). The project, which involves automating
and combining the existing name index, fingerprint file, and latent finger-
print data base into one system, is expected to cost over $17 million during
-the }Il)eriod 1983-84 through 1990-91.

- The department proposes to fund the development and operation of the
system over the eight-year period from two sources—the Fingerprint Fee
Account ($9.4 million) and the General Fund ($6.6 million). During this

“ period, the department estimates that savings from the current level of
expenditures will be in excess of $11.6 million, reflecting the elimination
of 100 currently authorized positions. When the project is completed, the
department anticipates savings of over $2 million annually.

The Fingerprint Fee Account receives most of its revenue from a fee
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charged to licensing and employment agencies to cover the cost of proc-
essing applicant fingerprints. Additionaf revenues to pay for the cost of
automating the name index and fingerprint files will be generated by a $5 -
surcharge on the applicant fee. The department estimates that it will
collect about $2 million per year from the surcharge. The budget includes
$1,552,000 from the Fingerprint Fee Account for the Cal-ID project in
1984-85.

The General Fund portion of the project involves the expansion of the
Automated Latent Print System from 38 to 58 counties. The budget re-
quests $295,000 from the General Fund to support the costs of expansion
in 1984-85. ’

When completed, the Cal-ID will consist of the following::

1. Automated Name Index. Currently, the department maintains a
manual name file which stores the name and other identifying informa-
tion for 7.2 million subjects with criminal and/or applicant records. In the
1983 Budget Act, the L%gislature apgropriated $1,446,000 from the Finger-
print Fee Account and authorized 81.5 positions for one year only to
automate these files. This task is scheduled to be completed by June 1984,

2. Automated Fingerprint Identification System. Currently, the
master fingerprint file contains more than 7.3 million cards and grows at
the rate of 400,000 cards per year. This system will automate the storage
and search capabilities for 4.5 million of these records.

3. Automated Latent Print System. The existing Latent Print Sys-
tem allows a data base made up of fingerprints of active criminals in
California to be searched by computer for a match to a fingerprint found
at the scene of a crime. The existing system serves 38 counties. As part of
the Cal-ID project, the existing system will be expanded to serve achoun-
ties. '

4. Digital Image Retrieval System. This system will provide for stor-
age and retrieval of fingerprint images in the data base.

5. Remote Access Network. This system will allow local law en-
forcement agencies that choose to join the system to have remote terminal
access to all of the above data bases and systems. : :

Long range cost and savings estimates for the project are based on the
assumption that six local agencies will invest $300,000 to purchase the
aﬁpropriate terminals. If local agencies obtain remote access terminals,
they will be able to request information directly through the system with-
out involving Department of Justice personnel. The proposal anticipates
savings in departmental staff time. If the agencies do not join the system,
the department estimates that the project will increase costs by $3.5 mil-
lion above current projections. '

Approval of this project will result in a commitment of a substantial
amount of funds over the next several years. Our analysis indicates,
however, that the increased benefits to state and local governments result-
. ing from expanded services, as well as the long-term continuing savings
that the department estimates will occur, outweigh the projected costs. .
Accordingly, we recommend approval of the amount requested for the
Cal-ID project in the budget year.

Pilot Program for Investigative Assistants is. Unsuccessful

We recommend deletion of three positions from the Investigative Assist-
ant Pilot Program because the department’s own study failed to indicate
that the positions had a measurable impact, for a General Fund savings of
$85,000 (Item 0820-001-001).
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The 1981 Budget Act authorized the department to redirect three posi-
tions from a terminated program to a one-year investigative assistaat pilot
program in the Investigation and Enforcement branch. The department
proposed to use the positions to perform routine noninvestigative tasks
that were then being performed by special agents, thereby freeing the
agents for more complex work. Such tasks included searching public
records, serving legal documents, collecting data for statistical reports, and
assisting in background investigatiomns. ’ :

In the Supplemental Report of the 1952 Budget Act, the Legislature
directed the department to submit by September 1, 1982, an evaluation
of its Investigative Assistant Pilot program. Specifically, the department
was requested to include information on worlrs)load and performance, ad-
dress the impact of the investigative assistants on special agent activity,
and discuss the potential for increased utilization of investigative assistants
in the Investigation and Enforcement program:

In September, 1982, the department notified the Legislature that, be-
cause o l_Sroblems in implementing the program, it had not been able to
thoroughly evaluate the program or assess the impact of the investigative
assistants on the agents’ workload. The department requested one more
year to complete the study. '

The final report on the two-year pilot project was submitted to the
Legislature in September 1983. Our analysis of the report indicates that
using the department’s own measure of program success, the program was
not found to be successful. .

- When it proposed the project initially, the department indicated that its
success should be measured by the increase in special agent time devoted
to investigation or enforcement activity rather than to more routine
noninvestigatory activity. Accordingly, the department collected data on
the time spent by special agents on various investigative and enforcement
activities. The allocation of special agents’ time while an investigative
assistant was assigned to the office was then compared to the allocation
during those months when the office did not have the position. The results
of this comparison are shown in Table 4. :

Table 4

Special Agent Activities Before, During, and After an Investigative Assistant
S Was Assigned ° ‘
{Sacramento, San Francisco, and Los Angeles offices)

Investi-  Data . Miscells- Report Prep- o
.Sacramento : Interview gation Collection neous- Travel - aration Office Other®  Totdl
Before ...onsrmisensinnis 76% 187% "252% 40% 131% - 96% 38% 180% 100%
) 62 156 312 42 109 74 33 22 100
San Francisco ©~
Before 44 11.2 229 85 102 - 87 9.2 249 100
During ... 40 5.5 29.3 6.7 116 10.7 6.8 254 100
P V153 40 147 222 6.5 107 - 107 92 220 100

- Los Angeles . - : .

Before 7.6 142 15.6 35 11.1 11.2 5.3 315 100
During ... 4.2 19.6 112 48 13 124 5.7 308 100
PV : ) SR— s 37 235 92 46 115 113 85 217 100

Based on data collected from July, 1980 through April, 1983. o :

b This column- includes activities which are minor or, due to the nature of the task, are not affected by
the presence of an investigative assistant. Activities include: court appearance, conference, service
of documents, supervision, instructor, student, surveillance, and professial erganization.
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The data in Table 4 show that there were shifts in the percentage of time
agents devoted to various tasks at individual offices, but that these shifts
generally were not consistent among the offices. According to the depart-
ment, the primary indicator of the ro§ram’5f performance is the time
spent by agents on investigation work. If the project was successful, one
would expect that during the period when an investigative assistant was
assigned to an office, agent time spent on investigatory work would in-
crease while time spent on other more routine tasks, such as data collec-
tion, would decrease. ' LT B

The data shows, however, that in two of the three offices -(Sacramento
and San Francisco), the percentage of agent time spent on investigations
decreased during the time the assistant was assigned to the office. Iri the
third office (Los Angeles), agent investigation time increased while the
assistant was present, but increased further after the assistant left the
office. Conversely, agent time spent on data collection increased in Sacra-

‘mento and San Francisco while investigative assistants were assigned to

those offices. Once again, although the Los Angeles office experienced a
decrease in agent time devoted to data collection while the assistant was
" present, this decrease continued after the assistant léft the office..

The department concluded that it was not possible to determine from
the data whether these shifts in agent activities can be attributed. to the
use of investigative assistants. R o

Even though the study failed to docuiment the value of investigative

".assistants, the department believes that investigative assistants can be
useful within the Investigation and Enforcement Branch. Specifically, the
- department believes that six positions can be used for tort investigations
and one position can be used for drug diversion activity. On this basis, the
department suggests that the three positions currently authorized for the
ilot program be reassigned to the tort investigation program. The budget
or 1984-85, however, simply continues the three currently authorized
positions. ¢ , ' B
‘Given the results of the department’s own study; we have no analytical
basis on which to conclude that continuation. of these positions-is cost-
effective. Accordingly, we recommend deletion of three positions author-
ized for the pilot study, for a General Fund savingsof $85,000.

Expansion of Narcotic Enforcement Staff :

The Bureau of Narcotic Enforcement assists in"the management and
coordination of multijurisdictional narcotic enforcement efforts. The
budget requests $11 million for this purpose in:1984-85. Currently, the
bureau has 149 authorized positions, including 114 ‘special agents. The
budget proposes an increase of 15 agents in 1984-85, due to workload
increases related to (1) clandestine narcotics laboratories and (2) the
seizure and forfeiture of property related to controlled substances viola--
tions. . : -

.. We recommend deletion of 10 positions.and 685,000 requested ﬁ'o}h the
General Fund for clandestine laboratories investigations, because the need
for additional staffing has not been demonstrated (Item 0820-001-001).

The budget requests an augmentation of ‘$685,000 from the,General' :
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Fund and 10 positions for the Bureau of Narcotic Enforcement. The de-
_ partment indicates that the positions are needed because of the rapid
growth in clandestine narcotics laboratories within the state. These
laboratories are used for the illicit manufacture of narcotics and other
_controlled substances. The bureau considers this workload to be critical
because. most. of these laboratories have been found in counties where
sheriffs have relatively small staffs that lack the specialized skills needed
_to seize a laboratory. , _ R :
Our analysis indicates that the need for additional special agents has not
been justified on a workload basis. This is due to ,the%‘ureau’s inability to
establ’ish a workload indicator system that can be used to evaluate staffing
.~ needs. While we recognize the difficulties involved in developing such a
workload system for law enforcement personnel, we believe the depart-
‘ment can ci) more to compile the kind of objective analytical data that is
necessary to document its need for 10-additional speciaj/ agent positions,
and project the results it could expect to achieve with the new positions.
In lieu of developing such a system, the department provided data
which, it maintains, establishes the need for the additional positions. Ac-
cording to the department, this data demonstrates that the bureau has
responded to an increase in the number of laboratory cases by redirecting
agents from other narcotics enforcement activities. = .

- For example, it cites data showing that 5.3 agent-years were devoted to
laboratory work in 1979-80, but that the number had grown to 16.5 agent
years by 1982-83. Since, however, the department received 15 additional
special agent positions in 1980-81, it is not clear that redirection away from

-other enforcement activities was necessary. The staffing increase could

. -account for the additional agent hours being available for lab cases.

Our review found that the department’s data does not necessarily dem-
onstrate that the increased assignment of agents to clandestine laboratory
work has reduced the amount of staff who are available to perform narcot-
ics enforcement activities, other than lab work. Table 5 compares actual
hours worked by agents in,1981-82 and 1982-83, excluding management
or supervising positions. The data shows that hours worked on clandestine
laboratory cases increased from 17,936 to 27,000 in one year, an increase
of 9,064 hours, or 50 percent. The data also shows that: total hours worked
by all agents in the bureau dropped by 8,424 hours. (four agent-years of
work), even though the budget authorized the same number of agents for
those two years. The department states that the reduction in total hours
was due to a greater number of vacancies in 1982-83. If there was a
reduction in staffinig for other narcotics enforcement activities, it may not
~ have been due to a redirection of staff to clandestine lab workload, but
. rather to the decline in the number of agents available to perform enforce-
 ment-related work. _ .

We recognize the importance of identifying and seizing illicit clandes-
tine laboratories and providing adequate investigative staff to accomplish
this purpose. Lacking documentation of the need for additional staff,
however, we have no basis. on which to recommend approval of the
" budget request. Accordingly, we recommend- deletion ofp £685,000 from
the General Fund requested for 10 special agents. If the department
subsequently provides documentation of the need for some or all of the
positions, we will adjust this recommendation accordingly.
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Table 5

Bureau of Narcotic Enforcement .
Hours Worked by Special Agents by Program
. {1981-82 and 1982-83)

Actual Hours ~ Actual Hours

81-82 82-83 Difference
Task Forces 25,520 26,822 1,302
Area Agents 3,086 2,393 —693
Special Operations Units 161,040 154,245 —6,795
Clandestine Lab Cases ... (17,936) (27,000) (9,064)

Drug Diversion 28,628 27,808 —820 -
Loaned to Bureau of INVESHEAHON w...vvervviveeerrersrsssseesarscssses 1,418 — —1418
Totals 219,692 211,268 —8,424
Actual Agent Years : 120 116 —4

Expansion of Property Forfeiture Activities

We recommend the deletion of five agent positions and $335,000 re-
quested from the General Fund (Item 0820-001-001) for financial investi-
gat;’gn of drug violators, because the workload can be absorbed by existing
staftf. S :

We further recommend that the Legislature (1) add a separate item to
the Budget Bill appropriating $165,000 from the General Fund to the
Narcotic Assistance and Relinquishment by Criminal Offender (NARCO)
Fund as a loan to finance activities related to the seizure and forfeiture of
assets, (2) adopt Budget Bill language requiring the loan to be repaid, with
interest, in future years from the NARCO fund, and (3) delete $165,000
requested from the General Fund for six positions and related operating
expenses in Item 0520-001-001. : -

The budget requests $500,000 from the General Fund for 11 new posi-
tions in the Bureau of Narcotic Enforcement to conduct financial investi-
gations of drug violators in 198485, as part of the new property forfeiture
program. The 11 positions include five special agents, three auditors, a
criminal intelligence specialist, and two clerks.

Description of the Forfeiture Program. Chapter 1289, Statutes of

- 1982 (amended by Chapter 948/83), authorizes the Attorney General or
the district attorney of any county to petition for forfeiture of property
used in connection with controlled substances offenses. Any money from
forfeiture which remains after qualified lien holders are paid and the costs
of selling the property have been deducted is distributed as follows:

a. Fifty percent goes to the Department of Mental Health for its pri-

mary prevention program;

b. Up to 50 percent, as awarded by the courts, goes to reimburse state

and local costs for investigation and prosecution; and

c. Any remaining balance goes to the Narcotics Assistance and Relin-
uishment by Criminal Offender (NARCO) Fund. Money from this

d is available for appropriation by the Legislature to local and

state agencies for general narcotic law enforcement efforts.

Chapter 948, Statutes of 1983, amended Chapter 1289 to designate as the

first priority for the NARCO Fund support of financial investigator posi-

tions within the Department of Justice. .

When Chapter 1289 was being considered by the Legislature, the De-
partment of Justice advised the Legislature that any additional costs it
would incur in implementing the measure could be absorbed. Similarly,
when the Legislature was considering Chapter 948, the department main-
4—T7958 -
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tained that any new positions added pursuant to the bill’s provisions would
be funded from NARCO Fund revenues or court-awarded reimburse-
ments—not from the General Fund.

Activity Under the Program. - Although authorization for the proper-
ty forfeiture program became effective on January 1, 1983, the depart-
ment is not aware of any activity under the program during 1983, and no
monies have been deposited in the NARCO Fund. The department main-
tains that this is because the initial statute authorizing the program was
too restrictive, thus, deterring action by state or local law enforcement-
agencies. The department advises, however, that this problem was cor-
rected by Chapter 948, which took effect on January 1, 1984, Consequent-
ly, it expects activity under the program in 1984. Nevertheless, it is
unlikely that funding for law enforcement activities will be avaijlable from
either court awarded costs or the NARCO Fund in 1984-85. This is because
financial investigations usually involve more than one defendant, and
forfeiture can be expected to take from one to three years. _

Request for Special Agents. Of the 11 positions requested for the
forfeiture program, the five special agents are proposed for assignment to
the Bureau of Narcotic Enforcement’s field offices, at a General Fund cost
of $335,000. The agents would conduct financial investigations as a follow-
up to bureau arrests, and would provide assistance and advice to local
agencies. L : L
- Our analysis indicates that authorization of the five additional agents for
financial investigations—at General Fund expense—is not warranted, for
two reasons.

First, no additional staffing is necessary to implement Chapter 1289. The
act does not mandate any new work on the department. Rather, it permits
the department to initiate property forfeiture proceedings if it is in the
state’s interest to do so. This can be done by the bureau’s 114 special
agents, (including 11 management or supervising positions), as well as by
agents working for local law enforcement agencies.

Second, use of General Fund money to support this program would be
contrary to what the Department of Justice advised the Legislature at the
time it was considering the most-recent amendments to the program..

Accordingly, we recommend the deletion of five additional agents, for
a General Fund savings of $335,000. I

Request for Specialist Positions. The budget requests $165,000 from
the General Fund for three auditors, a criminal intelligence specialist, and
two clerical positions. The department advises that these positions are
needed to provide the Bureau of Narcotic Enforcement with special ex-

ertise which it currently does not have. The auditors are needed because
ew agents have the fiscal expertise necessary to conduct financial investi-
gation on their own. They would be assigned to bureau headquarters to
provide services to agents in the ‘field. The auditors would attempt to
establish an audit trail covering a drug trafficker’s financial business. The
Criminal Intelligence Specialist would be used to analyze and correlate
statewide information and identify and target investigative leads.

The bureau currently is not authorized any positions with these skills
and, advises that the workload cannot be absorbed. Accordingly, we rec-
ommend that these positions be approved. We note, however, that under
Chapter 948, any financial investigation positions-for the forfeiture pro-
gram are to be financed from NARCO Funds. Accordingly, we recom-
mend that the new positions be financed with a General Fund Joan, to be
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repaid from future revenues to the NARCO Fund. This loan should be
%epa(iid with interest, at the rate earned by the Pooled Money Investment
und.

Overtime Overbudgeted

We recommend deletion of $114,000 requested for overtime costs, to
correct for overbudgeting. [Delete $79,000 from the General Fund (Item
0820-001-001) and $35,000 from various other items.]

The budget requests $463,000 to compensate departmental employees
(other than special agents) for the overtime they will work in 1984-85.
This is $149,000, or 47 percent, more than the $314,000 actually spent for
this purpose in 1982-83. : '

The department indicates that.1982-83 expenditures for overtime were
" lower than the amount budgeted because it imposed restrictions on the
use of paid overtime in order to meet savings requirements imposed by
the Department of Finance. We have no indication, however, that these
restrictions resulted in program deficiencies. Consequently, we believe
that the level of expenditures in 1982-83 represents an appropriate basis
on which to budget for 1984-85. ' ‘ o

We estimate that the department will need $349,000 for overtime ex-
penses in the budget year. This amount is based on actual overtime ex-
penditures in 1982-83, and adjusted for workload increases projected by
the department. Because our estimate of the department’s overtime
needs is $114,000 less than the amount budgeted, we recommend a reduc-
tion of $114,000. , ’

Of the total; $79,000 should be deleted from the General Fund and
$35,000 should be reduced from various other funds. - '

Attorney Hour Schedule Should be Restored to the Budget Document

We recommend that the Legislature adopt supplemental report lan-
guage directing the Department of Finance to include a schedule in the
annual budget document listing Department of Justice attorney hours by
program and clients. -

For many years, the budget included data for a substantial number of
the department’s performance measures, including a detailed schedule
listing attorney hours by programs and individual client. This schedule
provided data on hours worked during the past year, estimates of current-
year workload, and a listing of the workload proposed for the budget year.
This data is used both to analyze the attorneys’ performance and to project
staffing needs for the legal services programs in the budget year.

Since 1982, this information has been absent from the budget document
because the data is available to users of the California Fiscal Information
System (CFIS). The detailed schedule of attorney hours that used to-
appear in the budget has been replaced with a four-line summary display
for each legal service program. '

In 1982-83 and 1983-84, detailed and up-to-date information on legal
services workload was available to CFIS users by December. This year,
however, the data was not available through CFIS by the time the Gover-
nor’s Budget was presented to the Legislature. Consequently, information
needed to review the budget for the Department of Justice was not avail-
able on a timely basis. _ -

The budget for 1984-85 proposes to eliminate funding for the central-
ized Performance Measures Program from the Déepartment of Finance’s
budget. According to the budget, performance measure data will no
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longer be entered in the centralized CFIS data base, but it will be main-
tained by the individual agencies.

We believe the Legislature needs information on attorney-hours in or-
der to determine the Department of Justice’s funding requirements. For
this reason, we recommend that the Legislature adopt supplemental re-
port language directing the Department of Finance to include in the
annual budget document a schedule listing Department of Justice attor-
ney-hours, by program and individual client. : :

Evaluation of Excess Reimbursements for Legal Service

We recormmend that the Department of Justice report to the Legisia-
ture, prior to the budget hearings on its compliance with Budget Act
laniguage restricting expenditure of excess reimbursements. ’

In each year since 1981, the Legislature had adopted Budget Act lan-
]%Uaie which requires that reimbursements for legal services performed

y the Civil Law Division in excess of the amount budgeted for the divi-
sion’s support revert to the General Fund. Expenditure of the excess
reimbursements by the department can only occur upon authorization by
the Director of Finance and after niotification has been given to the Legis-
lature. The Legislature adopted this language because the budgets for
many of the department’s client agencies contained an amount for legal
services that exceeded the amount reflected in the department’s budget.

Our review of the department’s actual expenditures in 1982-83 indicates
that the department may have failed to comply with the provision in the
Budget Act limitin% the use of reimbursements. The 1982 Budget Act
required that reimbursements in excess of $12,966,000 received by the
Civil Law Division be reverted to the General Fund unless the expendi-
ture of the excess was properly authorized by the Department of Finance.
The budget document reports, however, that although the Civil Division
collected $13,505,000 in reimbursements in 1982-83—$609,000 more than
the ceiling——only $381,000 was reverted.

We requested an explanation for this apparent discrepancy from the
department. At the time this analysis was prepared, no explanation had
been réceived. Therefore, we recommend that, prior to bugget hearings,
the Department of Justice report to the fiscal committees of the Legisla-
ture and the Joint Legislative Budget Committee on its compliance with
the provisions of the Budget Act. :

I.eglisluiivé Mandates

- Funding for two state-mandated local programs is included in the ap-
propriation proposed for Item 9680, State-mandated Local Programs. Be-
cause the programs are related to Department of Justice activities, these
programs are reported in the department’s budget as information items.

Destruction of Marijuana Records

We recomrmend approval. v

Cities and counties must be reimbursed for the costs of destroying crimi-
nal records of persons arrested or convicted of specified marijuana of-
fenses, as required by Ch 952/76. The budget proposes a $93,000 General
Fund appropriation for these reimbursements in 1984-85. This is $91,000
more than the amount approggrsiated in 1983-84, but approximately equal
to the amount claimed in 1982-83 ($93,101). On this basis, we recommend
approval of the proposed 1984-85 amount.
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Dental Records

We recommend approval, ,

Chapter 462, Statutes of 1978, requires cities and counties to have dental
examinations performed on unidentified dead bodies and to obtain dental
records of missing persons. The budget for 1984-85 requests $33,000 from
the General Fun§ to reimburse cities and counties for their costs in com-
_ plying with this mandate. OQur analysis indicates that this request is reason-
able. Therefore, we recornmend that the request be approved.

_ STATE CONTROLLER’'S OFFICE
Item 0840 from the General

Fund and various other funds Budget p. LJE 81
Requested 1984-85 ........ccceeirevererinnrsinnennsrsssssesissssssesssssesnsesees $47,419,000
Estimated 1983-84........ eeeeeieresresatee e trsrera et et et sai e esre s teesaereeriseras 45,057,000
Actual 1982-83 ......oeevieeciiierieereee i erssse et snssaasae st sens 42,120,000

Requested increase (excluding amount ,
for salary increases) $2,362,000 (+5.2 percent)

Total recommended reduction ..o 578,000

Recommendation pending ..........cccveresieenemnensunerernennanesinss 212,000

- 1984-85 FUNDING BY ITEM AND SOURCE

Item Description Fund Amount
0840-001-001—State Controller, Support General $43,601,000
0840-001-041—State Controller, Support Aeronautics Account, State 229,000
: Transportation
0840-001-061—State Controller, Support Motor Vehicle Fuel Ac- 2,051,000
! count, Transportation Tax
0840-001-988—State Controller, Support " Retail Sales Tax 132,000
0840-001-739—State Controller, Support State School Building Aid 304,000
0840-001-890—State Controller, Support Federal Trust 991,000
0840-001-903—State Controller, Support Assessment 111,000
0840-001-970—State Controller, Support Unclaimed Property —
Total $47,419,000
. kAnaIyszIs'
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page
1. Me udit Project. Reduce Item 0840-001-001 by,

General Fund. savings: Recommend change QL
in funding source to recover feder of project costs. -
2. LIHEAP check writes. Reduce reimbursements by $162,- 95
000. Recommend reduction to reflect lower volume of
workload. . :
3. Oil and Gas Royalty Audits. Recommend that the Con- 96
troller and Department of Finance report during budget
hearings on the fiscal consequences of underbudgeting for
this program. -
4. Los Angeles office. Recommend adoption of Budget 97

9
$371,000 an e_reimbursements by $371,000 (net\'\ ﬁ\A%‘C‘
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Bill language requiring the Controller to close the Los An-

geles office bKlJune 30, 1985, because there will nét be

sufficient workload beyond the budget year to justify.the

costs of maintaining the office. o ,
5. Inheritance and Gift Tax Program. Withhold recam- 101

iqn for nine new positions and $212,000, pending %& CQMN’J

receipt of information establishing the collectability of out-

standing accounts receivable. Recommend that prior to A@pﬁ«h\

budget hearings, the Controller submit data needed by the
Legislature to evaluate potential collections. :

6. Howard Hughes Case. Reduce Item 0840-001-001 by 101 .
$157,000. Recommend funding for six positions be de-
leted because these positions are no longer needed.

7. Transportation Development Act Audits. Recommend 103
approval of 14 positions on a limited-term basis.

8. County Cost Plan Task Force.  Recommend adoptioh of 103 -

supplemental report language requesting the Controllerte
En ertake the special study recommended by the Task
orce. : ‘ v :
9. Senior Citizens” Property Tax Postponement Program. - 105
Recommend adoption of supplemental report language re-
questing the Controller to report to the Legislature on the
workload impact of AB 800 (Ch 1051/83). : : ,
10. Retirement System Review. = Reduce Item 05840-001-001hy 198
$50,000, Recommend elimination of funds for consult- = -
ing services that would be duplicative of services provided
by the new actuarial position. -

GENERAL PROGRAM STATEMENT

The State Controller is the state’s primary fiscal officer. His -responsibili-
ties include those expressed in the Constitution, those implied-by the
nature of his office, and those assigned to him by statute. Specifically, the
State Controller is responsible for (1) the receipt and disbursement of
public funds, (2) reporting on the financial condition of the state and local

overnments, (3) administering certain tax laws and collecting amounts

ue the state, and (4) enforcing the unclaimed property laws. The Con-
troller also is a member of various boards and commissions, including the
Board of Equalization, the Franchise Tax Board, the Board of Control, the
State Lands Commission, the Pooled Money Investment Board, and assort-
 ed bond. finance committees. PR

"+ THhe Controller has 1,234.2 authorized positionsiil the current year. In
addition, the Controller has -established 26.9 positions administratively
during the current year, bringing the total number of positionsto 1,261.:1.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes an appropriation of $47 ;2119,000 from the General

Fund and various special funds to support the Controller’s office in 1984-
85. This is an increase of $2,362,000, or 5.2 percent, above current expendi-
tures as estimated in the budget. -

The Controller also expects to veceive and spend $9,748,000 in reim-
bursements during 1984-85, resulting in total budget-year expenditures of
*$57,167,000. This is $2,513,000, or 4.6 percent, more than estimated 1983-84
expenditures from all funding sources. Table 1 identifies the proposed
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level of expenditures and personnel-years for each of the major programs
administered by the Controller’s office in the prior, current, and budget
years.

Table 1

State Controller’s Office
Program Summary
(dollars in thousands)

Personnel-Years Expenditures
Actual Estimated Proposed Actual ~ Estimated Proposed
Program 1982-83 1983-84 198485 1982-83 198384  1984-85
Fiscal control.... 7537 7939 7718 $30550  $33211  $35517
Tax administration.....ccce...ucemerssisensernens 129.6 85.3 88.8 6,412 6,744 6,118

Local government fiscal affairs
Systems development....

1039 1086 1182 4310 4433 4,943
1114 1038 1035 . 4930 5,286 5472

Unclaimed property ... 84.2 81.7 818 3227 3,522 3,657
Refunds of taxes, licenses and other .
fees ..., — — - 16 30 30
Administration: _ : o
Distributed to other programs........ (56.8)  (494) (50.9) (2,007 (2,097) (2,222)
UnQISETIBULEd .o U » 27 1054 148 1430
Totals.... 12068 1,1963 11868 $50,499 $54,654 $57,167
Reimbursements ......oecemmerernnsienienss —_ — — 8379 —9,597 -9,748

Net program Totals 12068 11963 L1868  $42120 $45057  $47,419

Table 2 identifies the three major categories of changes in the Control-
ler’s budget ci)r'oposed for 1984-85: (1) baseline adjustments, (2) workload
changes, and (3) program change proposals. '

The budget proposes the establishment of 80.7 new positions in 1984-85.
Of these, 45.5 are currently filled and are either limited term positions
scheduled to expire on June 30, 1984 or positions that were administrative-
ly established during the current year. The Controller requests that 46.5
of the 80.7 new positions be established on a limited-term basis; the re-
mainder are to be established permanently.

- The new positions are concentrated primarily in the following three
divisions of the Controller’s office:

¢ Tax Administration—9 new positions are proposed for the Inheritance
and Gift Tax program; .

« Audits Division—34 expiring positions are proposed for continuation
on a limited term basis in ord%r to continue or enlarge several audit
programs; and -

o Local Government Fiscal Affairs Division—14 expiring positions are
proposed for continuation on a permanent basis to continue audits
required by the Transportation Development Act, and 16 new posi-
tions are proposed for several programs.

The remaining 7.7 requested new positions are allocated among the

Disbursements, Accounting and Administration divisions.

The Controller’s budget shows that 12 positions will be eliminated in the
budget year because of workload changes associated with decentralization
in the Personnel/Payroll Services Division.
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_ ' Table 2

State Controller's Office

Proposed 1984-85 Budget Changes
{(in thousands)

1983-84 Expenditures (Revised)

Adjustment

1. Baseline Adjustments
A. Changes in existing personnel:

(1) Full-year funding of 1983-84 Salary InCrease........emewsreemmeceerssceens

(2) Merit Salary Adjustment

(3) Staff Benefits

(4) Personal Services Adjustment

Total, Changes in Cost of Existing Personnel

B. Increases to Offset Effects of Inflation

C. O E & E Adjustment

Total Baseline Adjustments

2. Workload Changes
1. Fiscal Control

2. Local Government and Fiscal Affairs

Total, Workload Adjustments

3. Program Change Proposals:
A. Fiscal Control

" B. Tax Administration

C. Local Government and Fiscal Affairs

D. Unclaimed Property

E. Administration

Total, Program Changes

1984-85 Expenditures (Proposed)

Change from 1983-84:
Amount

Percent

ANALYSIS AND RECOMMENDATIONS

FISCAL CONTROL

$755
521
185

$881
1,325
—2948

—$470
—437

$1,643
1,534

46
4

Item 0840

Total
$54,654

The Fiscal Control program seeks to assure the fiscal integrity of the
state through a system of controls over the state’s financial transactions
and periodic reports on the state’s financial condition and operations. As
shown in Table 3, the program is carried out through four divisions: Ac-
counting, Audits, Disbursements, and Payroll and Personnel Services.

. Table 3

Fiscal Control Program

Summary by Element. .

(dollars in thousands) -

Personnel-Years

Expenditures

Actual Estimated Proposed ~Actual  Estimated Proposed

1982-83 198384 198485 ~ 1982-83.

1. Accounting Division: :
a, Control accounting ..........c..... 55.1 53.1

b. Financial analysis ......cc....cv.. 4.6 26.6
2. Audits Division:

a. Claim audits ........ccevremivernnes 578 57.7

b. Field audits.......ccmccrvivesanees 156.6 173.7
3. Disbursements Division:

a. Disbursement services........... 124.3 130.6

53.3
26.7

577
1788

1284

" $1,909
942

1,423
6,434

8,366

1983-84

$1,805
1,031

1,514
8,185

8,358

1954-85

$2,055
1,082

1,602
8,389

9,241
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b. Technical services—undis-

tributed ......ccooverrernrnnriveennrsennns 39.6 413 405 354 106 463
- ¢. Technical services—dis- )
tributed to other programs.. . — — — (1,480) (1,250 (919)
4. Payroll and Personnel Services
Division:

a. Personnel services 180.8 120.8 1159 4,559 4,789 5,150
b. Payroll services ... 114.9 190.1 1705 6,563 VA ] 7,535

TOtalS woovusiiverscivemmmnmensrmmsrnsssssess - T83.7 7939 - TI8 $30,550 $33.211 $35,517

Costs from the Medi-Cal Audit Proieci Can be Shifted to the

Federal Government \‘\[ A(‘ Pevy) QL

that (1) reimbursements from the Department of

_Health Services be incre. 371,000, and (2) Item 0840-001-001 be
reduced by the same amount, so thata ortion of project costs can
be shifted to the federal government, for a net neral Fupd savings of
$278,000.

The De};)artment of Health Services (DHS) contracts with the State
‘Controller’s office to issue warants for the Medi-Cal program. The Con-
troller’s budget includes a General Fund appropriation of $371,000 to audit
the electronic tapes of Medi-Cal claims.

Since 1974, these electronic tape audits have found over $19,000,000 in
major exceptions to claims. Because the federal government funds ap%rox-
imately 50 percent of Medi-Cal expenditures, it realizes approximately 50
percent of the savings resulting from these audits.

According to the ﬁreement between the federal goverment and the
Department of Health Services, the federal government will fund up to
75 percent of the costs of the Medi-Cal Audit Project, provided the full
_costs of the audit are billed directly to the Medi-Cal program. Therefore,
we recommend that:

. '%‘he (C);O%neral Fund appropriation to the Controller be reduced by
371
. Relmbursements to the Controller from DHS be increased by $371,-

-000; and

« DHS bill the federal government directly for its share of the Medi-Cal
Audit Project’s costs, for a General Fund savings of $278,000 (75 per-
cent.of $371,000).

Workload for LIHEAP will be Less Than Anticipated

- We recommend that rezmbursements to the Controller be reduced by
$162,000 to reflect a decrease in the volume of warrants to be processed
under the Low Income Home Energy Assistance program.

The Controller’s office issues warrants for the Low Income Home Ener-
gy Assistance Program (LIHEAP), which is administered by the State
Office of Economic Opportunity a(IOEOJ. The Controller’s costs are reim-

- bursed by the OEQ, using feder
The Controller’s office has estimated budget-year operating expenses
Sersonnel requirements on the assumption that 800,000 warrants
woul be issued and two mailings will be necessary. Accordlng to the
Office of Economic Opportunity, however, only 350,000 warrants will be
issued, and only one mailing will take place

Because of the reduced volume of warrants to be issued and malled our
analysis indicates that postage expenses will be $96,000 less, and the costs
of printing, warrants, envelopes and microfilm will be $19,000 less than the
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budget estimates. Further, our analysis indicates that three personnel-

ears and $47,000 will not be necessary and, thus, can be deleted from the
E;udget. Accordingly, we recommend that reimbursements be reduced by
$162,000 to reflect the lower projected workload volume.

Costs of the Oil and Gas Royalty Abdit Program are Underbudgeted

We recommend the continuation of 13 limited-term positions used to
conduct federal oil and gas royalty audits be approved. We further recom-
mend that, at the time of budget hearings, the Controller and the Depart-
ment of Finance provide information to the fiscal committees on the
consequences of underbudgeting for this program. v .

The budget proposes the continuation of 13 limited-term positions in
1984-85, at a cost of $214,000. These positions currently are being used to
conduct federal oil and gas royalty audits. ‘ o '

The Controller’s office has an agreement with the U.S. Department of
Interior to audit federal oil and gas royalties paid by companies with leases
in California. Under the terms of this agreement, and pursuant to the 1982
Minerals Act, the Controller’s office is entitled to federal reimbursement
of 50 percent of the direct costs of the contract audits it conducts. Also,
California receives 50 percent of all federal royalties paid on California
fﬁderaldoil and gas leases, and 50 percent of all collections resulting from
the audits. N ' .

The Controller estimates that recoveries resulting from these audits will
produce approximately $5.5 million for the State School Fund in 1984-85.
As these funds reduce the amount that has to be transferred to the State
School Fund, the General Fund ultimately benefits from the audit activity.
The full amount of these revenues, however, has not been taken into
account in the-budget’s estimate of State School Fund revenues. Our
analysis indicates that the State School Fund should receive $2 million
more than the amount reflected in the budget. :

Our review further indicates that the amount requested for these audits
may not be sufficient to pay for the costs of the program. The Controller
has revised his estimates of the General Fund costs associated with the
contract audits upwards by $69,000, predominately for increased travel to
out-of-state audit locations. As of this writing, no information is available
as to the extent that failure to provide funding for these costs may result
in a reduced level of audit recoveries from the program. Accordingly, we
recommend that the Controller and the Department of Finance provide
such information at the time of budget hearings. o

The Controller has also begun an audit effort, in association with several
other states, relating to a potential lawsuit over the federal Department
of Interior’s manai(iment of mineral lease royalties. The Controller in-

- tends to complete this audit effort during the current year, however, there
will be a continuing workload to support the Attorney General’s legal
effoxl'(tls t(}ilrough June 30, 1986. The budget includes no funding for t%is
workload. :

TAX ADMINISTRATION

The Tax Administration program administers the Estate Tax, collects
various minor taxes; including the insurance tax and the motor vehicle
license tax, and refunds gas taxes paid for certain nonhighway users. Table
4 provides a summary of the personnel-years and expenditures for the five
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elements: of this program.

In the current year, the Department of Finance conducted a Priorities
Based Budget Review of the Division of Tax Administration. Its report,
issued in. December 1983, evaluated 18 options for incremental changes in

" . the Controller’s tax administration program. The budget proposes to im-

- plement several of these options.

Table 4
Tax Administration
Summary by Element
(dollars in thousands)
Personnel-Years Expenditures

Actual Estimated Proposed Actual Estimated Proposed
1952-83 1983-84 1984-85 198983 198384 198485

1. Inheritance tax ; 816 27.1 30.5 $4,836 $4,360 $3,692
2. Gift tax... - 79 -~ 58 17 451 239 21
- 3. Tax collection............ SO 82 89 9.0 260 293 315
4 Gas-tax Tefnd .vnvvcrnenccsnsissssisnsnisnnns 22.2 2.7 08 865 891 855
5 Estate: tax: 3.7 20.8 20:8: — 961 979
- - Fotalsi:. 129.6 85.3 888 $6412 $6,744 $6,118

" . Phase-Out of The Inheritance and Gift Tax Program

- Adeption: of Proposition 6 on the June 1982 ballot abolished the state’s
Inheritance and Gift Tax laws and established ‘the new California Estate
Tax. The Estate Tax is a “pickup” tax, the effect of which is to transfer a
gormmef the federal government’s estate tax revenues to California. It
ces:niot increase the taxpayer’s tax liability. - '

- Prior-to the approval of Proposition 6, the Controller’s office employed
approximately 195 people and maintained three regional offices to admin-
ister Inheritance and Gift Tax laws. The 1983 Budget Act restructured the

‘Controller’s Division of Tax Administration to reflect the impact of Propo-
sition 6. Specifically, the 1983 Budget Act: :

. «:Eliminated 195.3 positions in the Inheritance and Gift Tax program;

" o Established 20 limited term positions (two years) to process outstand-
" ing inheritance and gift tax cases; and
o Established 21 limited term positions (two years) to begin developing
a:program to administer the new Estate Tax. ' ;

.~ In response to the adoption of Proposition: 6.and the 1983 Budget Act,
the Controller closed the San Francisco regional office, moved some of its
staff to Sacramento, and reduced staffing levels at the Los Angeles office.

In.our Analysis of the 1983 Budget Bill, we: recommended that the

- Eontroller study the necessity of maintaining two offices to process the
~workload remaining under the old inheritance and gift tax; and to admin-
ister- the:new-Estate Tax program. In response to our recommendation,

the Legislature adopted language in the Supplemental Report of the 1983

' 3’%’#’ Actrequiring the Controller to conduct'a study to determine the-

feasibitity. of closing the Los Angeles office.

Need for #he LA Office will Disappear in 1984-85 N

We recommend that the Legislature adopt Budget Bill Ianguage requir-
ing the Controller to close the Los Angeles.office by June 30, 19585 because
there will not be sufficient workload beyond:the-budget year to justify the
costs of maintaining this office. s
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In December 1983, the Controller issued a report entitled “District
Office Feasibility Study”, which analyzed alternatives for the Los Angeles
district office. The report provided estimates of what the fiscal impact
would be of consolidating the Los Angeles office with the Sacramento
office at different points in time. ‘

The first alternative considered in the report, maintaining the LA office
indefinitely, is expected to result in costs of $111,000 in 1984-85 and 1985-
86. This represents the cost of rent, utilities, telephones and other operat-
ing expenses, and equipment necessary to support the office. The second
alternative, closing the LA office on June 30, 1985, is expected to increase
these costs by $30,000 in 1984-85, and by almost $20,000 in 1985-86. These
increases are attributable to (1) moving costs in 1984-85 ($30,000), and (2)
the assumption that private counsel would have to be retained (at a net
cost of $118,000) to conduct the valuation effort in 1985-86, in lieu of using
Los Angeles-based staff attorneys. The report identifies no other adverse
consecit:ences associated with this alternative. The report also discusses
two other alternatives but concludes that they are not viable.

The report’s conclusion is that the benefits of maintaining the LA office
outweigh its costs through the end of the 1984-85 fiscal year. By keepin
the office open through the end of the budget year, the Controﬁer woul
be able to retain the existing, highly productive staff necessary to “wind -
down” the inheritance and gift tax program. Beyond 1984-85, the report
finids that the maintenance of the LA office is not cost-effective. It does
not, however, identify thé most appropriate time for terminating the
office’s operations. Instead the report recommends that another stuﬁy be
conducted in early 1985, in order to determine whether the LA office
should be consolidated with the Sacramento office as of June 30, 1985, or
on some later date. .

Our analysis indicates that in examining each alternative, the Control-
ler’s office has considered only expenditures for items othér than person-
nel. The report assumes that the same level of expenditure for personnel
would be required regardless of whether there is one office or two for .
inheritance and gift tax administration, This assumption appears unrea-
sonable. At a minimum, the report should recognize that the Controller-
would no longer need two file room supervisors. Further savings in per-
sonnel costs could result from a reduced need for temporary help through
consolidation of the available personnel. : .

“In terms of the report’s conclusions, however, we agree that the Los
Angeles office should be maintained until the end of the budget year. At
that point, our analysis indicates that the office should be consolidated
with the Sacramento office. Generally, this-conclusion.is based on our
findings with respect to two key issues influencing the need for the office:
the valuation effort associated with the Hughes case, and the likelihood

- that a significant amount of inheritance and gift tax workload will continue
beyond the budget year. : o

Hughes Case Workload Must be Completed in 1984-85. According
to the Feasibility Study, the largest cost ($118,000) associated with closing
the Los Angeles office involves the valuation effort in connection with the
Hughes case. The study assumes that private attorneys would have to be

" hired in the 1985-86 fiscal year, at a cost of $175,000. This assumption, in
rests on the assumption that the existing staff presently assigned to the
valuation phase of the Hughes case would not move to Sacramento from
Los Angeles. Consequently,these positions would be abolished, for a sav-

ings of '$57,000.
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It is by no means clear, however, that private attorneys would have to
be retained for this workload. There is no documentation in the report to
indicate that attorneys employed by the Controller’s office and operating
gut dof the Sacramento office could not conduct the work that remains to

e done. v

In any event, the issue would appear to be irrelevant, given the recently
announced decision to accelerate the schedule for bringing the Hughes
case to trail. According to the Controller’s office, the Supreme Court’s
special master will begin hearing the case in June 1984. His recommenda-
tion to the Supreme Court will follow in 3 to 4 months, and according to
the Controller’s office, a final decision by the court should be issued very
soon thereafter. If the decision is favorable to the state, a trial on the
valuation of the estate would commence in California. According to the
Controller’s office, this trial would “certainly” begin before June 30, 1985,
and the valuation effort would of necessity have to be concluded prior to
the time that the trial begins. Thus, whatever expenditure of funds is
necessary to conclude the valuation effort, whether it be for private attor-
Illgg'; or for state employees, the expenditure will occur prior to June 30,

Consequently, there is no reason to assume that closing the Los Angeles
office on June 30, 1985, would increase the costs related to the Hughes case,
as the Controller’s study assumes. When the $118,000 in additional 1985-86
cost identified in the report is eliminated, we estimate that closing the Los
Angeles office shortly after the end of the budget year would generate
savings to the General Fund of approximately $88,000 in 1985-86.

Inheritance and Gift Tax Wgrkload WI'I;/ Dwindle Rapidly. The

‘Controller’s study indicates that workload associated with the old Inherit-

ance and Gift Tax will be substantially depleted by the end of the budget
year. In subsequent discussions, however, the Controller’s office has assert-
ed that this workload may continue for an indefinite period of time, and
that this may justify keeping the LA office open beyond June 30, 1985. The
Controller’s staff insists that it is impossible to develop a more definitive
estimate of how soon the remaining inheritance and gift tax workload will
be depleted, or at what rate it will decline.

We believe, however, that recent workload reports prepared by the
Division of Tax Administration do, indeed, provide a réasonable basis on
which to project the level of inheritance and gift tax workload. New
inheritance and gift tax cases are submitted to the Controller’s office by

- “inheritance tax referees’ located in all of California’s counties. The Divi-

sion of Tax Administration prepares a report which accounts for the new
cases submitted, cases closed, and the inventory of remaining cases. Our
review of these reports indicates that given the rate at which this inven-
tory has declined recently, the inheritance tax referees will have turned
over all remaining cases to the Controller’s office by October 1, 1984.
The workload reports also indicate that both the Los Angeles and Sacra-
mento offices are processing cases at a faster rate than new cases are being
referred by the referees. This is indicated by the fact that in both offices,
the backlogs of cases remaining to be processed is declining. If their cur-
rent processing rate continues, the backlog of cases remaining to be proc-
essed will disappear before the end of the current year. o
Once the ofII-i)ces deplete their backlog of pending cases, the remaining
workload will consist only‘of new cases forthcoming from the inheritance
tax referees. Staff of the Controller’s office maintain that the resolution of
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these new cases, and the collection workload related to previously proc-
" essed cases, may require continuing the operation of the LA office beyond
June 30, 1985.

Our analysis indicates that these factors will not provide sufficient work-
load to justify maintaining the LA office beyond June 30, 1985, for the
following reasons: : ' _

o Any new cases filed will be processed during the budget year.

The workload reports indicate that the rnumber of new cases forth-
coming from the inheritance tax referees probably will dwindle to
virtually zero during the first quarter of the Eudget year. Based on the
trends evident in these workload reports, the last cases submitted by
the referees will be processed by December of 1984.
According to the workload reports, during 1982-83 the Los Angeles
office completed 77 percent of its new inheritance tax cases within 2
to 3 weeks from the time the reports were received from the referees.
Sixty-five percent were completed in less than two weeks. All but 9
percent were completed in under two months. During the same peri-
od, the Sacramento office processed over 60 percent of its new cases
in under a month, and all but 18 percent in under 2 months.

o Remaining Legal Workload Will Be Minimal. The Controller’s
workload reports indicate that only 2 percent of the new cases are
likely to require court appearances and hearings.

‘o Accounts Receivable Balance Overstates Workload. The Control-
ler also states that the continuation of the Los Angeles office is justi-
fied by the large backlog of accounts receivable. Table 5 shows the
growtK in the accounts receivable balance since 1978-79 for both
inheritance and gift taxes. It also shows the percentage of the prior
year’s accounts receivable balance which was collected each year.
These figures show that the Controller’s office has never collected
more than 51 percent of deferred inheritance tax accounts receivable
from the lFrior year, nor more than approximately 15 percent of de-
ferred gift tax accounts receivable. Consequently, we question
whether the current-year accounts receivable balance is a true reflec-
tion of revenues that are collectable and warrant attention by the

- office.
Table 5
Accounts Receivable Balance and
Percent of Prior Year Balance Collected

1978-79 through 1982-83

(dollars in thousands) -
Fiscal Year .
1978-79  1979-80 198081 . 1951852 1982-83

Inheritance Tax

Accounts Receivable Ending -Balance ...... $38,667  $49218  $93427 - $161,630 $164,163
Percent of Prior Year Collected ........coonn.. - 3T5% 29.9% 40.1% 51.3% 40.0%
Gift Tax ) ' :

Accounts Receivable Ending Balance ...... $6,176 $09280  $12,682 $12,926 $13,851
Percent of Prior Year Collected ......cccoconnns 13.3% 6.8% 14.7% 9.9% 13.5%

In summary, we can find no analytical basis to support the additional
expenditure of state funds required to continue the operation of the LA
office past June 30, 1985. On this basis, we recommend that the Legislature
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adopt Budget Bill language directing the Controller to terminate. the
operation of the Los Angeles office as of June 30, 1985, as follows:

“The Controller shall consolidate all inheritance and gift tax adminis-
tration activities in the Sacramento office as of June 30, 1985”.

Inheritance and Gift Tax Collection Workload May Not Warrant a Siaff in-

ccrease PoLormnmand  Rgpsova)

We«n’thbok%gosmendamn positions and $212,000 proposed to
reduce the backlog of delinquent Inheritance and Gift Tax accounts re-

ceivable, because the collectability of sufficient accounts to warrant an
Increase in staff has not been established. We further recommend that
prior to budget hearings, the Controller present information needed by
the Legislature to assess the collectability of these accounts. .

The Controller has requested 9 positions and $212,000 in the budget year
in order to reduce the backlog of accounts receivable under the inherit-
ance and gift taxes. These are accounts where a final determination of the
amount due has been made, and no legal issues or actions are pending. As
shown in Table 5, a sizeable inventory of accounts receivable has ac-
cumulated under these tax programs in the past five years. The budget
indicates that this inventory is expected to begin declining in the current

ear. It also indicates that 300 accounts, which are carried on the books as
eing worth $500,000, will be written off as uncollectible in both the
current and budget years. . :

Qur analysis indicates that the size of the backlog may not be a valid
indicator of the amount that can reasonably be expected to be recovered.
Many of these accounts have been carried on the books for several years
and their potential for collection has not improved. Thus, a large propor-
tion of the accounts in the reported backlog may actually be uncollectible.
If that is the case, the extra resources requested by the Controller would
produce little in the way of benefits. .- :

Most businesses perform an “aging” of their accounts receivable as a
means of determining which accounts are potentially collectible and
which are not. We believe that such an analysis would assist the Legisla-
ture in determining whether the requested staff increase is warranted.
Accordingly, we recommend that the Controller present such an analysis
of the accounts receivable prior to budget hearings. Pending the receipt
of this analysis, we withhold recommendation on the request for $212,000
and 9 new positions.

Hughes Case Research Positions No Longer Necessary v

. We recommend the deletion of $157,000 (Item 0840-001-001) and six
positions assigned to the Howard Hughes Case because the positions are
no longer justified on a workload basis. o '

The budget includes $157,000 to continue six positions assigned to the
Howard Hughes Inheritance Tax Case. These six positions were estab-
lished in 1977-78 to b?ﬁin the groundwork for the case. The Hughes Case
has now been scheduled to go to trial in June 1984. In response, the
Controller has greatly accelerated his efforts in the current year to pre-
pare for the upcoming court date, and private counsel has been obtained
to argue the case. ,

According to the Controller’s office, the workload associated with the
six positions established in 1977-78 will be largely completed by the time
the trial commences. With the court case scheduled to begin this June,
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there is no justification for continuing the positions in the budget year.
Therefore, we recommend that the six positions and $157,000 be deleted.

Board of Control Write-Off Limit

Under existing law, state agencies must pursue all delinquent accounts
receivable which exceed $25, and: may refrain from taking any action to
collect accounts below that limit, upon-approval of the Board of Control.
The budget proposes increasing this write-off limit to $50. According to
the Priorities Based Budget (PBB) report prepared by the Department
of Finance in 1983, increasing the write-off limit to $50 would reduce the
Controller’s personnel requirements by 0.5 personnel-years, for a savings
of $10,500. : :

The total amount of accounts receivable valued between $25 and $50
currently held by state agencies is unknown. The administration has not
provided any information regarding what amount might be recovered in
the absence of an increase in the limit, or on the effect this proposal might
?ave on the tendency of persons to pay accounts valued under $50 in %he
uture. . '

Gas Tax Refund Audits

We recommend. approval,

The Division of Tax Administration receives claims for refunds of gaso-
line taxes from individuals who have purchased gasoline and used it for
purposes other than transportation over public roads. The Tax Administra-
tion division reviews these claims, some of which are field audited. Cur-
rently, field audits are only conducted on claims exceeding. $3,000.

The budget proposes to raise the threshold level for gas tax refund field
audits from $3,000 to $6,000. This proposal also stems from the PBB review.
The $6,000 threshold level is essentially the break-even point for audit

costs and recoveries. The PBB report determined that raising the thresh--

old to $6,000 will result in the loss of approximately $40,000 in claims
exceptions, based on documented audit recovery rates. Raising the thresh-
old level, however, will also reduce audit workload requirements by one
General Auditor II position, for a savings of $41,267. Thus, the net benefit
of raising the threshold level is $1,267. '

LOCAL GOVERNMENT FISCAL AFFAIRS

The Local Government Fiscal Affairs program is responsible for (1)
prescribing accounting and budgeting requirements for counties and spe-
cial districts and for reporting local government financial transactions, (2)
receiving and reporting on the use of state gas tax funds, (331 approving
county cost allocation plans, (4) administering state law regarding proper-
ty tax delinquencies, and (5) administering portions of the Senior Citi-
zens Property Tax Postponement program. Table 6 summarizes the
activities for the five elements in this program. :
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Table 6
Local Government Fiscal Affairs
-Summary by Element
{(dollars in thousands) - S
Personnel-Years Expenditures

Actual  Estimated Proposed = Actual - Estimated ~ Proposed
1. Financial information ......c....... 294 318 36.0 $1,332 $1,466 $1.664
2. Streets and roads ...... w400 470 . 484 1673 - 1,771 ,023.
3. County cost plans. . 104 43 43 426 243 253
4, Tax deeded land........ccoonvrvrvereee 92 . 102 10.3 350 - 423 - 346
5. Senior citizens’ property tax . - .
POSLPONEMENt .vvvvevvvrecrivsesenss 149 153 . 192 529 530 . 657
TOLALS ..ovvveeiermssanninesosissassesasees 103.9 108.6 1182 $4,310 $4433 . $4943

«Trunsporiaiidn Development Act Audit Workioad is Uncertain

We recommend approval of the request to reestablish 14 positions need-
ed to conduct reimbursable Transportation Development Act Audits, We
further recommend that the positions be reestablished on a two-year,
limited-term basis in recognition of the uncertainty surrounding workload
Dprojections. ‘ ' ‘

The Controller proposes to permanently reestablish 14 positions used to
- perform reimbursable audits of all entities claiming Transportation Devel-
opment Act (TDA) funds—principally cities, counties, and transit opera- .
tors. The positions would also be used to conduct audits of county trust
funds where TDA monies are deposited prior to payment of claims, and
of Regional Transportation Planning agencies (RTPA’s), which adminis-
ter the fund at the local level. | o ‘

- The Controller’s TDA audit workload is neither guaranteed nor con-
stant from year-to-year. The workload depends on the number of local
agencies that elect to contract with the Controller for audits required by . -
the Transportation Development Act. Some audits are'annugl, others
triennial. All claimants of TDA funds are audited annually, but transit
‘operators and RTPA’s also are the subject of triennial performance audits. -
In addition, required audit completion dates vary from 90 days to one year
after the close of the prior fiscal year. S '

We believe the 14 positions are justified on a workload basis for the
budget year. Because of the uncertainty of contract renewals and the
irregular workload, however, we recommend that they be reestablished
on a 2 year limited-term basis, rather than permanently as the budget
Froposes. This will enable the Legislature to review the continuing need

or these positions in connection with the 1986-87 budget.

County Cost Allocation Plans Do Not Receive ‘Adequate Review

We recommend that the Legislature adopt supplemental report-lan- -
guage requesting the Controller to pursue the study recommended by the
Task Force on Indirect Costs. We further recommend that the Controller
present to the Legislature at the time of budget hearings a detailed plan
and timetable for the study. : v S
Each county must annually prepare a countywide cost allocation plan - -
(CAP) in order to receive federal reimbursement for indirect and central
support service costs related to federally supported programs. These plans -
. are also used in the determination of costs chargeable to many state- .
supported programs. In essence, a cost allocation plan identities the
amount of county overhead which qualifies under the federal guidelines,
and allocates this cost to all of the county’s programs. The cost allocated
to a specific program represents that program’s share of the cost of main-
taining county support services. In cases where the county administers
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state or federal programs, the amount allocated also represents a cost
which can, at least partially, be charged to the state and federal govern-
ments. ’ c :

The federal Department of Health and Human Services (DHHS) has
delegated to the Controller the authority to issue supplemental instruc-
tions and procedures to counties, review the plans, negotiate changes,.and
approve such plans. The Controller has established the Bureau of County
Cost Plans (BCCP) to carry out these duties. - o

The BCCP conducts a desk review of all 58 CAPs, and may also conduct
a field review to examine working papers or supporting documents. The
reviews ensure that: (1) the basis for each allowa%ﬁ)e cost is fully explained,
(2)- the CAP reconciles with the financial statements presented in: the
budget, and (3) the allocation methodology and statistics adhere to federal
and state guidelines. . . _

In our Analysis of the 1983-84 Budget Bil], we indicated that there were
several %roblems with the state’s review of county cost plans. Most signifi-
cantly, the current review process does not insure that the'state pays only
its fair share of allowable {)ocal governments costs. The BCCP does not
ensure that costs charged against state and federal programs can be traced
back to the CAP. Instead, it seeks primarily to ensure that allowable
* ‘overhead costs and: central support services are identified, accumulated,

and allocated correctly. In essence, the BCCP review concentrates on
adherence to the established guidelines and the mathematical correctness
of the CAP. ' o
Given the opportunities for abuses in the current system, we recom-
mended that Ele Legislature request the Controller to econvene a task
force to study these issues and recommend a procedure for reconciling the
allowable arnount of indirect costs contained in county cost allocation
plans with the amount charged to the state government. In response to
our recommendations, the Legislature adopted language in the Supple-
mental Report of the 1983 Budget Act that required the Controller and
other state agencies to develop a procedure for reconciling county over-
head costs charged to the CAPs with costs charged to the state, and to
“report to the Legislature with recommendations to improve the account-
ing and reconciliation of these costs no later than December 31, 1983.

Task Force Recommends Further Study

The Controller convened a task force of representatives from six state
agencies to respond to the language adopted in the Supplemental Report
of the 1983 Bu ]fetAct. This task force, however, did not develop a proce-
dure to reconcile the allocation of overhead costs. Instead, the task force
decided there was insufficient data to justify, on a cost/benefit basis, estab-
lishing new review procedures for reconciling county overhead costs. The
task force has prepared a “preliminary” report that proposes a special
study of the overhead cost accounting methods of six counties to quanti
the extent of the problems that exist in the CAP review process. The tas
-force intends to use this information to determine which, if any, of several
'ge‘w’ review procedures it has considered will be justified on a cost/benefit

asis.

-The task force’s preliminary report estimates that six person/years of
‘effort will be required to complete the special study. The agencies serving
on the task force have agreed to contribute resources, but at the time this
~ analysis was prepared, no work had begun on the special study. The
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preliminary report suggests that the special study be completed no later
than August 31, 1984, to provide the ll'illl task force with enough time to
develop final recommendations to the Legislature by October 15, 1984.
Information developed by the task force to date indicates that this is an
area where additional review is appropriate. In fact, the discussions which
took place seem to confirm our suspicion that the state’s financial interests
are not served adequately by the present system. In order that the Legisla-
“ture have some better idea of how extensive the problem is so that it can
decide whether corrective action is necessary, we recommend that the
Legislature adopt the following supplemental report language requesting
the Controller to pursue the study recommended by the task force: '

“The Controller shall, in conjunction with the representatives of other
affected state agencies, undertake a special study to determine the
extent to which problems exist in the present methods for review and
payment of county overhead costs charged to state programs. The Con-
troller shall submit the report of the task force to tlll)e fiscal committees
of the Legislature no later than December 1, 1984.”

We further recommend that the Controller’s office present to the Legis-
lature during the budget hearings a detailed plan and timetable for the
study, and that it obtain a commitment from the task force members on
funding and staffing for the study. ‘

Workload Effect of AB 800 is Uncertain

We recommend that six new positions requested for the Senior Citizens’
Property Tax Postponement program be approved for a two-year limited
term. We also recommend that the Legislature adopt supf;lemen tal report
language directing the Controller to report to the Legislature by Novem-
ber-30, 1955 regarding the impact of AB 800 (Ch 1051/83) on workload
under the program. v

The Senior Citizens’ Property Tax Postponement program allows eligi-

ble homeowners to defer payment of all or a portion of the property taxes
on their residences. The state puts a lien on the groperty to assure that the
taxes are paid when the property is transferred to heirs or sold, and the
state charges interest on the full amount deferred. '

To be eligible, persons must be 62 years of age or older, own and occupy

a house, condominium, or mobilehome and qualify under one of two
income limits.

Assembly Bill 800 (Ch 1051/83) made several changes to the Senior

Citizens’ Property Tax Postponement program. Specifically, this act: -

o Expanded eligibility to include mobilehome owners whose homes are
located on rented or leased property; . s :

o Established two income eligibility limits, $34,000 for claimants who.
qualified during or before 1983, and $24,000 for those who qualify in.
1984 or thereafter; and. . - - -

o Provided for a variable interest rate on taxes deferred. Interest will
be tied to the yield of the Pooled Money Investment Fund.

Workload Resulting From AB 800 Cannot be Estimated. The
budget reguests six new positions to handle the additional workload that -
is expected to result from AB 800. These positions would be established on-
a permanent basis. v ; :

Our analysis indicates that additional workload will result from AB 800.
At the present time, however, we are not able to determine the extent of
this adgitional workload, for the following reasons.




106 / EXECUTIVE Item 0840

STATE CONTROLLER'S OFFICE—-Confinué_d

o Estimates of the number of senior citizens who own mobilehomes
.. .vary considerably. In preparing its budget, the Controlier relied
on figures from the Department of Housing and Community Devel-
“opment, which indicated that senior citizens may occupy 64,000 to
85,000 mobilehome units in California. The census data unit in the
Department of Finance, however, estimates that the number is more
like 151,000 units. ‘

o The Controller has not determined how many senior citizen mobile-
home. owners will be eligible to participate. The legislation re-
quires .that senior citizens have incomes below $24,000 in order to
qualify for the program. The Controller has made no estimates of how |
‘many mobilehome owners have incomes of less than $24,000.

o The estimated participation rate of eligible mobilehome owners is
questionable. The Controller estimates that 10 percent. of the
total number of mobilehome owners will participate in the program,
compared with a 2 percent participation rate for owners of conven-
tional homes. The Controller’s office anticipates a higher rate of par-
ticipation for mobilehome owners on the basis of several behavioral
assurnptions. ,

o Workload Requirements are Uncertain.  AB 800 creates a new set
of administrative requirements for the Property Tax Postponement
Program. The Controller’s office does not know how much effort will

be required to comply with these requirements.

Thus, in addition to uncertainty regarding the number of new claimants,
there is uncertainty regarding the amount of time necessary to process
each new claimant, the complications resulting from the variable interest
rate, and the process by which liens for mobilehome owners will be filed.

Given these uncertainties, we conclude that there is not sufficient justi-
fication to establish positions for this program on a permanent basis.
. Therefore, we recommend that the positions be approved for a limited
term, to permit legislative review in the future.

We further recommend that the Legislature adopt supplemental report
language requesting the Controller’s office report to tEl)le Legislature on
the implementation of AB 800. Specifically, we recommend adoption of
the following language: : , _

“The State Controller shall submit to the fiscal committees of the Legis-
lature by November 30, 1985, a report on participation in the property
tax deferral program for Senior Citizen mobilehome owners. This re-
port shall also include information as to the Controller’s expenditures
for implementing the program, as well as the expected ongoing ad-
ministrative costs associated with the program.”

Sufficient Workload Exists for Only One Actuary :

We recommend (1) approval of one actuary position for review of
public retirement systems, and (2) reduction of $50,000 requested in Item
0840-001-001 for consulting services which would duplicate the services
- ‘which the actuary is intended to provide. ‘

AB.727 (Ch 928/77) required the Controller’s office to review the ac-
tuarial valuations of state and local retirement systems on a triennial basis.
‘It was the intent of the Legislature in enacting AB 727 to safeguard the
solvency of all publi¢ retirement systems and funds by subjecting each one
- to a periodic, independent analysis of its financial condition by the Con-

' troller’s office.
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According to the Controller’s office, the triennial valuation cycle re- . )

%uires that 25 plans per year be reviewed to comply with the mandate of -

B 727. The Controller, however, has not had available the actuarial ex- .-

pertise needed to review the valuation of public retirement systems on a
triennial basis. Since 1980, the office has contracted with a private actuarial
consulting firm to assist it in complying with the requirements of AB 727.
This firm has reviewed five plans each year since 1980, at an annual cost
to the state of $50,000. . '

One Actuary Can Handle All Workload, The Controller estimates

that one actuary employed by the state could review 25 plans per year, at
a General Fund cost oiy $46,000. Information provided by the consultant
shows that one actuary would require approximately 1,450 hours to review
the financial plans of 25 retirement systems. This approximates the work-
load standards in the budget proposal, which allow 1,422 hours for review
of 25 plans, and 360 hours to conduct other work that will be necessary for.
the review process. The total—approximately 1,800 hours—is the budget-
ed equivalent of one personnel year. On this basis, we recommend that .
one actuarial position be established in the Controller’s office for review
of the triennial valuations of public retirement systems. '
Consultants Will No Longer Be Necessary. e budget for the Con-
troller’s office includes $50,000 to continue an existing contract with a
consulting actuary. The consultant would review the larger and more
complex retirement systems in California. .
The Controller has provided no evidence that an in-house actuary
would be incapable of reviewing the larger systems. In fact, the Control- -
ler’s own woriload estimates indicate that one actuary can review 25

retirement systems per year, including the larger, more complex systems. -

The Controller also recommends retaining the consultant to provide - -
assistance to the in-house actuary in the event any special problems are
encountered. While we acknowledge the possibility that special problems
may be encountered that require outsicfe' advice, we believe that the
Controller should contract for such advice on an as-needed basis.

In sum, given the new actuary position, we see no justification for
continuing the Controller’s existing contract with the private consultant.
Accordingly, we recommend that the amount budgeted for consulting
and professional services—external in 1984-85 be reduced by $50,000.

, Systems Development ’

The Systems Development program is responsible for (1) development -
and maintenance of computer programs utilized by the employment his-
tory and payroll systems, (2) all other programming functions of the State
Controller’s office, and (3) other Systems Development users. Table 7 -

. . provides a summary of the personnel-years and expenditures for two
. elements of this program. . o

Table 7
Systems Development
" Summary by Element
(dollars in thousands) _ .
) Personnel-Years _ Expenditures .
Actual - Estimated Proposed. Actual.  Estimated Proposed
: 198283 1983-84 198485 1962-83 1983-84. 195485
1. Systerns maintenance support ........ 3.3 674 674  $3484  $3794 - $3913
2. Systems development support......... 38.1 364 361 1,446 1,492 1,559

Totals “1114 1038 1035 .$4,930 $5,286 $5,472
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A UNCLAIMED PROPERTY

- Through the Unclaimed Property program, the Controller (1) collects-
unclaimed property from holders of such property (financial institutions,
corporations, and others) and (2) attempts to return the property to
‘owners or heirs. If the owners cannot be found, the property escheats to
the state. Table 8 summarizes expenditures by Unclaimed Property Divi-
sion under its two program elements, abandoned property and estates
with unknown heirs. '

Table 8
Unclaimed Property
Program Summary
{dollars in thousands)
Personnel-Years nditures
Actual Estimated Proposed  Actual ~ Estimated Proposed
195283 1983-84. 1984-85 1982-83  1983-84  1954-85
79.1 770 770 $3,019 - $3,352 $3,465
5.1 47 48 208 170 192

" Totals i 82 . 8L B8 R $B5® LT

- Reduction: in the Adverfising Period

We recommend approval.

The budget proposes enactment of legislation to shorten from four
weeks to two weeks the length of time during which the names of owners
of ‘unclaimed property are published. Because this change will result in a
$10,000 decrease in the cost of the advertising program, and have little
effect on the number of unclaimed t?‘zloperty owners who respond to the

" advertising ‘effort, we recommend that this legislation be enacted.

ADMINISTRATION '
- The Administration program provides executive direction, policy guid-
- ance, management, and support services to the operating divisions. Table
-8 shows the expenditures for each element of this program.

Table 9 .

~ Administration
" Program Summary
(dollars in thousands)

" Personnel-Years _Expenditures
Actual  Estimated Proposed ~ Actual:  Estimated Proposed
1952-83 198384 1984-85 1989-83  1983-84  1984-% .

1. Executive office......

2. Administrative :services...
other- divisions: .........cn-

, Net:Totalsi it

550 494 419 60 o1%: . 2930 ..

568 494 509 09T 2097 g
% 2 @7 505 $L4%8  §I40

%58 20 %57 @551 401 $pdemc o
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STATE BOARD OF EQUALIZATION

Item 0860 from the General = -
Fund and various funds ' Budget p. LJE 95

" Requested 198485 ..........ooccoocoeere i s inensseetssssesmmmnssiesio $83,588,000
Estimated 1983—84...........ccccuevinneissiviniieresmisisnsnesssrsiesisssssossassaes . 77,865,000

Actual 1982-83 ...c.icvvuvimincerrinnsiminnsinivsnmiasinssssssssssnissismssossessinsiiinse 10,882,000
Requested increase (excludmg amount o .
for salary increases) $5,723,000 (47.3 percent)

Total recommended reduction civerosiniossesnmensivrmisssssiunossisingespainnnes - 3,402,000
1984-85 FUNDING BY ITEM AND SOUR}CE‘ L :
Item Description ' Fund .- Amount
0860-001-001—Support - - . General . $76,703,000
0860-001-022—Supp0rt Emergency Telephone . - : 89,000
. Number Special Account; e
' : Géneral - . ' ) '
- 0860-001-061—Support Motor Vehicle Fuel Ac- - 3,812,000
k ~.count, Transportation Tax i
0860-001-064—Support : Motor Vehicle License Fee - 1,060,000
) . : Account, Transportation
0860-001-415—Support Umversal Telephone Serv- | 91,000
ice FE
0860-001-465—Support Energy Resources Programs : 70,000
Account, General -~ o
» 0860-001-965—Support _ Tunber Tax 1,763,000
Total S $83,588000

SUMMARY OF %JOR ISS:;Z: AND RECOMMENDATIONS - page

1. Tax Returns\ Augment Item  0860-001-001 by $227 000. - 114
“Recommend addition of 15.7 positions for processing -tax
_returns because they will produce additional revenues that =

" are well in excess of their cost (Revenue Gain: $1.2 million). -

2. Delinquent Tax Collections. Augment Item 0860-001-001 116
by $501,000. Recommend addition of 26 positions for col-

- lection of delinquent sales taxes, because the positions will -
produce additional revenues well in excess of theu' cost
(Revenue Gain: $2 million). " - ‘

3. Sales Tax Reimbursements. Reduce Item 0560- 001-001 by 118
$4,130,000. Recommend a reduction of $4,130,000 to cor- - .
rect underbudgeting of the amount local governments will
pay for administration of the local sales and use tax. Further
recommend adoption of Budget Bill language to preclude
expenditure of sales tax reunbursements in excess of rewsed
budget estimates. - i

4. Legal Entity Ownership Program Reduce Item 0860- 001- 120
001 by $110,000, augment Item 0860-001-064 by $110,000. =
Recommend that local governments be required to support
50 percent of the direct cost of the program, because they
receive most of the beneﬁts from the program.
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GENERAL PROGRAM STATEMENT

- The Board of Equalization is the largest tax collection agency in Califor-
nia. It consists of the State Controller and four members who are elected
from geographic districts. Members of the board are elected at each gu-
bernatorial election and serve four-year terms. The chairmanship of ﬁle

" board is rotated annually among the members. The chairman automatical-
ly serves as a member of the Franchise Tax Board, which administers the
personal income and bank and corporation franchise taxes.

Responsibilities of the Board

About 93 percent of the board’s staff is devoted to the administration of
the state and local sales tax and several other business taxes. Administra-
tion of these taxes includes registering taxpayers, processing tax returns,
" auditing ‘accounts, and collecting de]ginquent taxes. The board also has

constitutional and statutory responsibilities regarding the administration
of local property taxes, and about 7 percent of its staff is engaged in those
activities. The board’s various responsibilities are described below.

Administration of Business Taxes. The board administers and col-
lects the state’s 4.75 percent sales and use tax, the local 1.25 percent sales
and use tax, and a 0.5 percent transaction and use tax for seven local transit
districts. The board either has or shares responsibility for the administra-
tion of five state excise taxes: (1) the alcoholic beverage tax, (2) the
cigarette tax, (3) the motor vehicle fuel license tax (gasoline tax), (4) the
use fuel tax (diesel tax), and (5) the insurance tax. The board also adminis-
-ters (1) the private car tax, which is imposed on privately-owned railroad
cars, (2) the surcharge on the consumption of electricity, (3) a telephone
surcharge, which is used to fund the 911 emergency telephone systems,
and (4) a pair of taxes on the generation and disposal of hazardous sub-
stances. - : Lo

Local Property Taxes. The board surveys the operation of county
assessor’s offices, issues rules governing assessment practices, trains prop-
erty appraisers, and provides technical assistance and handbooks to county
assessors’ staffs, The board also determines the value of public utility
property -and .allocates assessed value to each local taxing jurisdiction in
which such property is located. In addition, the board administers the
timber yield tax. e »

Review of Appeals from Other Governmental Programs. - The board

" hears-appeals of decisions made by the Franchise Tax Board that are filed

by taxpayers and property tax assistance claimants. In addition, hearings
are also held to review local assessments of property owned by a city or
county, when these assessments are contested.

The board has 2,837 authorized positions in the current year. .

Revenues Administered by the Board S ‘

" Table 1 shows estimated state and local revenue collections from pro-

- - -grams administered by the board. Total revenues from these programs in
~1984-85 are estimated at $15.0 billion, which is. 10.6 percent above the

_estimated current-year level. . , e
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" Table 1
State and Local Revenues _
Collected by the Board of Equalization *
1982-83 through 1984-85
(in millions) . »
Actual - Estimated Projected Change
1982-83 1983-84 198485 Amount Percent

State sales and USe taX......coivivvererrmmesssonionsens $7,79 $8,734 $9,733 $999 11.4%
Local sales and use tax 2,460 2,756 3,072 316 114
Alcoholic beverage tax B . 13 137 > —
State cigarette tax 91 186 180 -6 -31
Local cigarette tax 81 719 kil -2 =31
Motor vehicle fuel tax (gasoline) ... 835 1,46 970 —-176 -1.3
Use fuel tax (diesel) .....ccrivsisnen - 93 128 127 =1 -038
Energy resources surcharge 31 S 30 30 P —_
Emergency telephone users surcharge...... 23 28 34 6 21.1
Hazardous substance taxes .........sesresseesss 16 18 - 19 1 84
Insurance tax 737 42 615 113 39.1
Timber yield tax 10 12 12 - —
Private railroad car tax ..o 4 8 6 -2 ~170
Universal telephone service...........imineens — — 30 30 —

Totals : $12,412 $13,604 $15,042 $1,438 10.6%

#Source: Department of Finance, Board of Equalization.
b Change of less than $500,000.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes appropriations of $83,588,000 from various funds
to support the State Board of Equalization in 1984-85. This is an increase
of $5,723,000, or 7.3 percent, above estimated current-year expenditures.
This increase will grow by the cost of any salary or staff benefit increases
approved for the budget year. , S

Total expenditures, including expenditures from reimbursements, are
proposed at $109,517,000. This is an increase of $6,125,000, or 5.9 percent,
above estimated current-year expenditures.

The'budget requests a total of 2,855.4 authorized positions in 1984-85, an.
increase of 18.4 positions above the number authorized in the current
year. The budget proposes a total of 2,751 personnel-years in 1984-85, an
increase of 17.1 above the number authorized in the current year (person-
nel-years equal authorized positions minus salary savings.) -

Table 2 summarizes the number of personnel-years and expenditures
associated with each of the board’s programs in the prior, current and
budget years. v : :
Significant Budget Changes :

The budget proposes the following program changes in the budget year:

« Continuation of a program that monitors changes in ownership of
legal entities for purposes of property tax administration, at a cost. of

- $220,000. This program, mandated by Ch 1141/81 (AB'152), was estab-
lished for a two-year period by the 1982 Budget Act. ,

« Implementation of various changes in the administration of the sales
and use tax enacted in Ch 10x/83 (AB 28x), Ch 323/83 (AB-223) and
Ch 600/80 (SB 1541), at a cost of $294,000. : o

« Implementation of the Universal Telephone Service Tax, pursuant to .
Ch1143/83 (AB 1348), at a cost of $91,000, funded through redirection -
of existing resources. ' v :
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Table 2
Board of Equalization Budget Summary
1982-83 through 1984-85 . -
(dollars in thousands)
Persorinél-Years Expenditures

Actual .~ Estimated Proposed

198063 198384 19455

Actual Estimated  Proposed
196283 19384  194-%

County Assessment Standards 944 -~ 899 89.3 $4,028 $4,226 $4,440
State Assessed Property ..o 914 89.3 89.3 3577 3,858 4,073
Timber Tax 380 313 373 1,578 1,676 1,763 .
Sales and Use Tax ...civeres i 22850 23455 23612 T7421 85,729 90,890
Hazardous Substance Tax ... . 6.2 81 81 . 237 331 346
Alcoholic Beverage TaX.i.mcmmesmsiens 244 245 4.5 692 781 826 .
Cigarette Tax . 119 119 11.9 1,601 1,636 1,782
Motor Vehicle Fuel License Tax.......... 12.6 12.2 117 490 513 523
Use Fuel Tax 91.6 89.3 8.3 2949 3149 3289
Energy Resources Surcharge .............. 16 18 18 54 78 - 70
Emergency Telephone Users Sur-

charge : 23" 24 24 69 83 89
Insurance Tax 16 16 16 67 76 80
Universal Telephone Service Tax......... - - 2.5 — — 91
Appeals from other Governmental _

Programs 200 201 20.1 903 1,002 1,058 -
Administration (undistributed) ........... 56 0 = — 303 254 197

Totals 26566 27339 2,751.0 - $93969 $103,392  $109,517
Reimbursements ... s — - — 8037 25527 —25929

Net tOtals .....cvrmmussmseresmremmessssssssasss 26566 2,7339 - 27510  $70,832  $77,865 . $83,588

The budget élso proposes the following changes to fund the cost of
continuing the current level of services in the budget year and to delete

one-time expenditures:

« Full-year funding for a staff salary increase that took effect on January

1,.1984, at a cost of $1,892,000.

e Merit salary adjustments, at a cost of $1,195,000.

« Staff benefit increases, at a cost of $906,000.

« Inflation adjustments for operating expenses, at a cost of $1,701,000.
o Additional staff to support increased workload in processing sales and

use tax returns, at a cost of $330,000.

+ Deletion of one-time data processing expenditures for administration
of new transit district taxes, for a savings of $249,000.

Table 3 summarizes all of the proposed changes to the budget.

Table 3

Board of Equalization
Proposed 1984-85 Budget Changes
' {in thousands)

1983-84 Revised Budget

Changes

A. Changes to maintain current program
" . 1;Full-year funding, salary increase

$1,892

1,195

. 2.-Merit salary adjustments

906

3. Staff benefits .
4. Price increase, operating expenses

1,701

5. Sales tax return processing

330

Totals
$77,865
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6. Department of Housing and Community Development, contract .. 4
7. -Department of Motor Vehicles, contract 76
8. Increased reimbursements —444
Total - o $5,700
B. Limited-term activities . .
1. Transit district taxes —249
2. Gasoline tax increase (SB 215) -12
3. Change of ownership activity (AB 152) —230 ) ’
Total ‘ —$491
C. Program Change Proposals v : .
1. Sales and Use Tax Legislation (AB 28x, AB 223, SB 1541) ........c....... 294
2.-Change of ownership activity (AB 152) ... 220
3. Universal phone service tax (AB 1348) ) 91)* :
“Total S $514
Total, 1984-85 Budget Request -$83,588

® Funded through redirection of existing resources.

ANALYSIS AND RECOMMENDATIONS

SALES AND USE TAX PROGRAM

The budget proposes expenditures of $90.9 million for administering the -
sales.and use tax program, which includes registering taxpayers, process-
ing tax returns, auditing accounts, and collecting delinquent taxes. This is

$52 million, or 6.0 percent, more than estimated current-year expendi-
tures for the program. o

More Staff Needed to Implement Recent Sales Tax Legislation
We recommend approval. ‘

The budget proposes to add .15 new positions to implement recent
legislation affecting the sales and use tax program, at a General Fund cost
of $204,000. Ten of the positions are requested to accommodate increased
returns processing anc? collections workload associated with the -enact-
ment of Ch 10x/83 (AB 28x) and Ch 323/83 (AB 223). The-other five
positions are needed to accommodate increased collections workload as-
socifted with new federal and state laws governing bankruptcy filings and
tax liens, : :

New Tax Provisions. AB 28x accelerated the prepayment of sales
and use taxes due from retailers in the second quarter of each calendar

ear, in order to achieve one-time revenue gains in 1982-83. Under prior
aw, certain retailers were required to make two prepayments in the
second quarter, based on 90 percent of their estimated tax liability in April
and May. AB 28x increased the prepayment amount to 95 percent of tax
- liability and extended the second prepayment period to cover the first
fifteen: days in June. T T A
. .Both AB 28x and . AB 223 modified the procedures used to:-calculate

_interest amounts owed to.or by e state on the underpayment or overpay-

ment of the sales and use tax, use fuel tax, metor ve 'ci:‘lfuelv-license tax,
msurance tax, cigarette tax, alcoholic beverage tax, energy resources sur-
charge, emergency telephone users surcharge and the two hazardous
substances taxes. Under prior law, interest was charged at a fixed rate

computed on a simple daily basis. Under AB 28x, the interest rate afterJuly -

1, 1983 is established by the Franchise Tax Board for a'six-month period, -
based on the average prime lending rate over a specified six-month peri-
od. Also, interest paid by the state or a taxpayer after July 1, 1983, must .
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be compounded daily. AB 223 modified these provisions to specify that
daily compounding applies only to the Personal Income Tax, the Bank and
Corporation Tax and the Sales and Use Tax. It also sfpecified that com-
pound interest calculations are based on the amount of tax error, interest,
and penalties.
" Bankruptcy and Tax Lien Changes. In 1983, the U.S. Supreme
Court issued rules that significantly reduce the amount of time creditors"
have to file claims in bankruptcy proceedings. Prior to the court ruling,
creditors had approximately seven months after the date of petition to file
~a claim with the bankruptey court. Effective August 1, 1983, creditors are
permitted only four months following the date of petition in which to file -
claims. This ruling substantially reduces the amount of time the board has
to identify potential tax debtors who have filed for bankruptcy, audit their
accounts, and prepare claims to be filed with the courts,
The board’s compliance program has also experienced increased work-
- load due to enactment of Ch 600/80 (SB 1541), which requires the board
to release tax liens within 40 days after payment of the tax liability. At the
board’s current level of staffing, liens are not released until 100 days after
- payment, and there is a substantial backlog of releases to be processed.
Positions are Justified. Our analysis indicates that the 10 positions
requested for implementing the business tax provisions of AB 28x and AB
223, and the five positions requested for accommodating the new bank-
* ruptcy and tax lien rules, are justified. The recently enacted changes in
. prepayment procedures and in the method for calculating interest
amounts have led to an increase in the number of errors on returns filed
" by taxpayers, and have complicated the board’s responsibilities for proc-
essing returns and collecting delinquent taxes. Complying with the re-
quirements of the Supreme Court ruling and SB 1541 will result in
significant workload increases for the board’s tax compliance program:
Without the additional positions, the board would be able to adapt to the
increased workload only by reducing the number of tax returns processed
on a monthly basis and increasing the number processed on a quarterly
basis. This would delay the deposit of sales tax receipts submitted by
retailers, and therefore would result in a loss of interest revenue to the
state. We estimate that this revenue loss in 1984-85 would be approximate-
- 1y $1.1 million. In order to facilitate the timely processing of tax returns
under the requirements of the new legislation, we recommend approval

of this request as budgeted. o
Processing Business Tax Retfurns L .

“We recommend an augmentation of $227,000 and 15.7 positions for proc-
essing additional sales tax returns, because these peositions will produce
additional state revenues well in excess of their cost (Revenue gain: $1.2
million). v

The budget proposes total expenditures of $23,007,000 for processing

- sales tax returns, sales tax prepayment statements, motor vehicle fuel tax

returns and use fuel tax returns in 1984-85. This is an increase of $1,359,000,

or 6.3 percent, above estimated current-year expenditures. Of this

_amount, $330,000 represents a request to establish 15.4 new positions to
accommodate a projected increase in the number of tax returns.

Table 4 shows that the board processed 3,329,000 returns in 1982-83. Thé
* board estimates that it will process 3,468,000 returns in the current year,
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and projects a total of 3,606,000 returns in 1984-85, an increase of 4.0
percent above current-year workload.

Table 4

Board of Equalization
Tax Return Processing Workload
1982-83 through 1984-85

. ' Number of Returns Change ‘
Type of Return . 1982-83 1983-84 1984-85 Amount Percent
Sales Tax 2,586,000 = 2,689,000 2,796,000 107,000 40%
Sales Tax Prepayment ......cvcrmesmenscnes 544000 566,000 589,000 23,000 41
Motor Vehicle Fuel TaX..oommecrnrenns 6,000 7,000 17,000 - -
Use Fuel Tax 193,000 206,000 214,000 8,000 39
Totals 3,329,000 3,468,000 3,606,000 138,000 40

Tax Return Processing Underbudgeted. In spite of the proposed
new positions, our analysis indicates that the level of resources requested
by the board is not adequate to process the workload anticipated in 1984-
85. The 15.4 new positions would be sufficient to process the workload
increase projected in 1984-85-—138,000 additional tax returns. They would
not be sufficient, however, to eliminate a backlog of 139,000 returns that
is accumulating in the currentyear. This backlog has occurred because the
number of tax returns to be processed has exceeded the number estimated -
in last t\;ear’s budget projections. :

The board has accommodated this unantici[{ated workload by reducing
the number of returns it processes on a monthly basis (from 79,550 in June
1982 to 58,066 in December 1983) and increasing the number it processes
on a quarterly basis without prepayments. Current law permits the board
to require retailers with tax liabilities of less than $1,000 per month'to file
returns either on a monthly or quarterly basis. The number of monthly
accounts has declined because the board has changed the reporting basis
for many retailers and assigned its new accounts to a quarterly reporting
basis. We estimate this practice has resulted in losses of interest income
to the state of approximately $1.2 million. The new positions proposed by
the budget will prevent this revenue loss from increasing in 1984-85, but
the additional resources are not adequate to reduce it.

Our analysis indicates that an investment in-additional personnel for
processing tax returns would be in the state’s financial interest. In order

“to eliminate the backlog of returns that is accumulating in the current
year, we estimate the board would require 15.7 new positions in addition
to those requested, at a General Fund cost of $227,000. These additional
resources would permit the board to increase the number of returns it
processes on a monthly basis; More timely processing of tax returns would
result in additional interest income to the state of $1.2 million annually.

For these reasons, we recommend that the board’s budget be augment-
ed by $227,000 and 15.7 positions.

Audit Selection Procedures Show Marked Improvement .

The budget proposes expenditures of $42.4 million for auditing the ac-
counts of firms subject to t%e sales and use tax. This is an increase of $2.3
million, or 5.7 percent, above estimated current-year expenditures for the
audit program. The increase consists entirely of various adjustments re-
flecting the increased cost of supporting the same number of auditorsin
1984-85 as in the current year. Tﬁe budget proposes no additional audit
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staff and does not propose to maintain a given level of audit coverage in
the face of additional workload.

Legislative Policy on Audjt Selection. In the Budget Acts of 1981,
1982, and 1983, the Legislature directed the board to select sales tax ac-
counts for audit and to allocate its audit resources solely on the basis of the
marginal net tax assessments the audits can be expected to produce. This
requires the board’s audit staff to rank all eligible sales tax accounts into
groups based on the auditor’s e):?ectation regarding the amount of defi-
ciencies an account would yield if audited. The auditors would then audit
those accounts for which the expected net assessments per dollar of audit
cost was the greatest. This policy, if properly implemented, would maxi--
mize the productivity of the board’s audit program.

Over the past several years, the Legislature has criticized the board for
failing to implement audit selection and resource allocation policies strict-
ly on the basis of the marginal net assessment criterion. In the past, the .
board’s auditors ranked accounts based on their judgment of tlln)e likeli-
hood that an audit would be productive, rather than the extent to which
- they thought an audit would be productive. This policy did not adequately
distinguish between sales tax accounts with different dollar amounts at
stake, and resulted in the selection of accounts for audit where the expect-
ed return to the state was smaller than that for other available accounts
that were not audited. .

The board also failed in the past to allocate its audit resources solely on
the basis of marginal net assessments. For example, the board repeatedly
requested the Legislature to authorize new aucfit positions based on the
‘board’s desire to maintain a given level of audit coverage in the face of
increasing workloads. The Legislature rejected these requests because the
board did not produce reliable evidence indicating the extent to which the
return to the state in additional tax assessments would exceed the. cost of
the auditors. ' ’

- The Board’s New Policies. The board has implemented new audit
selection policies in the current year. For the first time, the board has
instructed its auditors to rank eligigle accounts on the basis of the expected
degree of productivity, not merely the likelihood that the account would
be productive. The board will also be collecting data from its field offices
measuring the impact of this change.

In our judgment, this new policy should result in immediate increases
in the productivity of the audit program. Further, analysis of the new data
should provide a more rational basis for the board to allocate its existing
audit resources and for the Legislature to evaluate the board’s requests for
additional auditors. These data will take about two years to collect and
analyze. Thus, they should be available to the Legislature when it consid-

‘ ~ers the staffing requirements for the board’s audit program in 1986-87.

Delinquent Tax Collections Underbudgeted—Major Revenue Loss Resulis

. We recommend an augmentation of $501,000 and 26 positions for the
collection of delinquent sales and use taxes, because these positions will
produce additional state revenues well in excess of their cost (Revenue
Gain: $2 million). :
Account Backlog Continues to Grow. For several years, the board
. has been unable to keep pace with increases in the number of sales tax
- accounts which become delinquent each year. Table 5 shows that the
backlog of accounts receivable is projected to grow from 32,600 at the
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beginning of 1980-81 to an estimated 55,100 at the end of 1983-84. In the
same period, the amount of delinquent taxes owed the state is projected
to grow from $69.1 million to $147.4 million. ’

Table 5
Sales Tax Compliance Program
Delinquent Tax Collections
Revenues and Number of Accounts
1980-81 through 1984-85
(dollars in thousands)

Actual Actual Actual - Estimated  Proposed
1980-81 198182 . 198283 1983-84 198485

Beginning Inventory : «
REVENUES ..ovvveererrsvesmersmcrmssonss $69,060 $77211 $97,198 $117,173 $147402
(Accounts) (32,588) (34,401) (41,612) (45,400) (55,089) -
Additions : : a :
REVENUES .ovvenrverrerneraanssarnnnns $117,061 $173,054 ' $166,062  $183,022 $201,801
(ACCOUNLS) rrcrerrerrsrsivne (92786) - (114736)  (118014)  (123915)  (130,110)
Deletions:
Accounts Paid )
REVEDIUES wevuvveerrrreresassnesannee —$100,194 —$143973  —$135029 —$141,7385 —$148,892
(ACCOUNLS) .ovuurirrresrnnarsesseass (—88323) (—104109). (—108,443) (—108443) (—108,443)
Account Write-offs )
Revenues .......oveieriieeresone —$8,716 —$9,094 —$11,058 —$11,058 —$11,058
(ACCOUNLS) w.ooncrecicermrmeisenne (—2,650) (—3,416) (—5,783) (—5,783) (—5,783)
Ending Inventory , ,
Revenues ..o $77211 - $97,198 $117,178 $147,402 $189,253 .
(ACCOURLS) v (34401 (41,612) (45400) - (55,080) (70.973)

As we noted in the 1983-84 Analysis, an increasing backlog of delinquent
sales tax accounts has a major adverse fiscal impact on the state. The state .
loses revenues it otherwise would receive, because more accounts fail to
receive attention, become uncollectible, and have to be written off. An
increasing backlog also delays the receipts of taxes that are eventually
collected, but because taxpayers are charged interest at current prime
lending rates, the delay itsel?does not result in a significant revenue loss
to the state, unless it results in the accounts becoming uncollectible. The
delay does, however, deny the state the use of tax revenues on a timely
basis, and may increase the state’s short-term borrowing needs. . -

In the 1983 Budget Act, the Legislature augmented this program by
$420,000 and 24 positions, which was sufficient to maintain the backlog at
its July 1982 level. The Governor, however, vetoed the funds. In his veto -
message, the Governor expressed his belief that the board could increase
collections by “reevaluating priorities and redirecting the efforts of exist-
ing staff.” Our analysis indicates that no significant productivity improve-
ments have been made. We estimate that the deletion of these positions
by the Governor has denied the state the use of $20 million in revenues
in the current year and has resulted in a direct revenue loss of $1 million,
as accﬁ_)unts which otherwise would have been collectible are being writ-
ten oft. : ) :

- Proposed Resources Are Inadequate. The budget proposes expendi-
tures of $10,541,000 for collecting delinquent sales and use tax revenues in
1984-85. This is an increase of $697,000, or 7.1 percent, above estimated
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- current-year expenditures. This increase consists primarily of adjustments
reflecting the increased cost of the current level of services. The budget
" proposes no new positions to support increased workload or to reduce the
size of the backlog of delinquent accounts. .
In our judgment, the proposed level of funding is inadequate to accom-

" modate the additional workload anticipated in 1984-85. The board esti-

mates. that the backlog of delinquent accounts will increase from 55,100 at
. the end of the current year to 70,100 at the end of the budget year. It
- estimates that the amount of delinquent taxes owed the state will increase
- from  $147.4 million to $189.3 m&l_ion. Our analysis indicates that the
. -board’s projections probably overstate the number of new delinquent
“accounts and thus tge additions to the value of accounts receivable in
1984-85, given the effects of the current economic recovery. Even if there

- .is no growth in new accounts or in the value of accounts receivable,

however, the backlog would still increase from 55,100 at the end of 1983-84
to 64,800 at the end of the budget year, This is because the board’s current
level of staffing for collections activities is insufficient to keep pace with
" the current number of additions to the inventory of delinquent accounts.
The amount of delinquent taxes owed the state would increase from $147.4 -
million to $170.5 million.

Because the amount of delinquent taxes is growing so rapidly, it would
be in the state’s financial interest to expand the number of collections
personnel. We believe that, at a minimum, the board should be provided
with sufficient staff to prevent the inventory of delinquent accounts from
growing above the level that existed at the start of the current year (45,400
" accounts) . To accomplish this objective, the board would need 26 addition-
al positions 2116 business taxes representatives and 10 clerical), at a cost of
$501,000. (These figures are based on the more conservative estimates of
the growth in delinquent accounts.) With these resources, the General
‘Fund would realize a cash-flow gain of $25 million in 1984-85, Additionally,
the state would realize a direct revenue gain of $2.0 million from the
collection of taxes which otherwise would have to be written off. On this
. basis, we recommend that the Legislature augment the board’s budget by
" $501,000 and 26 positions.

Local Reimbursements Are Underestimated

We recomimend a reduction of $4,130,000 to correct for underbudgeting
of reimbursements that will be available to finance the administration of
the local sales and use tax. We further recommend that the Legislature

. adopt Budget Bill language requiring that any reimbursements in excess
" of the amount scheduled in the budget be used to supplant General Fund
.- support of the program. o B '
‘In addition to administering the 4.75 percent state sales and use tax, the
board administers the 1.25 percent local sales tax for cities and counties
“and the optional 0.5 percent transactions and use tax for local transit
districts. Before the board subvenes these revenues to local agencies, it
deducts an amount to cover a portion of its administrative costs: This
amount is equal to a fixed percentage of the revenues that local agencies
- receive. Revenue and Taxation Code Section 7204.3 requires the board to
charge cities and counties an amount equal to 0.82 percent of local sales "

and use tax revenues. Similarly, Revenue and Taxation Code Section 7273 -~

requires the board to charge local transit districts an amount equal to 1.64 -
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percent of transactions and use tax revenues. '

The budget estimates that the amount of local revenues withheld from
local agencies (reflected as a reimbursement in the board’s budget) will
total $24,793,000 in the current year. This figure is based on the board’s
estimate that sales tax revenues to cities and counties will be $2,158 million
in 1983-84 and that transactions and use tax revenues to transit districts
will be $432 million. Based on projections of taxable sales made by the
Department of Finance, however, we estimate that local sales and use tax
revenues will be $2,298 million in 1983-84 and that transactions and use tax
revenues will be $458 million. _

Using these revenue figures, we estimate that the board will charge
local governments a total of $26,355,000 for administration of the local sales
tax in 1983-84—8$1,562,000 more than the amount reflected in the budget.
Any expenditure of these additional reimbursements which results in an
increase in the board’s aggregate level of expenditures would be subject
to the notification provisions of Section 28 of the 1983 Budget Act.

The budget estimates that reimbursements in 1984-85 will total
$25,234,000, which would offset 28 percent of the total cost of the sales and
use tax program to the state. Asin the current year, we find that the board
has significantly underestimated these reimbursements. The board esti-
mates that local sales tax revenues to cities and counties will be $2,202
million in 1984-85, and that transactions and use tax revenues to transit
districts will be $438 million. We ‘estimate, however, that local sales tax
revenues will be $2,561 million, and that transit districts will receive $510
million. Using the higher revenue forecasts, we estimate that reimburse-
ments for the sales and use tax program in 1984-85 will be $29,364,000,
which is $4,130,000 more than the amount budgeted. To accurately reflect
the level of reimbursements anticipated in the budget year, we recom-
mend that Item 0860-001-001 be reduced by $4,130,000.

We also recommend that the Legislature adopt Budget Bill language
requiring that any reimbursements exceeding tlge amount schedu%ed in
the budget be used to supplant General Fund support for the sales and use
tax program. Specifically, we recommend adoption of the following lan-
guage: v ' '

““The Director of Finance shall reduce the amount appropriated in Item
0860-001-001 by the amount of total charges levied pursuant to Section
7204.3 of the Revenue and Taxation Code which exceeds $21,000,000 and
the amount of total charges levied pursuant to Section 7273 of the Revenue
and Taxation Code which exceeds $8,364,000.”

Universal Telephone Service Act Implementation
We recommiend approval. '

In 1983, the Legislature enacted the Moore Universal Telephone Serv-
ices Act (Ch 1143/83, AB 1348). This act imposes a tax on suppliers of
intrastate telecommunication services, measured as a fixed percentage of
the gross revenues received from services provided on or after July 1, 1984.
The tax rate, which may not exceed 4 percent of gross revenues, is to be
established annually by the Public Utilities Commission (PUC). The pro-
ceeds of the taxes are available to pay telephone companies for the costs
they incur in providing universalptelephone service pursuant to rules
promulgated by the PUC, and to support the program’s administrative
costs. -

The budget proposes to redirect 2.0 existing positions costing $66,000
and various staff overhead costing $25,000 to implement the universal

5—77958
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telephone service tax in 1984-85. The total cost—$91,000—would be shift-
ed from the General Fund to the Universal Telephone Service Fund. The
staff will be responsible for promulgating tax regulations, registering ap-
proximately 90 suppliers of intrastate telecommunication services, proc-
essing quarterly tax returns, auditing taxpayer accounts, collecting
delinquent taxes, and transmitting the tax collections to the State Treas-
urer. The board estimates that it will collect approximately $30 million in
taxes in 1984-85,

- We have reviewed the information submitted by the board and have
concluded that the resources requested to implement Ch 1143/83 are
reafionable. Accordingly, we recommend approval of the request as budg-
eted. o

COUNTY ASSESSMENT STANDARDS PROGRAM

Review of Legal Entity Ownership Program

We recommend that counties be required to share in the cost of the
Legal Entity Ownership program, for a General Fund savings of $110,000.

Article XIIIA of the California Constitution (Proposition 13) generally
limits the annual growth in assessed valuation to the rate of inflation, not
to exceed 2 percent. Properties that change ownership, however, are
reassessed at full market value as of the date of transfer. Chapter 1349,
Statutes of 1980 (AB 2777) extended the definition of a change in owner-
shig to include changes in control of legal entities (primarily corporations
and partnerships) that own real property in the state. ’

Chapter 1141, Statutes of 1981 (AB 152), requires the Board of Equaliza-
tion to help county assessors identify changes in control that affect the
assessed valuation of property located in each county. The board estab-
lished the L.egal Entity Ownership program (LEOP) in 1982 to conduct
these activities. The program’s goal is to increase property tax revenues
available to local governments and to reduce the state’s cost for supporting
K-14 education. The LEOP seeks to achieve this objective by identifying
those corporations and partnerships which change control, determining if
they own real property in the state, and notifying county assessors tﬁat
certain entities owning property in their respective counties may have
changed control. . '

"Program Activities. The board administers the program with assist-
ance from the Franchise Tax Board (FTB). The FTB has placed questions
on bank and corporation tax return forms which ask legal entities whether
they own property in the state and whether a change of control occurred
durinig the past tax year. The board scans the tax returns and sends the
Board of Equalization a computer tape containing the names and ad-
dresses of those corporations and partnershipsthat answered either ques-
tion affirmatively. The BOE sends these entities a questionnaire asking
various questions about their property holdings and the nature of the
change of control. The staff analyzes the responses and determines
whether or not a change in ownership of the property, as defined by
Chapter 1349, is likely to have occurred. The board then sends county
assessors lists of the names and addresses of the entities it identifies that
may have unelergone a change of control. The counties are responsible for
identifying the property owned by the entities, determining whether a
change in ownership has in fact occurred, reassessing the property, cor-
recting the assessment and tax rolls, and billing and collecting back taxes.
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Program Funding. The program was first funded by the 1982
Budget Act for a two-year period through June 30, 1984. In the current
year, the program has 8.0 authorized positions,.at a General Fund cost of
$215,000. The FTB incurs minor costs in analyzing the tax returns and
preparing the computer tape for the board. It absorbs these costs within
its existing resources.

The budget proposes to continue the program indefinitely beyond the
June 30, 1984 scheduled termination date. It requests 7.5 positions for the
program, at a General Fund cost of $220,000. '

Program Performance. Preliminary data submitted by the board in-
dicate that additional property tax revenues attributable to LEOP sub-
stantially exceed the program’s cost. In 1982-83, the program reported to
counties that 3,090 parcels statewide were owned by legal entities that had
changed control in the 1981} tax year. Counties have reported to the board
that 1,422 of these parcels have been reappraised, adding $294 million to
the 1983-84 assessment roll. The actual figure is probably higher, because
Los Angeles, Orange, San Diego, Santa Clara anti) Fresno counties, among
others, have not reported the actions they have taken in response to the
notifications from LEOP. At a minimum, however, it appears that $2.9
million in increased 1983-84 property tax revenues can ge attributed to
LEOP. The program’s activities in 1982-83 will also result in revenue gains
in future years. The size of these gains is difficult to estimate, however
because it is difficult to predict when these properties will be reappraise(i
in the future. ‘ . ' ;

-Even though LEOP appears to pay for itself, there are still lengthy
delays in properly assessing property owners. For example, assume that a
corporation filing tax returns on a calendar year basis changed control on
July 1, 1983. The corporation would file its tax return for 1983 in April 1984.
The FTB would analyze the return, and send BOE the firm’s name and
address. Under FTB’s current procedures, the computer tape would be
sent in October 1984. Depending on the speed of the entity’s response and
the complexity of the transaction, the information may not reach the
assessor until as much as two and one-half years after the change in control
occurs. Reassessing the property, correcting the tax roll, and collecting
back taxes requires additional time. While this process may take less time
in some cases, correction of the tax rolls in less than two years following
a change of control occurs is rare.

These delays do not result in direct revenue losses to local governments
because taxpayers are charged interest on back taxes. Delays in the receipt
of taxes nevertheless represent a loss from a cash-flow perspective, and

. may increase local government’s borrowing needs. More importantly, the
delays probably cause the revenue increases attributed to LEOP to be
overstated. This is because county assessors eventually learn of some
changes in control, even without a simple discovery mechanism such as
a deed or assistance from LEOP. .

Another difficulty encountered by LEOP is that changes in control can
escape detection altogether if the entity does not respond to the questions
on the tax return. = - ) )

The board recognizes the difficulties inherent in LEOP’s approach to
identifying changes in control. The board plans to supplement its current
activities with searches of various financial publications (for example,
Moody’s and the Wall Street Journal) to identify changes in control. It is
too early to determine whether these new activities will reduce the
amount of time needed to notify county assessors of ownership changes or
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to identify ownership changes that otherwise would escape detection.

Local Government Should Share In Cost. Most of the gain in prop-
erty tax revenues attributed to LEOP accrues to cities, counties and spe-
cial districts. These agencies receive approximately 63 Eercent of any
increase in property tax collections resulting from the identification of
changes in control. School districts receive the remaining 37 percent, but
these funds do not result in a net increase in revenues because the state
automatically decreases aid provided to school districts by the amount of
any increase in the districts” property tax revenues. Hence, local govern-
ments receive 63 percent of LEOP revenue benefits and the state receives
37 percent. 4 : . -

We see no reason why a program that primarily benefits local govern-
ment agencies should be supported entirely by tﬁe state General Fund.
We recommend, instead, that this program be funded on the same basis
as the County Surveys element of the County Assessment Standards pro-
gram. Fifty percent of that program’s direct costs are supported by the
General Fund and 50 percent is ;1>rovided through reductions in vehicle
license fee (VLF) subventions to local governments. If this same funding
formula were used for LEOP, local governments would share in the pro-
gram’s cost, although their share would still be less than their share of
program benefits. ' ' .

Accordingly, we recommend that Item 0860-001-001 be reduced by
$110,000 and that Item 0860-001-064 be augmented by $110,000. We recom-
mend further that the budget act language current{y authorizing the use
of VLF funds to support the County Surveys program be amended to
include LEOP aswell. Specifically, we recommend adoption of the follow-
ing language: _ :

“The $1,170,000 appropriated from the Motor Vehicle License Fee Ac-
count, Transportation Tax Fund, shall be allocated as follows:

a. $1,060,000 for funding 50 percent of the direct cost of local property

tax monitoring and assessment practices survey activities.

b. $110,000-for funding 50 percent of the direct cost of the Legal Entity

"~ Ownership Program. '

The State Controller shall deduct the amount appropriated in Item
0860-001-064 from the amount allocated to cities and counties pursuant to
Section 11005 of the Revenue and Taxation Code.” . :

County Surveys Program

Language adopted in the Supplemental Report of the 1983 Budget Act
directed -the Board of Equalization to submit to the Joint Legislative
Budget Committee (JLBC) by October 1, 1983 a report which outlines a
plan for modifying certain aspects of the County Surveys element within
the County Assessment Standards program. The language also directs the
Legislative Analyst to comment on the board’s plan in his analysis of the
1984-85 budget. ‘

Program Aetivities. The County Surveys program reviews the prop-
erty tax assessment practices of approximately one-fifth of the state’s
county assessors each year. Consequently, every county is reviewed once
over a five-year period. The reviews consist of two primary activities—a
sample appraisal and a management audit. The board’s staff selects a
sample of about 235 properties from each county’s assessment roll. It
conducts independent appraisals of these properties to determine
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whether all changes in ownership have been identified, whether the value
of construction has been added to the property’s assessed valuation, and
generally whether the properties have been assessed at the full amount
allowed by law. N :

This sample appraisal identifies properties which have been incorrectly
assessed and identifies assessment practices that do not conform to state
property tax law. It is the responsibility of the county, however, to correct
errors on the assessment rolls, collect back taxes or pay refunds, and to.
modify any assessment practices that do not conform to state law.

The management audits, rather than focusing on the results of assess-
ment, focus on the assessment process. The audits deal with assessors’
office organization, staffing, equipment, and procedures. The results of
both the sample appraisal and management audit are combined into an
Assessment Practices Survey report. This report contains the board’s find-

ing and recommendations and the county assessor’s response.
- Legislative Review. Language in both the 1982 and 1983 supple-
mental reports directed the board to analyze the feasibility of the fo?lro)w-
ing two modifications to the county surveys program:

+ The relative advantages of making the surveying cycles more flexible.
Under one alternative, for example, the board could replace the cur-
rent fixed five-year cycle of review with a variable cycle, whereby
certain counties would be reviewed more frequently and other less
frequently. Under another alternative, the fixed five-year review cy-
cle would continue, but the intensity and scope of the board’s review
would vary, depending upon the preliminary results of each review.

e The advisability of continuing the management audits. This issue
arose because the fiscal subcommittees expressed their intent that the
program’s resources be targeted on activities having the greatest
revenue-producing consequences. :

The 1982 language requested only an analysis of these issues, while the
1983 language requested a plan to modify the program.

Board Has Initiated Program Restructuring, On September 30, 1983,
the board submitted a plan to the JLBC and fiscal committees outlining
several basic modifications to the program. These include:

o Establishment of a so-called “variable intensity” approach to county
surveys. Beginning in July 1984, the board will conduct limited sample
appraisals on a fixed-cycle basis. Only if the board determines that a
full survey is warranted would it conduct a full scale review based on
a larger sample of properties. For those counties where a large-scale
survey is not conducted, the board would not conduct any manage-
ment audit and would not publish a written report.

» Beginning in the current year, the board has shifted staff from man-
agement audits to the sample appraisals. The board has increased the
number of appraisers conducting the sample assessment program
from 16 to 21 and has reduced the number of personnel-years devoted
to conducting management audits from 12.5 to 7.5.

Changes Generally Conform to Legislative Intent. The program re-
structuring initiated by the board appears to conform generally with the
requirements of the 1983 supplemental report. The use of the “variable
intensity” policy should permit the board to target its efforts only on those
counties where the preliminary sample indicates that their assessment
f)ractices deviate substantially from the requirements of state property tax

aw. Further, diverting resources from management audits to the sample
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appraisals will enhance those activities most directly related to property
tax revenue gains and will allow the board to increase the number of
properties it appraises on a sample basis. We note, however, that:

» ‘Government Code Section 15642 requires the board to conduct man-
agement audits in each county. The board has not proposed that this
section be amended.

o The board has not developed any objective measures or guidelines to
distinguish between those counties that will be subject only to a pre-
liminary review from those which will be subject to an in-depth re-
view. Rather, the board’s staff will make the decision based on their
subjective judgment of which counties should receive intensive re-
view.

STATE BOARD OF EQUALIZATION—CAPITAL OUTLAY

Item 0860-301 from the General
Fund, Special Account for

Capital Outlay Budget p. LJE 120
ReqUESEEd 198485 ......oovvoversrresessosesssssessesssesissssessessssssssssssssnens $129,000
Recommended reduction .........oiiieeiienensssensressnesinnenis - 84,000
Recommendation Pending ...........cccvceeverveernrvnsernrssensesnnssssnsseens 45,000

ANALYSIS AND RECOMMENDATIONS

Minor Capital Outlay

We recommend deletion of $84,000 requested to modify the second floor
data processing office at the Board of Equalization’s Sacramento head-
quarters because a need for the project has not been demonstrated.

e_wil; e :000 for modifications to the per-
sonnel office on the first floor, pending receipt of detailed cost informa-
tion.

The budget proposes $129,000 from the General Fund, Special Account
for Capital Outlay, for two minor capital outlay projects (lessthan $200,000
per project) for the State Board of Equalization’s Sacramento headquar-
ters office building. ‘

The first project ($84,000) contains three segments involving modifica-
tions to the data processing office on the second floor. The segments
include (1) modifications to the computer’s electrical facilities ($24,700),
(2) a new security system for the data processing division ($56,600), and -
(3) installation of a new computer floor ($2,700). : '

The board has indicated that the electrical modifications are needed
because contracts covering the Eresent computer will expire in April 1985
and the board anticipates purchasing a new computer. According to the
board, the old and new computers must coexist together for an unspeci-

- fied time, which could create difficulties for the present electrical system.

There is no information, however, to substantiate that there is any prob-
lem with the electrical system. Lucking such justification, we recommend
that this portion of the data processing project be deleted. -

The data processing division currently has no physical security to pre-
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vent unauthorized access by persons not employed by the Board of Equali-
zation. This situation has been cited as an area of concern by the Office
of the Auditor General and the board’s internal audit staff. The board
proposes to install a security access control system on doors in the data
processing division; using a centrally controlled card/key type system on
entry doors. The cost of such a system is estimated to exceed $50,000. Our
analysis indicates that this segment of the proposal is excessive and should
be deleted. No evidence hasgbeen resented that such an elaborate secu-
rity system is warranted and would be any more beneficial than a conven-
tional lock and key system.

The third segment of the proposal requests funds to repair the computer
floor. No justification has been presented for this segment of the project
and accordingly we recommeng that funds for it be deleted.

The second project ($45,000) is for alteration of approximately 2,500
square feet of existing open office landscape space on the first floor that
houses the personnel department. The proposal would provide a conven-
tional fixed-wall office configuration to allow for privacy and confidential-
ity in personnel matters. In addition, the board intends to install in this
space CRT equipment which would display classified personnel informa-
tion, further indicating the need for privacy.

Our analysis indicates that the need for the project is valid. At the
present time, however, the cost estimates available for the project are not
adequate to substantiate the amount requested. Consequently, we with-
hold recommendation on the project, pending receipt of detailed cost
information.

SECRETARY OF STATE
Item 0890 from the General

Fund Budget p. LJE 120
REGUESLEA 198485 ....oooooreoeeeeeeeeereesesreesereeessessesssosssosesosssssseessnn - $13,482,000
ESHMALEA 198384 oeeeoseeeeseeerresssessssessssssssssessesssessossserssn 12,607,000
ACEUAL 198283 ..ovooeoeeireseesroeeceereeeeeseeecreeesesssesssesssssssesssesssssearinson 11,958,000

Requested increase (excluding amount
for salary increases) $875,000 (+46.9 percent)

Total recommended reduction .......ccceioeceeececieiisveenieeeenensnenes 60,000
) ) Analysis
SUMMARY OF MAIJOR ISSUES AND RECOMMENDATIONS page

1. Ballot Pamphlet Printing. Recommend the Department - 127
of Finance report to the fiscal committees at the time of
budget hearings on the adequacy of the proposed allowance
for printing the statewide ballot pamplg)let. o

- 2. On-line Computer System. Reduce Item 0890-001-001 by 128
$60,000. . Recommend reduction because the need for an
on-line computer system has not been substantiated. .

3. Uniform Commercial Code (UCC) Backlog. Recommend 129
the Legislature adopt supplemental report language requir-
ing the Secretary ofp State to submit quarterly reports on the
status of processing backlogs. ; '

4. Reduction of Funds. Recommend the Department of Fi- 130

nance explain to the fiscal committees why funds were redi-
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rected to the Uniform Commercial Code program without
Rrior notice as required by Section 6.5 of the 1983 Budget
ct. '

5. Unfunded Legislation. Recormmend the Department of 131
Finance submit information to the fiscal committees by
March 15, 1984, regarding why the Budget Bill does not
include an appropriation to reimburse local mandated costs
for voter registration file purge. :

GENERAL PROGRAM STATEMENT

The Secretary of State performs numerous duties prescribed in the
Constitution. In addition, the Secretary has statutory responsibility for
specified financial statements and corporate-related documents, state-
wide elections, campaign disclosure documents, notaries public and the
state archival function.Activities necessary to carry out these responsibili-
ties are conducted in seven program units: (1) Corporate Filing, (2)
Elections, (3) Political Reform, (4) Uniform Commercial Code, (5) No-
tary Public, (6) Archives, and (7) Limited Partnerships.

The Limited Partnership program, originally mandated by Ch 807/81
(AB 362), was scheduled to begin January 1, 1983, but was postponed, first
by Ch 997/82 (AB 2544) and later by Ch 1223/83 (AB 1184). The scheduled
effective date for the program is now July 1, 1984. The Secretary of State,
however, will incur some program start-up costs in 1983-84. :

The Secretary of State is aut%orized to have 345 positions in the current
year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes an appropriation of $13,482,000 from the General
‘Fund to support the Office of the Secretary of State in 1984-85. This is
$875,000, or 6.9 percent, more than estimated expenditures in the current
year: The increase will grow by the amount of any salary or staff benefit
increase approved for the budget year. ,

In addition to the amount requested in this item, the Secretary of State
anticipates receiving reimbursements of $1,269,000 in special handling
fees and $560,000 from the Political Reform Act. Thus, the Secretary of
State proposes a total expenditure plan of $15,311,000 for 1984-85. This is
$950,000, or 6.6 percent, above the current-year level.

The increase in expenditures for the budget year is attributable to
salaries and wages for 16.6 additional personnel-years ($451,000), higher
operating expenses as a result of inflation ($50,000), merit salary adjust-
ments and staff benefit increases ($365,000), and special items of expense
related to elections ($84,000).

The Secretary of State’s programs are expected to generate $14,988,000
in revenues to the General Fund in the budget year. This amount is
$2,073,000, or 12 percent, Jess than anticipated current-year revenues, but
$4,158,000, or 38 percent, above actual revenues in 1982-83. The projected
increase in revenues for the current and budget year is due to the sched-
uled implementation of the Limited Partnership program and the initial
large volume of transition filings that are expected to occur. .

Chart 1 illustrates the office’s actual and anticipated revenues, expendi-
tures (state operations), and reimbursements (excluding the amount
from the Political Reform Act). The chart indicates that General Fund
revenues are }})lrojected to exceed f1;)ro%1'am costs in the current and budget
year, as they have done in past fiscal years. o
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Chart 1
Secretary of State
Program Revenues Exceed Costs (in millions)
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ANALYSIS AND RECOMMENDATIONS

State Voter Pamphlet—Printing Costs Appear to be Understated

We recommend that the Department of Finance report to the fiscal
committees at the time of budget hearings on the adequacy of the
proposed allowance for printing the ballot pamphlet. :

The budget proposes $1,399,000 for printing and $1,077,000 for mailing
the state voter pamphlet for the November 1984 General Election. The
total, $2,476,000, is $193,000, or 8.5 percent, above estimated current-year
ﬁx lenditures to print and mail the June 1984 statewide primary election

ot. o

Our analysis of information provided by the Secretary of State and the
Office of State Printing, however, indicates that printing costs for the
ballot pamphlet will be approximately $1,568,000. This is $169,000, or 7
percent, more than the amount proposed in the budget. In light of this
projected shortage of funds in the budget, we recommend that the De-
gartment of Finance report to the fiscal committees at the time of budget

earings on the adequacy of the proposed printing allowance in the Secre-
tary of State’s budget. :
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Registration by Mail
We recommend approval,

Chapter 704, Statutes of 1975, restructured the voter re%istration pro-
gram to provide for “self-registration” through the use of postage-paid
registration cards. The budget provides a total of $873,000 for the cards in
1984-85, consisting of $347,000 For printing and $526,000 for postage. This
is a decrease of $109,000, or 11 percent, below estimated current-year
expenditures. When the current year and the budget year are put on a
comparable basis by adjusting for a larger-than-anticipated current-year
order from Los Angeles County, the 1984-85 request is only $36,000, or 4
_percent, below what current-year expenditures would have been other-
wise. The decrease reflects an increase in printing costs ($29,000) offset
by lower postage costs ($65,000).

Limited Partnership Program to be Operational on July 1, 1984

The budget proposes $1,175,000 and 30 authorized positions to activate
the Limited Partnership program in 1984-85. The amount is $340,000, or
41 percent, above estimated expenditures for the program in the current
year. The increase reflects tEe difference between partial-year and
proposed full-year funding of the program.

e Limited Partnership program, established by Ch 807/81 (AB 362),
was to have been operational January 1, 1983, but was subsequently post-
poned by Ch 997/82 (AB 2544), pending resolution of certain tax issues by
the Internal Revenue Service. Chapter 1223, Statutes of 1983 (AB 1184),
again postponed the operational date of the program, and also deleted
provisions which would have repealed the existing Uniform Partnership
Act. Consequently, there are now two Jaws governing limited partner-
ships: (1) the Uniform Partnership Act, and (2) the California Limited
Partnership Act. v

As of July 1, 1984, all existing and newly formed limited partnerships
must file Certificates of Limited Partnership with the Secretary of State,
thereby creating a complete central file of California limijted partnerships.
Amendments and documents concerning the dissolution of partnerships
will also have to be filed. Existing limited partnerships which filed certifi-
cates and other related documents with various county recorders under
the Uniform Partnership Act will have the option of operating under that
law if they so choose, even though Ch 1223/83 requires that they refile
with the Secretary of State.

The Secretary of State estimates that there are 100,000 existing limited
partnerships statewide. Of these, the Secretary of State anticipates that
approximately 75,000 will refile during the March 1 to June 30, 1984 transi-
tion period established by the bill. An estimated $5.3 million in General
Fund revenue will be collected during this period. In 1984-85, the Secre-
tary of State expects the remaining 25,000 existing limited partnerships to
file, in addition to 25,000 newly formed limited partneérships, generating
approximately $3.2 million in General Fund revenue. S

Need for On-Line Computer System Has Not Been Substantiated

We recommend a reduction of $60,000 from Item 0890-001-001, because
the need for an on-line computer system in the Limited Partnership pro-
gram has not been substantiated.
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The budget proposes expenditures of $158,000 for data processing
éuFiDP) in support of the Limited Partnership program for 1984-85. On a
l-year basis, this amount is $60,000, or 61 percent, more than what is
estimated to be spent for this purpose in 1983-84. Table 1 shows 1983-84
estimated and 1984-85 proposeg funding on a comparable basis. According
to the Secretary of State, the increase in proposed expenditures reflects
a fundamental change in the office’s data processing approach from what
originally was proposed. The program was to have a hybrid-system ap-
- proach, with information regarding limited partnerships being kept
manually in addition to being stored in a master tape file and computer
updated, using a batch mode. The program proposed for-1984-85, howev-
er, includes funds for an on-line computer system in which information on
{imited partnerships could be stored, retrieved, or updated instantaneous-
y.
Table 1
Secretary of State
Limited Partnership Program
Proposed EDP Expenditures
1983-84 through 1984-85

Hybrid On-line
System System Percent
Category 1983-54 1984-85 Change
Programming $34,000 $36,000 58%
Data Processing : 64,000 104,000 67.2
EDP Equipment L — 18,000 N/A
Totals $98,000 $158,000 61.2%

No documentation for the change in approach has been provided to the
Legislature through the budget change process. Consequently, we have
no information on which to base an eva})uation of the relative costs and
benefits of implementing the on-line computer system instead of the
hybrid computer system. Furthermore, the Secretary of State does not
have a comprehensive information systems glan which addresses the
needs of this program in particular or the needs of her office in general.

For these reasons, we recommend that the Legislature reduce funding
for EDP-related expenditures of the Limited Partnership program by
$60,000. The remaining $38,000 will permit full implementation of the
hybrid computer system in the budget year.

Uniform Commercial Code Backlog v

We recommend that the Legislature adopt supplemental report lan-
guage requiring the Secretary of State to submit quarterly reports on the
status of processing backlogs. :

The Secretary of State is required by the Uniform Commercial Code,
‘Government Code, Code of Civil Procedures and the Uniform Federal
Tax Lien Registration Act to accept, as a public record, various financing
and tax documents which assure security interests in personal property. .
This duty is performed by the Secretary of State, Uniform Commercial
Code (UCC) program which, for a fee, files, receives amendments to, and
provides certifications and copies of financing statements (94 percent of
total program workload). In addition, the program files and provides
information relating to notices of federal tax liens against partnerships and
corporations, state tax liens and attachment liens against personal proper-
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ty, and judgment liens (6 percent of total program workload). The fees
charged to provide these various services are set in statute, and generally
range from 50 cents to $5, depending on the type of request, type of
document, and the number of pages.

The California business and financial communities are the primary users
of the services provided by the Secretary of State. Specifically, the UCC
program affords a secured creditor some protection against debtor bank-
ruptey, insolvency or default, and, in afdition, provides a prospective
‘lender or seller the means to determine if there are any previously filed
security. interests involving certain personal property. As such, delays in
filing and responding to information requests by the Secretary of State’s
office can and do materially affect business decisions. ’

In the current year, staffing for the Uniform Commercial Code program
totals 53.7 personnel-years. ’Ighis includes 5.7 personnel-years which were
administratively established and funded by a redirection of the savings
resulting from the delayed implementation of the Limited Partnérshi
program. For 1984-85, the budget proposes to staff the UCC program wit
57.8 personnel-years, which is 4.1 above the current-year level, as adminis-
tratively adjusted, and 9.8 percent more than what was originally author-
ized for the current year.

. -According to the Secretary of State, the increased personnel-years in the

current and budget years are needed to handle workload increases. Our

analysis of the workload data indicates that the request for the additional

Sositions is reasonable and consistent with the increasing workload trend
uring the last six years in this program area.

Further review of -the UCC program, however, indicates that large
processing backlogs have developed for various reasons, including tﬁe
Governor’s hiring freeze, staff turnover-and workload increases. Current-
ly, the time it takes to process various documents ranges from eight to 25
working days.

To keep the Legislature informed of the progress which is being made
to eliminate this backlog, we recommend that the Legislature adopt sup-
plemental report language requiring the Secretary of State to provide
quarterly reports on the status of the processing backlog and delays in
responding to information requests. Specifically, we recommend adoption
of the following supplemental language: :

“The Secretary of State shall provide quarterly reports to the Joint

Legislative Budget Committee (JLBC) and the fiscal committees on the

status of processing backlogs of UCC filings. When preparing the report,

the Secretary of State shall indicate the quantity of UCC filings on hand,
by type, and the median number of workdays it takes to process them.

Redirection of Funds Under Section 6.5 .

We recommend that the Department of Finance explain to the fiscal
committees during the budget hearings why funds were redirected to the
‘Uniform Commercial Code program without prior notification, to the
Legislature as required by Section 6.5 of the 1953 Budget Act.

In the 1983 Budget Act, the Legislature appropriated funds to the Secre-
tary of State to implement the Limited Partnership program. Chapter
1223, Statutes of 1983 (AB 1184), postponed the effective date of this new

rogram to July 1, 1984. As a result, the cost of the program in 1983-84 will
ge $391,000, or 32 percent, less than originally anticipated. Discussions




Item 0890 EXECUTIVE / 131

with the Department of Finance and the Secretary of State’s office indi- -
cate that $150,000, or 38 percent, of the savings have been redirected to
fund additional positions for the Uniform Commercial Code (UCC) pro-
gram, data processing support without prior notice being given to the
Legislature as required by Section 6.5 oF the 1983 Budget Act.

Control Section 6.5 of the 1983 Budget Act provides that the Depart-
ment of Finance may authorize an augmentation of the amount available
for expenditure for a category, program, or project designated in any
schedule set forth for such appropriation by transfer from any of the other
designated categories, programs, or projects within the same schedule.

‘The director, however, must notify the fiscal committees and the Joint

Legislative Budget Committee, in writing, 30 days prior to authorizing the

expenditure of funds for these purposes.

The merits of the specific activities involved and the expenditure of
state funds for these activities is not at issue. Neither do we question the
legal authority of the Director of Finance to authorize changes in the
budget plans of the Secretary of State. At issue is a process in which the
Legislature was not given prior notice of changes in the approved budget,
in the manner rescribecF by law. We believe the failure to notify the
Legislature couﬁl result in a weakening of legislative control over how
state funds are spent. We therefore recommend the Department of Fi-
nance explain to the fiscal committees during budget hearings why funds
were redirected to the Uniform Commercial Code program without prior

- notification, as required by Section 6.5 of the 1983 Budget Act.

Legislative Mandates

We recommend that the Department of Finance submit information to
the fiscal committees by March 15, 1954, regarding why the Budget Bill -
does not include an appropriation to reimburse local agencies for the costs
mandated by Chapter 1401/76, Chapter 780/77 and Chapter 3/78.

Chapter 820, Statutes of 1983, changes existing law to require a single
voter registration file purge method, known as the residency confirmation
and outreach procedure (RCOP), be used by counties. This method in-
volves sending voters a non-forwardable postcard address correction re-
quested notice preceding each direct primary election and after each
general election. L : : : }

Chapter 1401/76, Chapter 780/77 and Chapter 3/78 require that the
state reimburse counties up to 10 cents per registered voter of the net costs
of using voter registration file purge methods other than what is known
as the positive purge method. The net costs of using alternate methods are
determined on a two-year cycle. This is because the cost to counties to
implement an alternate method may be greater than the cost of the

ositive purge method in those years containing a primary election and
ess in those years containing a general election. Thus, reimbursement to
counties is budgeted for a two-year period and made on a two-year basis.

The budget proposes no funding for these mandated costs in 1984-85.
Given the constitutional requirement that the state reimburse local agen-
cies for mandated costs, theqbudget should include funds for the costs. For
this reason, we recommend that the Department of Finance submit infor-
mation to the fiscal committees by March 15, 1984, regarding the lack of
funding for this mandate.
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Chapter 454, Statutes of 1974 and Chapter 704, Statutes of 1975
We recommend approval.

Chapter 454, Statutes of 1974, waives the requirement for a filing fee
when a candidate for public office files a petition signed by a specified
number of registered voters in the area to be represented. The 1984-85
budget proposes $430,000 to fund costs incurred by counties pursuant to
this mandate. This amount is more than current-year funding ($24,000)
because filings for statewide election are budgeted in alternate years. We
recommend approval of the greater amount. '

Chapter 704, Statutes of 1975, requires counties to provide for voter
“self-registration” through the use of postage-paid registration cards.
Chapter 704 also requires the Secretary of State to adopt regulations di-
recting each county to design and implement programs to identify and
register qualified electors who are not registeredp voters. Proposed budget-
year funding for this mandate is $748,000, the same amount as estimated
expenditures in the current year. We recommend approval of the amount
requested. ‘

STATE TREASURER
~ Item 0950 from the General

Fund o ~ Budget p. LJE 128
ReqUESted 1984-85 ... eceieeeeessssseesssssimmmssssssmsssssivessonesseess $3,360,000
Estimated 1983-84........vvieicivnnereiennnnseneressesiorsssssssssssessrans 3,271,000
Actual 1982-83 ......ccoevivervrererivensivins reseseesaiene et nas et saratseeseeatenesaanes - 2,112,000

Requested increase (excluding amount
for salary increases) $89,000 (+2.7 percent)

Total recommended reduction ..........ccceoernienecerrmnesereresenns 34,000
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS Dpage

1. Bond Counsel Expenditures. Recommend that the 133
Treasurer’s Office report during budget hearings on the
cost of bond counsel services. Further recommend that the
Legislature adopt supplemental report language directin,
the Treasurer to report these andp all other bond-r_elate§

" costs to the Legislature on an annual basis. ’
. 2. Management fees for Local Agency Investment Fund. 135
" Reduce Item 0950-001-001 (General Fund) by $27,000 and
Increase reimbursements by a corresponding amount
Recommend full amount of reimbursements anticipated in
the budget year be used to support Treasurer’s manage-
ment of the fund. : :

3. Equipment Expenditures. Reduce Item 0950-001-001 by 137
$5,000. Recommend reduction because need for certain
items of equipment has not been demonstrated.

4, Salaries. Reduce Item 0950-001-001 by $2,000. Recom- 138
mend reduction to correct for overbudgeting.
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GENERAL PROGRAM STATEMENT

The State Treasurer has a number of different responsibilities. Specifi-
cally, he has the responsibility to: '

1. P}xl'ovide custody for all money and securities belonging to or held by
the state;
Invest temporarily idle state and other designated funds;
Pay warrants and checks drawn by the State Controller;
Prepare, sell, and redeem the state’s general obligation and revenue
bonds; and '
‘Prevent the issuance of unsound securities by irrigation, water stor-
age, and certain other districts. : ;
These responsibilities are carried out through the six program elements
displayed in Table 1.

The State Treasurer has 143.4 authorized positions in the current year.
An additional position has been established administratively, bringing to-
tal staffing for the Treasurer’s office to 144.4 positions in the current year.

Table 1

State Treasurer
Budget Summary 1982-83 through 1984-85
{dollars in thousands) '

SO o

Personnel-Years FExpenditures
Actual  Estimated Proposed = Actual ~ Estimated Proposed
Program ‘ 1982-83 1953-84 1984-85 1952-83 1983-84  1984-85
Bond Sales and Services.....omin 22 26.3 26.3 $750 $936 $975
Investment Services ....... 9 83 83 558 664 696
Paying and Receiving 52.4 515 56.5 1,845 2,126 2,202
Trust Services 19.1 189 179 822 933 949
District Securities Division .........o....coe... 7 65 6.5 339 377 387
Administration (distributed to other
programs) — — — (667) (849) (883)
Administration (undistributed) ............ 20.3 210 210 210 217 - 225
Totals 129.8 1385 136.5 $4,524 $5,253 $5,434
Reimbursements.... — — 2,412 1,982 2,074

General Fund - 2,112 3271 3,360

ANALYSIS AND RECOMMENDATIONS

The budget proposes total expenditures of $5,434,000 from the General
Fund and reimbursements to support the State Treasurer’s office in 1984
85. This is $181,000, or 3.4 percent, more than estimated total expenditures
for the current year. This increase will grow by the cost of any salary or
staff benefit increase approved for the budget year.

The budget request consists of (1) $3,360,000 from the General Fund,
which is $89,000, or 2.7 percent, more than the estimated General Fund
expenditures in the current year; and (2) $2,074,000 in reimbursements,
which is $92,000, or 4.6 percent, more than anticipated reimbursements in
the current year. ;

The Legislature Needs Information on the Total Cost of Issuing State Bonds

We recommend that the State Treasurer report during budget hearings
on its expenditures for bond counsel services. We further recommend that
the Legislature adopt supplemental report language directing the Treas-
urer to report these and all other bond-related costs to the Legislature on
an annual basis. :
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The State Treasurer is responsible for issuing, selling, servicing, and
redeeming the state’s general obligation and revenue bonds. The budget
proposes expenditures of $975,000 for bond sales and services in 1984-85,
which is $39,000 more than the estimated expenditure level for these
activities during the current year. Of the budget-year request, $581,000
will be financed from individual revenue bond funds through reimburse-
ments, and the balance—$394,000—is from the General Fund.

Table 2 shows the Treasurer’s bond marketing workload for the three
years covered by the budget. As shown in the table, the Treasurer plans
to sell approximately $2.6 billion in state general obligation and revenue
bonds during the current year and $2.8 billion during the budget year.

The marketing of the state’s general obligation bonds and revenue
bonds depends on the combined efforts of the issuer, the state’s financial
advisors, and bond counsel. The issuer is the state itself. The state issues
and sells bonds and notes in order to borrow money needed to finance
various state programs or meet the state’s general cash needs. The finan-
cial advisor provides the issuer with advice as to the structure, timing,
term, and otger features of a specific debt issue. The bond counsel insures
that the bonds are issued in accordance with all applicable legal require-
ments.

The Treasurer’s office normally performs the duties of the issuer and the
financial consultant in connection with the state’s debt marketing activi-
ties (particularly with respect to general obligation bonds). The costs of
these activities are included in the budget totals as expenditures for bond
sales and services. For bond counsel services, the Treasurer retains a
private law firm with specialized knowledge and expertise. For 1983-84,
1%% to $110,000 will be spent from bond proceeds for bond counsel services.

ese expenditures are made from a special revolving fund and do not
appear in the budget totals. '

We believe that the Legislature needs information on the cost of bond
counsel, so that it can monitor the total costs of issuing state bonds. Accord-
ingly, we recommend that the Treasurer report during budget héarings
on its expenditures for bond counsel and other bond-related activities that
are not reflected in the budget totals. We further recommend that the
Legislature adopt supplemental report language directing the Treasurer
to report these and all other costs to the Legislature on an annual basis.

Table 2 v
Treasurer's Bond Marketing Activities © .
- Actual Estimated  Projected

General Obligation Bonds : ‘ 1982-83 - 1953-84 1984-85
Number of Issues : 12 18 12
Value of Bonds Sold (millions) : $635.0 $1,050.0 $835.0
Revenue Bonds )

Number of Issues 62 55 72
Value of Bonds Sold (millions) . $1,960.9 $1,500.1 $1,955.0

a Sourcé: State Treasurer’s revised schedule (January 1984) of bond sales.
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Earnings From Pooled Money Investments on the Rise :

The Treasurer is responsible for investing temporary surplus cash in the
General Fund, other state funds, and the Local Agency Investment Fund.
His objective in doing so is to maximize the earnings of these funds while
compgring_ with statutory limitations and the policies adopted by the
Pooled Money Investment Board. Most of this surplus cash is invested in
certificates of deposit, commercial paper, and notes and securities issued
by %lovemment agencies. , '

The earnings from investments managed by the State Treasurer are
summarized in Table 3. It shows that interest income declined steadily
between 1979-80, when $895 million was earned, and 1982-83. In 1982-83,
interest earnings were $548 million. This downward trend reflected de-
clines in both interest rates and the amount of idle funds available for
investment. : ‘ '

- We expect interest earnings.to improve in the current and budget year,
mainly as a result of the improved fiscal condition in which the state and
local agencies find themselves. This improvement will result in more
funds being available for investment purposes. The Treasurer recently
reported that PMIA earnings in October 1983 amounted to $51.3 million,
which is $6.3 million higher than the amount earned during the same
month in the previous year. For 1983-84, total PMIA earnings are estimat-
ed at $680 million. T

Table 3
Investment Earnings
Pooled Money Investment Account.
1973-74 through 1983-84
{in millions)

Average Daily
Investment : Percent
Balance Earnings . Yield
1973-74 $2,587.2 $231.2 8.94%
1974-T5 , 2,740.1 236.3 862
1975-76 . - 3,209.1 2043 6.37
1976-77 4,460.5 ) 261.7 5.87
1977-78 6,843.9 4586 6.70
1978-79 . : ; 8,123.0 ’ 6924 . 8.52
1979-80 8,286.0 < 8950 10.54
1980-81 7,208.7 7869 ) 10.78
1981-82 . 52346 632.0 12.07
1982-83 : 52520 5475 1045

1983-84* ‘ 6,800.0 680.0 10.00

® Legislative Analyst’s office estimate.

Estimated Level of Management Fees is Unrealistically Low

We recommend a reduction of $27,000 in the amount requested from the
General Fund, and a corresponding increase in reimbursements, in order
to reflect a more realistic estimate of management fees to be collected by
the State Treasurer. ‘

The Local A%ency Ihvestment Fund (LAIF) was created in 1976 as a
means for enabling the State Treasurer to invest the surplus funds of local
agencies in government securities, commercial deposits, and other author-
ized securities. The fund’s earnings are distributed to the participating
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agencies on a quarterly basis by the State Controller. The cost of adminis-
tering the fund is covered by a management fee of up to one-fourth of 1
percent of the fund’s earnings. :

Prior to January 1, 1984, the revenue collected from the management
fee was deposited in the General Fund and then appropriated to the State
Treasurer and Controller through the budget process. This method of
funding the LAIF administrative expenses was changed by Ch 751/83 (SB
1010). Beginning on'January 1, 1984, fee revenues, which are deducted
from earnings, are retained by the Treasurer and the Controller as reim-
bursements%or administrative expenses rather than deposited in the Gen-
eral Fund. : ‘

*This change in the method of funding should have no net impact on the
General Fund. The amount of reimbursements retained by the Controller
and the Treasurer should be offset by a corresponding reduction in Gen-
eral Fund expenditures to support these offices. For example, the Treas-
urer’s budget for the current year, as revised, reflects a General Fund
reduction of $15,000 in GeneralyFund' expenditures, and a corresponding
increase in reimbursements that otherwise would have been deposited in
the General Fund. For the budget year, reimbursements have been in-
creased, and General Fund expenditures have been reduced, by $30,000.

Our analysis suggest that the budget understates the amount of reim-
bursement that the Treasurer will receive in 1984-85. In 1982-83, the
Treasurer’s share of the management fees imposed on the LAIF amounted
to $57,000—$27,000 more than the level included in the 1984-85 budget.

. The Treasurer’s office believes that reimbursements in the budget year
will be lower than in 1982-83 because it expects that higher interest rates
will cause many local agencies to withdraw from the fund and invest their
idle cash balances in securities with higher yields. This expectation howev-
er, is not consistent with the expectation for interest rates in the Gover-
nor’s Budget for 1984-85. The budget assumes that interest rates will fall
in 1984 and 1985. While it is certainly possible that the budget’s forecast
for interest rates will not hold up, we doubt that interest rates will rise
enough to cause the level of local government participation in the LAIF
to drop appreciably. In fact, the improved economy has left most local
agencies with more funds to invest. For this reason, we expect that the
amount of LAIF fees generated in 1984-85 will exceed the level included
in the budget.

In order to more realistically account for the fees likely to be earned by
the Treasurer for managing the LAIF program in 1984-85, we believe the
Budget Bill should be amended to reflect the level of fees actually
achieved in 1982-83. Specifically, we recommend that $27,000 be deleted.
from Item 0950-001-001, and that a corresponding increase in reimburse-
ments be approved. Approval of this recommendation would not reduce
the amount available to the Treasurer to finance his operations, but would
increase the amount available in the General Fund to meet other legisla-
tive priorities.

Administrative Activities

The Treasurer’s executive office staff and the general services section
provide budgeting, personnel, and accounting services for the Treasurer’s
office. In addition, they provide these services on a reimbursable basis to
nine authorities and cormmissions, all of which are chaired by the State
Treasurer. The Treasurer’s budget includes $225,000 in reimbursements to
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cover the cost of providing these services in 1984-85. Table 4 shows the
agencies that will receive these services. It also indicates:that most of the
agencies were established during the past five years, and that these agen-
cies will spend approximately $2,628,000 during the current year.

Table 4

Commissions and Bond Authorities
Chaired by the State Treasurer

1983-84

Year Estimated
Authority or Commission v Established Expenditures
California Pollution Control Financing AUthOTItY ...c..vsuereermccesrssessen 1973 $500,000 **
California Educational Facilities Authority 1973 115,000 >
California Health Facilities Authority 1979 270,000 *°
Commission on State Finance ’ 1979 : 519,000 -.
California Alternative Energy Source Financing Authority ..........c.... 1980 123,000
California Industrial Development Financing Advisory Commission 1980 226,000
California Student Loan Authority 1981 250,000+
California Debt Advisory: Commission 1981 625,000
California Rail Passenger Financing COMMISSION. vvcvvversuveeeerivermssesssssns 1982 ¢
Total $2,628,000

2 Supported by funds which are continuously appropriated and thus are not included in the Budget Bill,
b Estimated by Legislative Analyst.
°No expenditure data are available for this commission.

Lhithidvaun, beequae. Additrimt Ywh é; hplae

Part of the Equipment Request Has Not Been Jusfigﬂd ,;«}9(5 Licdsd

We recommend a deletion of $5,000 for miscellaneous equipment ex-
penditures because they have not been adequately justified.

- The Treasurer’s budget for 1984-85 includes $24,000 for equipment. The
largest item of expense is a new office copier ($10,000). The remaining
funds would be spent on furniture, typewriters, and other items of equip-
ment. As shown in Table 5, the budget identifies only $19,000 in equip- -
ment to be acquired in 1984-85. The balance of the request, $5,000, is for
“miscellaneous” equipment which has not been identified or justified. -
Accordingly, we recommend that this amount be deleted from the Treas-
urer’s budget.

Table 5

State Treasurer's Office
Proposed Expenditures for Equipment

1984-85

_EBquipment Expenditures
Program Identified “Miscellaneous™ Total
Bond Sales and Services ....... $700 ' $1,000 $1,700
Trust Services 700 1,000 1,700

- Investment Services 1,900 1,000 2,900

District Securities Division.. 700 — 700
Paying and Receiving 5,000 1,000 -6,000
Administration 10,000 1,000 11,000 .

Total $19,000 $5,000 $24,000
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New Positions for IHSS Warrant Processing are Justified
We recommend approval.

The State Treasurer provides banking services for state agencies. These
services include depositing state funds, redeeming warrants issued by the
Controller and other state agencies; and providing information to the
Investment Division on the state’s daily cash position. In the current year,
the Paying and Receiving Division will process an estimated 60 million

warrants. This division is the largest within the State Treasurer’s office.

~ The budget proposes expenditures of $2,202,000 in 1984-85 for these
activities, whicﬁ accounts for 41 percent of the State Treasurer’s total
budget request. ’ _
. The budget requests two additional positions to process warrants drawn
by the State Controller’s office (SCO) for the In-Home Supportive Serv-
ices (IHSS) program. The IHSS program is administered by the Depart-
ment of Social Services SDSS), and provides domestic and personal
services to eli%ilble aged, blind, and disabled persons, - '

In the past, the providers of these services were paid with checks drawn
on commercial banks. Since December 1983, however, the checkwriting
function has been handled by the SCO. This has increased the Treasurer’s
workload, since the State Treasurer is responsible for redeeming the
" checks. During the current year, two positions have been added to process
- the warrants for the December-June period, at a cost of $29,000. The

budget proposes to continue these two positions, at a cost of $45,000, to
process these warrarnts, estimated at 1.8 million in 1984-85. The cost of
%1Se§e’ positions will be funded through reimbursements obtained from

" Our analysis indicates that the request is justified on a workload basis,

and accordingly we recommend approval.

Salaries and Wages Are Overbudgeted

We recommend reduction of $2,000 from the General Fund to correct
for overbudgeting. - ' :
The Treasurer’s office budget includes a net reduction of one author-
ized position. The changes to the budget to reflect this reduction do not
take account of the 6 percent general salary increase provided to state
employees on January 1, 1984. As a result, salaries and wages are overbudg-
eted by apgroximately $2,000: Accordingly, we recommend that this
amount be deleted, for a corresponding savings to the General Fund.
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CALIFORNIA DEBT ADVISORY COMMISSION

Item 0970 from the California
Debt Advisory Commission - BN :
Fund _ .. Budget p. LJE 132 o

Requested 1984-85 ... — ; .$661,000
Estimated 1983-84...... © 625,000
Actiaal 198283 ........ccoeriveveinrriiociunrsnresnsnsnssiisississssssssessensssensiersine . 470,000
‘Requested increase (excluding amount o
: for salary increases) $36,000 (+5.8. percent) o
Total recommended reductlon Grsuaresissreseressbeiiinensasssssessatens vereien 4,000 -
e ' ) " Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS . page

1. Notification Fees. Recommend legislation be enacted to 140
reduce the level of the CDAC notification fee. Further rec-~ - -
ommend that this legislation require the commission to re-
port annually to the Legislature on the amount of fees:

" collected during the prior fiscal year, SR
2. Special Assessment District Bonds. Recommend that the 141"
Legislature adopt Budget Act language directing the com- K

mission to require that issuers of special assessment district
. bonds notify it of all planned issuances. = _

3. Salaries. * Reduce Item 0970-001-171 by $4,000. Recom- - 143

mend reduction to correct for overbudgeting. o

GENERAI. PROGRAM STATEMENT

The California Debt Advisory Commission (CDAC) was estabhshed by
Ch 1088/81 (AB 1192) to provide advisory assistance on bond issues to state
agencies and local governments, and to provide other assistance to state . -
+ and local governments in the general areas of financial and debt manage-

ment. The commission has nine members, including the State Treasurer,-

who serves as chairperson, the Governor or Director of Finance, the
Controller, two local government finance officers appointed by the State -

Treasurer, two members of the Assembly, and two members of the Senate - :

The spe01flc responsibilities of the commission include: -

» Assisting the housing bond credit committee and all state financing
authorities and commissions involved with bonding activities;. -

« Upon request, assisting ani state or local government unit in the -

anmn% preparation, mar

the dm of reducing debt costs and protecting the issuer’s credlt i
stan v

‘e Collectmg, maintaining, and providing data on state and local debt o
authorizations; .

¢ Improving the market for government debt issues by malntalmng_ ‘
contact with state and local %ond issuers,: underwnters, credlt ratmg
agencies, and investors; .

« Preparing studies on methods to reduce the costs and 1mprove the = =
cred)lt ratings of state and local debt issues; and :

eting, and sale of new debt issues, with -

» Recommending changes in state laws and local ractices to 1mprove N

the salablhty and serv1c1ng of state and local debt issues.
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The general activities of the commission are supported by fees payable
from the proceeds of debt issues. In the past, these fees were paid by the
issuers of the bonds. Beginning in 1984, however, the fees will be paid by
the lead underwriter or purchaser of the bonds, pursuant to the terms of
Ch 293/83 (SB 146). The fee amount equals one-fortieth of 1 percent of
the principal amount of the bond issue, up to a maximum fee of%S,OOO per
issue.. : .

- The commission has 11 authorized positions in the current year.

ANALYSIS AND RECOMMENDATIONS

The budget proposes an appropriation of $661,000 from the California
Debt Advisory Commission Fund for support of the commission in 1984-
85. This is an increase of $36,000, or 5.8 percent, over estimated expendi-
tures for the current year. No additional positions are proposed for the
budget year. The increase in the commission’s budget will grow by the
cost of any salary or staff benefit increase approved for the budget year.

Fee Revenues Significantly Exceed Commission Expenses

We recommend that legislation be enacted to reduce the size of the
notification fee charged by the commission. We further recommend that
this legislation require the commission to report annually to the Legisla-
ture on the amount of fees collected during the prior fiscal year.

During 1984-85, the commission estimates that the fees it charges the
lead underwriter or purchaser of bonds will generate $300,000 in revenues.
In addition, fees charged by the commission for financial consulting serv-
ices (f)rovided to specific state and local government units are expected to
yield $19,000 in reimbursements during the budget year. :
Table 1 displays the revenues and expenditures for the CDAC fund in

the prior, current, and budget years. It shows that the commission expects
to receive $1,000,000 in notification fee revenues during the current year
and $900,000 during the budget year. The decrease in fee revenues. is
based on the commission’s expectation that the expiration of the federal
tax exemption for interest earned on home mortgage bonds and proposed
‘federal restrictions on industrial development bonds will cause sales of
these bonds to decline. o
We believe, however, that the actual level of fee revenues in these years
may be higher than the commission’s estimates. First, there are strong
indications that Congress will reinstate the federal tax exemption for in-
terest earned on home mortgage bonds. Second, the commission’s esti-
mates do not reflect the recent uptrend in the issuance of public debt by
California gu’blic agencies, Public agencies are increasingly turning to
creative debt financing techniques to finance public projects. In addition,
steady or even declining interest rates have made debt issuance less costly,
-and the overall economic recovery has made debt-financed projects more
economically viable.

Finally, the commission has substantially underestimated the amount of
.revenues generated by the fee in prior years. Last year CDAC estimated
- that $570,000 would be received from fees in 1982-83. However, as shown
ig the 1984-85 budget document, $1,368,000 was actually received during
that year.. . . .

- The amount of revenues generated by the fees charged to underwriters
and purchasers should be compared with the cost of those commission
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activities for which the fees are charged. As Table 1 shows, the commis-
sion’s estimate of fee revenues—which we believe is too low—exceeds
CDAC’s expenses for each of the three years by a wide margin. As a result,
the ending balance in the CDAC fund will increase by a minimum of 20
percent if CDAC’s fee revenue estimates hold, and by far more if our
analysis of these estimates proves to be accurate:

We can find no justification for maintaining a fund balance beyond what
is needed as a reasonable reserve for unanticipated revenue shortfalls or
expenditure increases. Accordingly, we recommend that legislation be
enacted to Jower the amount of tie fee levied on debt issues. We believe
that a sufficient amount of revenues to support the commission’s activities
could be generated by fees equal to one-half the current amount (that is,
one-eightieth of 1 percent, not to exceed $2,500 per issue). We further
recommend that this legislation require the commission to report annually
to the Legislature on the amount of fees collected during the prior fiscal
- year. This report should include information as to the number of issues on
which the maximum fee was paid, no fee was paid, or a fee below the
maximum amount was paid. This report should be submitted to the Legis-
lature by December 1 of each year.

Table 1

California Debt Advisory Commission Fund
1982-83 Through 1984-85
(in thousands)

1982-83 1983-84 1954-85

Beginning Balance $325 $1,196 $1,661
Fee Revenues " 1,368 1,000 . 900
Interest Earnings 67 90 100
Total Resources $1,760 $2,286 $2,661
Total Expenditures . 564 625 661
Ending Balance . $1,196 $1,661 - $2,000

Source: Governor’s Budget, p. LJE 133

~ Special Assessment Bonds Not Covered by Reporting Requiremehf

We recommend that the Legislature adopt Budget Act language direct-
ing the commission to require all Issuers of special assessment district
bonds to notify the commission of all planned issuances.

The CDAC collects data on the amount, types, and characteristics of
debt issued by state agencies, local governments, school and special dis-
tricts, and other public agencies authorized to issue tax-exempt bonds. Its
efforts are facilitated by a statutory requirement that the commission be
notified of all proposed tax-exempt bond issues prior to the scheduled date
of sale. The information collected by CDAC is reported regularly in
CDAC’s two {)ublications—Debt Line and Calendar—which were first
issued in April 1982. '

Issuers of one specific type of local debt instrument—special assessment
district bonds—are exempt from CDAC’s notification requirement. These
bonds are issued under the Improvement Bond Acts of 1911 and 1915, and
are sold by cities, counties, and special districts to finance public works
projects, such as streets and sewers, which benefit particular properties
that can be specifically identified. Assessments are then levied on the
affected properties to generate the revenues needed to service the bonds.




142 / EXECUTIVE Item 0970

CALIFORNIA DEBT ADVISORY COMMISSION—Continued

In June 1982, the commission passed a resolution to exempt special assess-
ment bonds from all reporting and fee requirements. According to the
resolution, these bonds were exempted because they are secured%)y liens
on ﬁ)ro;f)erty (rather than taxes) and thus the issuing authorities are not
liable if the bonds default. - :

Our analysis indicates that information on special district assessment
bonds should be provided to the Legislature, and hence that the exemp-
tion granted to issuers of these bonds should be removed. The basis for our
conclusion is as follows:

o Special assessment bonds are issued by public agencies. Under
the provisions of existing state law, the commission is responsible for
collecting information on all public debt activities in California. Since
special assessment bonds are issued by cities, counties, and other pub-

" lic entities for public works and improvements, we believe that col-
lecting information on these bonds would help the Legislature
monitor the market for public debt.

o The bonds are tax-exempt. As with most public debt, the interest
earned on special assessment bonds is exempt from federal and state
income taxes. Consequently, these bonds compete with other public
debt instruments—including those issued by the state—in the tax-
exempt securities market. For the Legislature to effectively monitor
this market, it needs information on 5511 tax-exempt securities, includ-
ing special assessment bonds.

e The bonds represent an alternative method of funding public
projects. . Because of the property tax limits imposed .by Proposi-
tion 13, local ﬁovernments have been unable to rely on the traditional
source of funding—general obligation bonds, secured by property tax
revenues—for public facilities improvements. As a result, many local
governments have turned to other sources of financing, inc{uding
special assessment bonds, for these projects. In light of ﬁxe growing
concern over the condition of California’s public facilities (the “infra-
structure problem”), we anticipate that information on assessment
bonds willpbe needed to help policymakers address this issue.

In sum, we believe that collecting data on special assessment bonds will
help fill a significant gap in the information now provided by the commis-
sion to the Legislature. Accordingly, we recommend that the Legislature
adopt the following Budget Bill language requiring the commission to
adopt regulations ﬁ'xat require - all issuers of s ecia% assessment district
bond- issues to notify the commission of each planned issuance. o

“The California Debt Advisory Commission shall not exempt special

assessment district improvement bonds from the debt issue reporting

reqcilirements as provided under Section 8855 of the Government

Code.” f ' ' .

Because a fee is assessed on the principal amount of the bonds subject
to the notification requirement, adoption of this language would generate
approximately $37,500 in revenues to the CDAC fund.

Studies Undertaken by the Commission ,

‘The CDAC conducts research studies related to the issuance of public
debt and the use of funds raised in this manner. During the past and
“current year, the commission has sponsored research on methods of classi-
fying and analyzing public debt, the current trend in the volume and
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purposes of debt financing, and alternative methods of infrastructure fi-
nancing. For 1984-85, the CDAC plans to conduct studies on the debt-
related activities of redevelopment agencies (as required by Ch 1123/83)
and the effects of overlapping and multiple jurisdictions issuing debt for
the same purposes. The Eudget requests $31,000 for these studies, which
is $26,000 less than the amount included for the current year.

Savings in Salaries and Wages

We recommend a reduction of $4,000 from the California Debt Advisory
Commission Fund (Item 0970-001-171) to correct for overbudgeting.

CDAC currently is authorized a Career Executive Assignment (CEA)
position to manage the policy development and financial advisory assist-
ance functions of the commission. Originally, this position was authorized
at Level II, and the 1984-85 budget request includes personal services
costs of approximately $46,000 for the position. However, at its October 18,
1983 meeting, the State Personnel Board reduced the CEA position from
Level IT'to Level I. As a result, the cost of the position in 1984-85 will be
approximately $42.000, or $4,000 less than the amount included in the
- budget. Accordingly, we recommend deletion of this amount.

State and Consumer Services Agency
MUSEUM OF SCIENCE AND INDUSTRY

Item 1100 from the General

Fund Budget p. SCS 1
Requested 1984-85 ................. errrrere et et s s e s et b rerebeneasate $6,944,000
Estimated 1983—84........coervvirreniintiieeminerirresororesrsserersssssoscorsssansaen 4,884,000
Actual 1982-83 3,864,000

Requested increase (excluding amount
for salary increases) $2,060,000 (+42.2 percent)
Total recommended reduction ............ bt 322,000

Recommendation pending ...........ccoeeciceiiiienisnesio 1,484,000
. v Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Museum . Operating Costs. - Recommend Legislature 146
. adopt supplemental report language directing the museum
to study afternatives to the current method of funding and
managing the museum. :

2. Compensation of Museum Staff. Recommend that the = 147
museum and the Department of Finance justify the dual
compensation arrangement provided the museum’s top ad-
ministrators. , .

3. Contractual Agreements. Recommend adoption of 149
Budget Bill language requiring notification to the Legisla-
turegbefore the museum enters into certain real estate con-
tracts. - :

4. Electronic Security System. Reduce Item 1100-001-001 by 151

. $322,000. . Recommend funding for proposed electronic
security system be deleted, because the expenditure consti-






