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MAJOR ISSUES
General Government

þ Many Budget Proposals Lack
Sufficient Justification or Details

§ A number of the proposed augmentations in the Governor’s
budget are poorly justified or contain inadequate
information and detail.

§ These include proposals in the Information Technology
Innovation Fund (page F-73), for child support activities at the
Franchise Tax Board (page F-66), the public school
construction Web site and “e-business center” in the
Department of General Services (pages F-121 and F-126), the
Urban Public Park in the Arts Council (page F-143), and the
juvenile boot camp in the Military Department (page F-152).

þ Legislature Needs More Information on the
Formation of the New Department of Managed Care

§ The budget proposes a total of $27.9 million and 315
positions for the new department in 2000-01. A large
amount of this funding and positions is proposed to be
implemented administratively in the current year.

§ The are numerous details regarding the administration’s
plans for establishing this new department that are unclear
such as when the Governor will issue an executive order to
establish the department in the current year and what the
department’s priorities and expected progress in organizing
itself will be in the budget year (page F-36).
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þ Time to Reconsider Approach to
Statewide Welfare Automation

§ The Statewide Automated Welfare System (SAWS) is at a
critical juncture. Costs are considerable (potentially $2
billion), much work still needs to be accomplished, making
the system work will be technically difficult, and the current
funding arrangement does not account for changes in law
that occurred since the SAWS strategy was enacted.

§ We recommend that the Legislature direct the Health and
Human Services Agency, in conjunction with the Department
of Information Technology, rexamine the current approach and
report its findings before the Legislature provides additional
funding for the project (page F-92).

þ “New Economy Initiative”
Long on Concept But Short on Substance

§ The budget proposes $7 million for “new economy initiatives
such as a Next Generation Internet Network and an E-
Commerce in Rural Economic Regions Demonstration
Project.

§ These proposals are conceptual in nature and are not
supported by any definitive information. In addition, there
are no expected measurable outcomes for the proposals
(page F-134).

þ Proposed Augmentation for
Citizens’ Option for Public Safety Program Is Flawed

§ The budget proposes a $21.3 million augmentation to the
existing $100 million COPS program, which provides funds
to local governments for law enforcement activities.  The
augmentation would be distributed to local law enforcement
agencies so that each agency receives at least $100,000.

§ The proposal is flawed for several reasons. There is no
guarantee that agencies would use the additional money as
the Governor intends (to hire new officers), the augmentation
benefits only very small jurisdictions (those with populations of
less than 45,000 persons), the augmentation does not account
for local fiscal condition (many wealthy communities would be
the beneficiaries). (Page F-182.)
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OVERVIEW
General Government

Total funding for general government is proposed to decrease in the
budget year. The General Fund portion of the budget is proposed to

decrease by about $150 million, while the special fund portion is proposed
to increase by slightly more than $20 million. The major General Fund
changes include the reduction of one-time funding for the Infrastructure
and Economic Development Bank ($425 million) and for Year 2000 costs
($48 million) and increases for vehicle license fee-related tax relief
($389 million ) and retirement costs for the State Teachers’ and Judges’
Retirement Systems ($90 million).

The General Government section of the budget contains a variety of
programs and departments with a wide range of responsibilities and func-
tions. These programs and departments provide financial assistance to
local governments, protect consumers, promote business development,
provide services to state agencies, ensure fair employment practices, and
collect revenue to fund state operations. The 2000-01 Governor’s Budget
proposes $10.5 billion to fund these functions, not including federal funds.
The proposed budget-year funding is $129 million less than estimated
1999-00 expenditures.

SPENDING BY MAJOR PROGRAM

There are six major program areas within general government:

• Local government subventions, which includes shared revenues
and local government financing.

• Tax relief.

• Regulatory programs.

• Tax collection programs.

• State administrative functions.
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• State retirement and employment.

We describe these program areas below and Figure 1 shows the esti-
mated 1999-00 and proposed 2000-01 budget expenditures by program
area.

Figure 1

General Government Spending
By Program Area

1999-00 Through 2000-01
(In Millions)

Agency/Program
Estimated

1999-00
Proposed
2000-01 Difference

Local government subventions $3,600 $3,459 -$141
Tax relief 1,890 2,279 389
Regulatory 1,367 1,353 -14
Tax collection 590 599 9
State administration 1,694 1,293 -401
Retirement 1,533 1,562 29

Totals $10,674 $10,545 -$129

Local Government Subventions
The largest general government program is the local government

subvention program, proposed to total $3.5 billion in 2000-01 which
(1) distributes state-collected revenue (primarily from vehicle license fees
and gas taxes) to local government agencies and (2) provides local gov-
ernments additional funding for specified programs.

The Governor’s budget proposes to subvene $3.2 billion in shared
revenues (virtually all from special funds) and $227 million in other local
assistance (all General Fund) to local governments. More than half of this
assistance ($121 million) is for the Citizen’s Option for Public Safety, a
program created in 1996-97 that distributes money to local governments
for criminal justice services.

Tax Relief
The state provides local tax relief—both as subventions to local govern-

ments and as direct payments to eligible taxpayers—through a number of
different programs. The Governor’s budget proposes nearly $2.3 billion for
tax relief expenditures in 2000-01. The two largest are the Vehicle License Fee
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(VLF) offset and the Homeowners’ Property Tax Relief (homeowners’ ex-
emption) programs. The Governor’s budget proposes an expenditure of
$1.7 billion General Fund on the VLF offset in 2000-01, which reflects the
continuation of the 35 percent reduction begun on January 1, 2000.

Regulatory Activities
A total of 22 departments are responsible for providing regulatory

oversight of various consumer and business issues. Most of these depart-
ments are funded from special funds that receive revenue from those sub-
ject to regulation. Included in this total are the Departments of Consumer
Affairs, Industrial Relations, Food and Agriculture, Financial Institutions,
and Corporations, as well as the Public Utilities Commission.

The total proposed expenditures for all regulatory activities in the
budget year are $1.4 billion. This includes approximately $1.1 billion from
special funds and $286 million from the General Fund. Total expendi-
tures in this category are $14 million, or less than one percent, below esti-
mated current-year expenditures. The four largest agencies in terms of
overall proposed expenditures are the Department of Consumer Affairs,
$307 million ($1.9 million General Fund); the Department of Industrial
Relations, $211 million ($166 million General Fund); the Energy Commis-
sion, $210 million (all special funds); and the Department of Food and
Agriculture, $208 million ($87 million General Fund).

These regulatory agencies protect the consumer and promote busi-
ness development while regulating various aspects of licensee, business,
and employment practices. The groups regulated range from individual
licensees to large corporations.

Tax Collection Programs
Expenditures. The Franchise Tax Board and the Board of Equaliza-

tion are the largest revenue collection agencies in the state. Together, both
boards collect the state’s personal and business income taxes, sales tax,
and special use taxes. The budget proposes $599 million for these tax pro-
grams in 2000-01. This is an increase of $9 million, or 1.6 percent, from
estimated current-year expenditures.

Revenues. The Governor’s budget estimates combined General Fund
collections by both boards will be $65.7 billion in 2000-01. More than half
of all General Fund revenues ($36.3 billion) come from personal income
taxes.
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State Administrative Functions
There are more than 30 departments and agencies that provide a wide

range of administrative services. These services range from oversight and
support of other departments (such as the Department of General Ser-
vices, the Department of Information Technology, and the Office of Ad-
ministrative Law), to economic development (such as the Trade and Com-
merce Agency), to various specialized services provided to individuals
and communities (such as the Office of Emergency Services, the Military
Department, and the Department of Veterans Affairs).

The budget proposes a total of $1.3 billion to support these functions
in 2000-01. This is a decrease of $401 million, or 24 percent, from current-
year expenditures. The decrease is primarily a result of the one-time ap-
propriation to the state Infrastructure and Economic Development Bank
in the current year.

State Retirement Programs
Retirement-related expenditures account for a significant part of state

spending for the budget year. In 2000-01, state expenditures for various
costs associated with public employee retirement (excluding University
of California costs) will total $2.4 billion, including $2 billion from the
General Fund. As summarized in Figure 2, the General Fund provides
for employer contributions and/or various other payments to four re-
tirement systems. In addition, the state (1) contributes to the payment of
premiums for health and dental benefit plans for retired state employees
and (2) makes Social Security and Medicare contributions for most state
employees.

Public Employees’ Retirement System. The Public Employees’ Re-
tirement System (PERS) is the retirement system for most state employ-
ees. The budget projects General Fund expenditures of $83 million for
PERS in 2000-01. The state’s projected General Fund payment to PERS
represents a nearly $400 million decline from 1998-99. This is because of
changes related to Chapter 555, Statutes of 1999 (SB 400, Ortiz), which
enhanced retirement benefits for all state employees effective January 1,
2000. Chapter 555 also required PERS to adopt the following changes to
its actuarial valuation methods: (1) modify the June 30, 1998 valuation
using 95 percent (rather than 90 percent) of the market value of state
employer assets and (2) reduce from 30 years to 20 years the amortization
of the June 30, 1998 excess assets beginning July 1, 1999. These changes
recognize excess assets more quickly, thereby partially offsetting the state’s
costs that result from the benefit improvements. The state’s costs are an-
ticipated to increase by more than $350 million in 2001-02—the first year
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that PERS recognizes the increased liability for the benefit improvements
in setting the state employer contribution rates.

Figure 2

General Fund Costs
For Retirement Programs a

2000-01
(In Millions)

State Retirement Plans

State Teachers' Retirement $1,007
Judges' Retirement 104
Public Employees' Retirementb 83
Defined Contribution Planc 35
Legislators' Retirement —

Subtotal ($1,229)

Other Retirement Benefits
Health and Dental Benefits for Annu-
itants $387
Social Security and Medicared 346

Subtotal ($733)

Total $1,962
a

Excludes costs for University of California employees.
b

Includes 2 percent “pick up” for Bargaining Unit 8 employees'
retirement contribution.

c
Program for Bargaining Unit 6 employees.

d
Legislative Analyst's Office estimate based on 1998-99 costs.

State Teachers’ Retirement System. The State Teachers’ Retirement
System (STRS) is the retirement system for teachers in public K-12 schools
and community colleges. The STRS receives contributions from teachers
and their employers. However, these contributions have historically been
insufficient to provide for the cost of basic retirement benefits (which were
enhanced by 1998 legislation), the protection of retirees’ purchasing power,
and past unfunded liabilities (the system no longer has an unfunded li-
ability). These shortfalls have been covered by annual transfers from the
General Fund. In the budget year, the transfers are expected to total $1 bil-
lion—about $70 million higher than the current year.

Health and Dental Premiums. The budget also includes $387 million
from the General Fund to pay the state share of health and dental insur-
ance premiums for retired state employees and their qualifying benefi-
ciaries. This is $39.6 million more than estimated current-year expendi-
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tures, reflecting an increase in the number of retirees and a dental insur-
ance premium increase. The PERS is currently negotiating the health pre-
miums rates for the second half of the budget year. These negotiations
may result in a change in the estimated General Fund cost for the budget
year.

Employee Compensation
There are approximately 164,000 rank-and-file state employees (not

including those in higher education) covered under state collective bar-
gaining law. The pay, benefits, and working conditions for these employ-
ees are typically spelled out in memoranda of understanding (MOUs). In
September 1999, the Legislature approved MOUs for all of the state’s
21 collective bargaining units. These agreements replace the MOUs that
expired June 30, 1999 and are effective for a two-year period beginning
July 1, 1999. The new MOUs provide a 4 percent salary increase retroac-
tive to July 1, 1999; another 4 percent effective September 1, 2000; and
increased retirement benefits (subject to separate legislative action—Chap-
ter 555, Statutes of 1999 [SB 400, Ortiz]).

The Governor’s budget includes a total of $60 million ($30 million
General Fund, $20 million from special funds, and $10 million from non-
governmental cost funds) to provide additional employee compensation.
According to the Department of Finance, these as yet unspecified adjust-
ments are to address pay issues (such as recruitment and retention pay
differentials) not resolved in the collective bargaining agreements adopted
in the fall.
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DEPARTMENTAL
ISSUES

General Government

DEPARTMENT OF INSURANCE
(0845)

In California, the Department of Insurance (DOI) is responsible for
regulating insurance companies, brokers, and agents in order to protect
businesses and consumers who purchase insurance. Currently, there are
about 1,600 insurers and 300,000 brokers and agents operating in the state.

The budget proposes total expenditures of $157.7 million for DOI in
2000-01. This is $15.7 million, or 11 percent, more than estimated current-
year expenditures. The changes proposed for the budget year include:

• Fraud Control—A net increase of $8.9 million, mainly due to a
proposed increase in state and local activities for auto fraud con-
trol that is funded by a recent 50-cent fee increase on auto insur-
ance policies.

• Consumer Protection—A net increase of $5.9 million, mainly due
to an additional $5.6 million, funded by a recent 30-cent fee in-
crease on auto insurance policies, to eliminate a backlog of en-
forcement cases and improve consumer protection programs for
auto fraud activities. The budget also includes a $3.8 million Gen-
eral Fund loan to continue the Holocaust claims program.

• Regulation of Insurance Companies and Insurance Producers—
A $2.2 million increase for regulatory activities.

• Earthquake Grants and Loans—A reduction of $1.6 million in
local assistance to provide grants and loans to retrofit high-risk
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residential dwellings owned or occupied by low- or moderate-
income households to minimize the risk of future earthquake
damage.

Holocaust Claims Program
We withhold recommendation on the request for a $3.8 million

General Fund loan to review, investigate, and resolve insurance claims
related to the Holocaust, pending receipt of the forthcoming biannual
report on the current status of the program.

The budget includes a $3,778,000 General Fund loan (to be repaid by
June 30, 2006) to continue DOI’s activities concerning insurance claims
related to the Holocaust. Chapter 963, Statutes of 1998 (SB 1530, Hayden)
required DOI to implement a program to review, investigate, and resolve
unpaid insurance claims for losses resulting from the activities of the Nazi-
controlled German government and its allies for insurance policies writ-
ten before and during World War II by insurers that currently have Cali-
fornia affiliates. If an insurer or its affiliate has not paid a valid claim
from Holocaust survivors, DOI must suspend the insurer’s certificate of
authority, which licenses the company to operate in California, until the
insurer or the affiliate pays the claim.

Chapter 963 appropriated $4 million to DOI for expenditure during
1998-99 for this program. The legislation stipulates that funding for subse-
quent years is subject to appropriations in the annual budget acts. As a re-
sult, in the 1999-00 Budget Act, the Legislature approved an additional $4.7 mil-
lion General Fund loan for current-year activities to be repaid by June 30,
2005. The statute also requires DOI to submit to the insurance and budget
committees of the Legislature a biannual report on its
(1) progress implementing the program, (2) results in identifying and resolv-
ing insurance claims, and (3) current and anticipated program expenditures.

Biannual Report Forthcoming. According to DOI, there have been no
claims settlements or reimbursements yet. In addition, the department has
indicated that the required biannual report will be available around the time
of budget hearings. Consequently, we withhold recommendation on the re-
quest for a $3.8 million General Fund loan for the Holocaust claims program
until receipt and review of this report on the current status of the program.

Antirebate Investigation and Enforcement Unit
We recommend that the Legislature delete the request for $115,000 to

continue the Antirebate Investigation and Enforcement Unit because the
department has not demonstrated the effectiveness of this pilot. (Delete
$115,000 from Item 0845-001-0217.)
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The budget proposes $115,000 for 2000-01 and $230,000 each year
thereafter to continue the Antirebate Investigation and Enforcement Unit.
Chapter 434, Statutes of 1997 (SB 997, Schiff) established this special unit
for a three-year period to enforce state and federal laws prohibiting title
companies from paying “kickbacks” or referral fees to real estate agents
for directing clients to them to conclude home purchases. Chapter 434
authorized DOI to assess affected companies—title insurers, underwrit-
ten title companies, and controlled escrow companies—to pay for the
unit’s activities, which sunset in September 2000.

The DOI proposes to continue this program without additional au-
thorizing legislation by changing the funding source to license fees cur-
rently paid by all insurance companies into the Insurance Fund. The in-
formation provided by DOI does not indicate that the department has
evaluated the effectiveness of this three-year pilot program. Before this
program is made permanent, DOI should provide data that demonstrate
its effectiveness. If the program merits continuation, DOI could (1) redi-
rect existing resources to this function on a priority basis or (2) pursue
legislation to continue the assessment. In either case, the proposed bud-
get augmentation is not necessary. Thus, given the lack of an evaluation
of the pilot, we recommend that the Legislature delete the request.

Automobile Fraud Program Augmentations
We withhold recommendation on $16,052,000 of the proposed

augmentation of $16,532,000 and 114 positions to implement legislation
authorizing an increase in the auto insurance policy fee of up to 80 cents
to augment automobile fraud program activities, pending receipt of further
information on the proposal. Further, we recommend that the Legislature
reduce the request by $480,000 to fund new positions at the first step of
the salary range, in accordance with Department of Finance budget
instructions and standard budget practice. (Delete $480,000 from Item
0845-001-0217.)

Prior to January 1, 2000, insurers paid $1 for each auto insurance policy
written to fund DOI’s automobile fraud program to investigate and pros-
ecute fraudulent auto accident claims and car theft. This fee generated
approximately $19 million for the program annually, which is allocated
to DOI, the California Highway Patrol, and county district attorneys.

Chapter 884, Statutes of 1999 (SB 940, Speier) authorized a 30 cent
increase in the $1 auto insurance policy fee to improve DOI’s consumer
services related to automobile insurance. The legislation specifies that
the highest priority for this additional fee is to eliminate the current back-
log of consumer complaints regarding auto insurance and illegal con-
duct by companies selling auto insurance. The department is requesting
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$5.6 million and 55 positions to implement the provisions of Chapter 884.
The DOI proposes to eliminate the backlog by December 31, 2001. In ad-
dition, DOI’s proposed improvements to consumer service activities in-
clude increasing the number of fiduciary examinations, criminal investi-
gations, insurance companies investigated pursuant to consumer com-
plaints, management reviews of companies, companies seized, and staff
dedicated to cases leading up to criminal prosecution. The DOI also pro-
poses to reinstate its enforcement of education requirements for licensees
and implement a consumer education and outreach program.

Chapter 885, Statutes of 1999 (AB 1050, Wright), authorized an in-
crease in the $1 auto insurance policy fee of up to 50 cent to combat orga-
nized crime rings involved in fraudulent auto accident claims. These funds
would be distributed among DOI, district attorneys, and CHP, as with
existing funds. The funds dedicated to local assistance for county district
attorneys are to be used for three to ten grants to combat organized crime
rings involved with fraudulent auto claims. The department requests
$11 million and 59 positions to implement the provisions of Chapter 885.

Legislature Needs More Information on the Proposed Expenditures.
At the time this analysis was written, we had not received detailed infor-
mation on the proposed program changes to be funded by the 80-cent fee
increase authorized under Chapters 884 and 885. In addition, it is not
clear why DOI has chosen to increase the fee dedicated to the organized
crime ring component to the full 50 cents allowed by Chapter 885. It is
also unclear how DOI will be able to fill all 114 new positions during the
budget year. Consequently, except as discussed below, we withhold rec-
ommendation on the proposed augmentation.

Funding for Positions Overbudgeted. The proposal includes 46 new
fraud investigator positions with sufficient funds to hire the new em-
ployees at the top step of the applicable salary range. Budget instructions
from the Department of Finance to all state departments, as well as stan-
dard practice, require that new positions be funded at the first step of the
salary range applicable to each position. The requested amount is $480,000
above the first step of the salary range for the 46 positions. As a result, we
recommend deleting $480,000 from the request.
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CALIFORNIA STATE LOTTERY COMMISSION
(0850)

The California State Lottery (lottery) was established by the Lottery
Act, an initiative statutory and constitutional amendment approved by
the voters in 1984. Revenues from lottery sales are deposited in the State
Lottery Fund and are continuously appropriated to the California State
Lottery Commission. The commission’s budget is displayed in the
Governor’s budget and is included in the budget bill for informational
purposes only.

The Lottery Act provides that sales revenue is to be distributed annu-
ally as follows: 50 percent returned to the public in the form of prizes, at
least 34 percent for public education, and no more than 16 percent for ad-
ministrative costs. Figure 1 (see next page) shows the distribution of lot-
tery sales revenue since 1994-95.

Bridge Project
We recommend the California State Lottery report to the Legislature

on: (1) its authority to allocate more than 50 percent of lottery sales
revenues to prizes rather than distribute the excess amount to education
as required in the Lottery Act and (2) how the Bridge Project and
associated recent changes in administrative expenses and revenue
distribution have furthered the purpose of the Lottery Act by providing
increased revenue to education.

In 1997, the lottery implemented the Bridge Project, a three-year stra-
tegic management plan to streamline lottery operations, decrease admin-
istrative expenses and staff, and increase sales. The budget year will be
the fourth year of the project. The Bridge Project represents a fairly sig-
nificant administrative restructuring of the lottery. The project’s major
initiatives have been to:
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• Hold administrative expenses at no more than 13.5 percent of
sales. It is our understanding that the lottery intends administra-
tive expenses to remain at the 13.5 percent level, with further re-
ductions if possible.

• Allocate all the difference between the statutory 16 percent maxi-
mum for administration and actual costs to prizes.

• Reduce staffing levels. The commission cut 219 permanent posi-
tions (out of 853) in 1997-98.

Figure 1

Distribution of State Lottery Sales Revenue

1994-95 Through 2000-01
(Dollars in Millions)

1994-95 1995-96 1996-97 1997-98 1998-99

Estimated Proposed

1999-00 2000-01

Annual Sales $2,166 $2,292 $2,063 $2,294 $2,498 $2,550 $2,550

Distribution
Prizes $1,075 $1,128 $1,031 $1,182 $1,307 $1,339 $1,339
Educationa 755 798 712 786 850 867 867
Administration 336 365 321 327 341 344 344

Percentage
Prizes 49.6% 49.2% 49.9% 51.5% 52.3% 52.5% 52.5%
Educationa 34.9 34.8 34.5 34.3 34.0 34.0 34.0
Administration 15.5 15.9 15.6 14.3 13.7 13.5 13.5

Staff levels b
880 895 889 853 634 634 634

a
This total does not include interest income, unclaimed prizes, or other miscellaneous income distributed
to education because these amounts are in addition to the minimum 34 percent allocation mandated by
law.

b
Authorized permanent positions.

The Bridge Project institutes a change in the revenue distribution—
shifting reductions in amounts allocated for administration to prizes rather
than education. In the past, and consistent with the Lottery Act, amounts
below the maximum 16 percent have been distributed to education at the
end of the fiscal year. In 1998-99, however, increasing prize payouts from
50 percent to 52.3 percent resulted in about $58 million of these savings
going to prizes, not education. In the budget year the distribution to prizes
would be 52.5 percent, resulting in $64 million going to prizes rather than
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education. While the lottery has the authority to allocate administrative
expenses to prizes for promotional purposes, it is not clear if the lottery
has the authority to make a permanent change in the revenue distribu-
tion. We recommend the lottery report to the Legislature on the lottery’s
authority to continue allocating over 50 percent of revenues to prizes,
rather than distributing the excess amount to education as provided in
the Lottery Act.

The lottery believes that offering larger prizes will increase sales and
thus result in increased revenue to education. Now that the lottery is in
the fourth year of the Bridge Project, it should have sufficient data to
present to the Legislature to substantiate this conclusion. Essentially the
lottery needs to be able to substantiate that the increase in sales—related
to the additional prize payout—is sufficient to offset the amount educa-
tion otherwise would have received (for example, the $64 million in the
budget year).

In the past, when asked to substantiate the proposed positive corre-
lation between prize payout and sales revenue, the lottery has provided
data from other state lotteries whose prize payouts exceed California’s.
The lottery has also indicated that the increasing sales revenue during
the years of the Bridge Project “proves” that the positive correlation be-
tween prize payout and sales exists.

Other Factors Influencing Lottery Revenues. However, during the
four years of the Bridge Project, several other factors have occurred that
lead us to question the strength of the relationship between payouts and
revenue. First, personal income of Californians has increased significantly
over the four years of the Bridge Project and, therefore, individuals have
had additional dollars to spend on the lottery. Further, the lottery took
other actions during the term of the Bridge Project, each of which, ac-
cording to the lottery positively affected sales:

• At the beginning of the Bridge Project the lottery undertook an
aggressive advertising campaign to promote lottery games.

• The lottery implemented a retailer cashing bonus to encourage
retailers to promote lottery tickets to their customers.

• The lottery installed automated lottery ticket dispensers.

Given these factors, the lottery needs to provide more information to
substantiate its case that their actions have in fact resulted in increased
revenues to education.
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Legislative Oversight of The Commission’s Administration Budget
We recommend that the Legislature amend the 2000-01 Budget Bill

to extend the reporting requirement from the 1999-00 Budget Act and
include an additional reporting requirement to be notified of changes in
lottery revenue estimates.

The Lottery Act provides the commission certain flexibilities not nor-
mally granted to state agencies, such as the continuous appropriation of
lottery funds for administrative expenses without external review, and
the authority to establish its own procurement policies.

In order to establish a degree of oversight on the state lottery budget,
the Legislature added an informational item to the 1999-00 Budget Act
identifying planned budget-year expenditures for administration. In-
cluded were several reporting requirements that the lottery provide up-
dated administrative budget estimates to the Legislature at specific times
during the year. These reporting requirements are not included in the
budget bill as submitted by the Governor. We believe continued over-
sight and monitoring of the lottery’s administrative expenses is impor-
tant for the Legislature. Thus, we recommend the reporting requirement
from the 1999-00 Budget Act be included in the 2000-01 Budget Bill. Fur-
ther, in view of the recent differences between projected and realized rev-
enues, we recommend that the commission also provide updated rev-
enue projections to the Legislature when the administrative expense re-
ports are submitted. If revenues have been adjusted since the previous
report, the commission should include reasons for the adjustments.
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CALIFORNIA GAMBLING
CONTROL COMMISSION

(0855)

The California Gambling Control Commission was established by
Chapter 867, Statues of 1997 (SB 8, Lockyer). The five-member commis-
sion is to be appointed by the Governor subject to Senate confirmation.
The commission (1) is responsible for licensing card rooms, card room
owners, and certain card room employees; and (2) assesses fines for vio-
lations of the act.

The 2000-01 Governor’s Budget proposes $1.2 million from the Gam-
bling Control Fund for support of the commission and its activities, a
2 percent increase from the current-year appropriation. The budget also
includes authority for the five commission members and six permanent
staff. When this Analysis was written, the Governor had not yet appointed
the commission members. As a result, the commission has not incurred
any expenditures to date.

Background
Card Room Gambling. Card rooms are one of four types of legal gam-

bling in California. The others are the State Lottery, parimutuel wagering
on horse race results, and charitable gambling. State law prohibits card
rooms from offering (1) certain specific games—such as twenty-one,
(2) banked games—games where the house has a stake in the outcome of
the game, and (3) percentage games—games where the house collects a
given share of the amount wagered. Typically, card room players pay a
fee on a per hand or per hour basis to play the game.

While the basic authority for card rooms is found in state law, local
jurisdictions must approve an ordinance authorizing the establishment
of a card room. Local governments also establish the operating hours,
number of tables, number of players per table, and wagering limits for
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card rooms in their jurisdiction. Finally, local governments can prohibit
the operation of card rooms and can enact more stringent local controls
and conditions on gambling.

There are currently 160 card rooms operating in California.

Attorney General Staff Currently Performing Commission Duties.
Pursuant to Chapter 867, the Division of Gambling Control in the De-
partment of Justice investigates applicants for gambling licenses, moni-
tors licensee conduct, and investigates suspected violations of the Gam-
bling Control Act. Essentially, the division provides investigatory services
to the commission.

Given that the commission is not operative yet, the division has is-
sued regulations and begun inspections and licensing of card rooms, car
room owners, and critical employees. The Gambling Control Act autho-
rizes the division to engage in enforcement and regulatory oversight of
the card room industry, regardless of the commission being appointed.

Commission Workload Still Up in the Air
We withhold recommendation on the proposed $1.2 million for

support of the California Gambling Control Commission because the
commission’s workload is yet to be determined.

As noted earlier, the Governor has yet to appoint any commission
members. Consequently, there is no experience in the current year as to
the level of ongoing workload for the commission. In addition, the
commission’s workload could be affected by voters’ decisions at the March
2000 primary elections (see below).

Commission Has Role in Recently Signed Tribal Gambling Compacts.
The state has recently signed gambling compacts with several Indian tribes
to authorize numerous types of previously prohibited gambling on In-
dian land. These compacts were ratified by the Legislature in Chapter 874,
Statutes of 1999 (AB 1385, Battin). The compacts ratified by Chapter 874
will become effective only if Proposition 1A receives voter approval at
the March 2000 election and the compacts are approved by the federal
Department of the Interior. The compacts, among other provisions, es-
tablish two funds that would receive revenue from tribes with gambling
activities: one fund for distributing money to various tribes and a second
fund, effective in 2002, available to the Legislature for appropriation for
various purposes. The compacts also provide for limited state oversight
of the gambling activities.

If Proposition 1A receives voter approval, there will presumably be
gambling revenue available for distribution to various tribes in the cur-
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rent year as well as in the budget year. The Gambling Control Commis-
sion will be the trustee of this fund. In addition, the commission will be
the lead state agency for interacting with each tribes’s gambling regula-
tory agency.

Proposition 29 would ratify the tribal-state compacts known as the
Pala compacts, signed by the state in 1998. If Proposition 1A fails to re-
ceive voter approval and Proposition 29 passes, then the Pala compacts
would go into effect. (If both propositions pass, the Pala compact would
not go into effect.) These compacts designate the commission as the state
agency responsible for establishing state regulation of gambling on In-
dian lands.

Recommendations. Given these factors, the level of budget-year
workload for the commission is unknown at this time. As a result, we
withhold recommendation on the entire budget. The administration will
be in a better position in early March to advise the Legislature on the
commission’s workload.
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DEPARTMENT OF CONSUMER AFFAIRS
(1110-1600)

The Department of Consumer Affairs is responsible for promoting
consumer protection while supporting a fair and competitive marketplace.
The department includes 26 semiautonomous regulatory boards, com-
missions, and committees that regulate various professions. These boards
are comprised of appointed consumer and industry representatives. In
addition, the department has ten bureaus and programs that regulate
additional professions which are statutorily under its direct control.

Expenditures for the support of the department and its constituent
boards are proposed to total $335 million in 2000-01, a $24 million de-
crease from the current year. The reduction results primarily from a one-
time appropriation in the current year for the California Complete Count
Committee. Included in the budget-year total are $2 million in expendi-
tures from the General Fund for support of the Athletic Commission and
various public outreach programs.

General Fund Consumer Outreach Augmentations Not Justified
We recommend deletion of the $1.8 million ($1.2 million General Fund)

and eight positions the budget proposes to (1) augment the department’s
consumer information center ($1 million General Fund) and (2) create eight
“consumer ombudsman” positions in various board and program field
offices ($766,000 various funds including $185,000 General Fund). (Reduce
various items by $1,766,000.)

Call Center Nonjurisdictional Workload. The department operates a
toll-free inquiry/complaint (800 number) telephone line to handle telephone
inquiries and complaints from consumers and department licensees. The
department established the combination automated and live operator call
center in 1994 and has since expanded the center to respond to inquiries
received via the Internet. It is budgeted at $3.8 million in the current year.
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The budget proposes to establish a level of General Fund support for the
call center through an augmentation of $1 million. The department believes
this augmentation should be provided to offset costs associated with an-
swering calls and inquiries concerning matters not under the department’s
jurisdiction. These include landlord/tenant issues, vehicle registration and
driver’s license renewals, and collection agency practices.

We believe the General Fund augmentation is unnecessary and inap-
propriate. Other state agencies receive nonjurisdictional inquiries—in-
cluding inquiries intended for the department’s boards and bureaus. These
calls need to be handled in an effective and efficient manner, but it should
not be necessary to determine the correct jurisdiction and then assess that
jurisdiction the cost associated with the inquiry.

Furthermore, the department has implemented several methods to
efficiently deal with this workload. For example, the department offers
recorded information for certain nonjurisdictional programs and its op-
erators have ready access to a list of other government agency call cen-
ters so that these calls can be readily forwarded. The department also
maintains numerous links on its website to other government agencies.
Furthermore, many of the nonjurisdictional calls are clearly not a Gen-
eral Fund responsibility (such as landlord/tenant issues, motor vehicles/
driver’s license, and collection agencies).

We recommend the department continue to implement practices that
mitigate the impact of nonjurisdictional inquiries. However, we do not
believe a General Fund augmentation is appropriate and recommend the
Legislature delete the requested $1 million General Fund augmentation.

Consumer Ombudsman Positions. The Governor’s budget includes
$766,000 ($581,000 from various special funds and $185,000 from the Gen-
eral Fund) to create eight consumer ombudsman positions throughout
the state. According to the department, these staff would assist consum-
ers with requests for information or the processing of complaints with
the department or any other regulatory agencies. In addition, the staff
would be furnished with vehicles so they could “. . . seek out opportuni-
ties to ensure all . . . citizens receive complete service . . .”

We believe this augmentation is not warranted for the following rea-
sons:

• As mentioned previously, the department currently operates a
call center and web site to provide consumer information and
respond to consumer inquiries and complaints.

• In addition, its constituent boards and programs each have pub-
lic telephone numbers and several provide information through
linked web sites.
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• Certain boards and programs also operate field offices where
consumers can request information.

• Other regulatory agencies (such as the Department of Alcoholic Bev-
erage Control) operate field offices as well and, to our knowledge,
have not identified a problem which would be addressed by the
department’s proposed consumer liaison efforts. Further, it is not
clear what expertise the proposed new positions would have with
regard to regulatory programs outside the department’s jurisdic-
tion.

Therefore, we recommend the Legislature delete the requested
$766,000 and eight positions.

Bureau for Private Postsecondary And Vocational Education
Background. Chapter 78, Statutes of 1997 (AB 71, Wright) abolished the

Council for Private Postsecondary and Vocational Education, established in
its place the Bureau for Private Postsecondary and Vocational Education
within the department, transferred the council’s duties to the bureau, and
established some additional regulatory oversight. The bureau is responsible
for regulating private postsecondary and vocational schools through a li-
censing and inspection program and for approving courses and programs.

Chapter 78 also required the bureau to assume responsibility for ad-
ministering the Student Tuition Recovery Fund, a continuously appro-
priated fund established for the purpose of relieving or mitigating stu-
dents’ tuition losses suffered when an educational institution closes with-
out fulfilling its instructional obligations. Finally, Chapter 78 gives the
bureau authority to establish maximum fees to fund the bureau’s opera-
tions and specifically directs the bureau to propose legislative modifica-
tions to the fee schedule, if warranted.

Budget Proposal. The Governor’s budget proposes $7.2 million from
various funds and 71 positions to support the bureau in 2000-01, a 26 per-
cent decrease from the current year. The reduction is primarily a result of
the expiration of a substantial two-year augmentation the bureau had
received to process a backlog of work it inherited from the council.

Backlogged Work Has Not Been Eliminated
We withhold recommendation on the bureau’s budget pending receipt

and review of information that explains why the bureau has been unable
to eliminate its workload backlog, and what steps will be taken to assure
that the bureau fulfils its responsibilities. This information should be
submitted to the Legislature prior to budget hearings.
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The bureau began operations January 1, 1998. At that time, there was
a significant amount of backlogged work. During hearings on the 1998-99
Budget Bill, the bureau requested a two-year staff and budget augmenta-
tion to complete the transition from the council and to process the
workload backlog. The Legislature approved an augmentation of $1.4 mil-
lion in special funds, $1.8 million in reimbursements, and 75 two year
limited-term staff—for a total bureau budget of $9.8 million. At that time,
the bureau expected to receive the reimbursements from schools to cover
the costs of site visits as part of the licensing process.

Subsequently, the bureau determined that it does not have the statu-
tory authority to charge a fee for site visits performed as part of the li-
censing process. As a result, the bureau did not receive any reimburse-
ments for this work. Furthermore, the bureau also determined that the
fee schedule it had adopted in January 1998 for all other work was set too
low. A second fee package was developed by the bureau, and during the
regulation setting process a public hearing was held in November 1999.
Based on review of the public comments, the bureau decided not to pro-
ceed with the proposed fee changes. The bureau has not provided any
information to substantiate why the bureau made this decision. As a re-
sult of this decision, however, the bureau indicates it has not been able to
fully address the work backlog, especially the work associated with man-
datory site reviews.

It is not clear why this is the case. According to the Governor’s bud-
get, the bureau spent over $9.3 million in 1998-99 and expects to spend
approximately $9.8 million in the current year. Because of the bureau’s
inclusion in the department’s performance based budgeting efforts, we
are unable to determine the number of staff the bureau employed in those
years. Nonetheless, the bureau apparently spent the funds the Legisla-
ture appropriated to enable the bureau to complete all current workload
in a timely manner and to eliminate the backlog it inherited from the
council.

Given this situation, the bureau should provide the Legislature, prior
to budget hearings, information on: (1) the amount of backlog inherited
by category and the current status of the backlog, (2) why it has been
unable to completely eliminate the backlog, (3) how the bureau will handle
the ongoing workload and eliminate the backlog, and (4) a fee schedule
that will provide the bureau with sufficient funds to fulfil its responsibili-
ties in a timely manner and maintain a prudent fund balance. We with-
hold recommendation on the bureau’s budget pending receipt and re-
view of this information.
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Smog Check Program
The Legislature should not act on the bureau’s budget until the bureau

and the Air Resources Board provide the Legislature a report on the status
of each aspect of the Smog Check Program and of the February 2000
program evaluation to be submitted to the federal Environmental
Protection Agency.

Background. The original framework for a statewide biennial Smog
Check program was implemented in 1984 by the Bureau of Automotive
Repair. Under this program, both smog (emission) testing and needed
vehicle repairs were permitted at any privately owned smog test-and-
repair station. The 1990 federal Clean Air Act amendments required a
somewhat different smog program in states with the worst air quality,
including California. Federal regulations define a region’s air quality in
one of two ways:

• A geographic area that meets or exceeds a national ambient air
quality standard is referred to as an attainment area.

• An area that does not meet this standard is a nonattainment area.
These nonattainment areas are the focus of the federal Environ-
mental Protection Agency (EPA).

Under the 1990 act, the EPA mandated a centralized, state-owned
smog check program. Under this scenario virtually all vehicles would
have been initially tested at a state-owned, test-only facility. Any vehicle
failing the test would go to a second facility to be repaired and then back
to the test-only facility to be retested. If the vehicle failed the retest, the
process would then begin again with the vehicle owner traveling back
and forth between the test and repair facilities.

California negotiated with the federal government to adopt a modi-
fied program. This alternative program focuses on the highest polluting
vehicles but is intended to be less cumbersome to the customer. The Smog
Check program components as agreed to by California and the federal
government are laid out in the State Implementation Plan (SIP).

Basics on the SIP. The SIP was adopted by the Legislature in 1994
and approved by the federal EPA in 1996. The SIP divides California into
three types of program areas based on air quality—enhanced, basic, and
change of ownership. The smog test required varies by area (see Figure 1).

In addition to the requirements in the SIP, the bureau administers
several smog-related programs that have been adopted by the Legisla-
ture. These other nonmandated programs are the Low-Income Repair
Assistance Program and the Voluntary Retirement Program. The state’s
Smog Check program is funded from two funds—the Vehicle Inspection



Department of Consumer Affairs F - 29

Legislative Analyst’s Office

Repair Fund (VIRF) and the High Polluter Repair and Removal Account
(HPRRA). The VIRF funds the SIP-mandated program and the HPRRA
funds the other programs.

Figure 1

Smog Check Program Requirements Vary by Area

Enhanced Areas

Basic Areas

Change of
Ownership Areas

Enhanced Areas. Tests for oxides of
nitrogen, hydrocarbon, and carbon
monoxide emissions. Tests performed
on a treadmill-like machine called a
dynamometer.

Basic Areas. Tests for hydrocarbons
and carbon monoxide only, using a
two-speed idle test and tail pipe sensor.

Change of Ownership Areas. Same
tests as in the basic areas but required
only when a vehicle is sold.

The SIP-Mandated Components. The SIP-mandated program includes
the smog testing and repair stations as well as the bureau’s administra-
tive activities (such as enforcement staff, technician licensing, remote sens-
ing, public relations, and general administration). The 2000-01 Governor’s
Budget proposes $67.3 million from the VIRF for the bureau’s activities
related to the SIP.

In addition to the bureau, two other state entities, the Inspection and
Maintenance Review Committee and the Air Resources Board (ARB), have
responsibilities under the SIP. Both these entities monitor the progress of
the bureau in implementing the SIP and the overall effectiveness of the
program in bringing California into compliance with federal air standards.

To monitor California’s performance, the SIP includes performance stan-
dards and deadlines for implementation of key SIP components. Essentially,
the SIP calls for the entire state to meet federal air quality standards by 2010.
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California agreed to have its complete program in place by Decem-
ber 31, 1997. However, as discussed below, some components of the pro-
gram have been amended by state statute, others were not implemented
by the December deadline, and still others had not been implemented at
the time this analysis was written.

Smog Check Stations. The SIP requires California to implement a
hybrid testing program that includes test-only stations and the conven-
tional test and repair stations. The California system includes four sta-
tion designations:

• Test-Only stations can only perform smog tests.

• Gold Shield Certification stations can test, repair, and retest all ve-
hicles.

• Gold Shield Guaranteed Repair stations can test and repair vehicles.
These stations also guarantee repairs on gross polluting vehicles.

• Test and Repair stations can test, repair, and retest vehicles—but
cannot retest gross polluting vehicles. (A gross polluter must go
to a test-only station to have the final test conducted.)

The test-only network of stations was to begin in 1995 and a percent
of vehicles in the enhanced areas, as determined by the bureau, were to
be sent to test-only stations. The network did not begin until September
1998 but is currently operational.

Remote Sensing. The SIP requires an on-road testing program using
remote sensing devices. The program is designed to monitor vehicles as
they are driven on the highway. According to the SIP, the sensing units
would be set up at various points throughout the enhanced areas. Ve-
hicles shown to be a gross polluting vehicle when driven past a unit would
be pulled to the roadside and tested. If the test confirmed that the vehicle
was a “gross polluter” the vehicle owner would be required to repair the
vehicle and pass a smog test.

In addition, the data compiled from this program was to be incorpo-
rated into the high- and low-emitter profiles. The bureau was to use the high-
emitter profile to direct vehicles to the test-only stations for the biennial test
and use the low-emitter profile to exempt vehicles from the biennial test.

The bureau is using remote sensing to add data to the high- and low-
emitter profiles. Vehicles found to be gross polluters by the remote sens-
ing devices are not required to be repaired and pass a smog check simply
because of the remote sensing test results.

Oxides of Nitrogen. Under the SIP, the program in the enhanced ar-
eas must test for three different pollutants: carbon monoxide, hydrocar-
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bons, and oxides of nitrogen (NOx). The NOx is a key component of smog
and ozone formation. Therefore, reducing NOx emissions is crucial to
meeting the federal air quality requirements.

Testing for NOx was to be implemented by December 31, 1997 but
was delayed until September 1998. Also, once NOx testing began, the
level at which a vehicle would fail was set very high to avoid failing a
large number of vehicles. We understand the bureau is gradually adjust-
ing the failure points toward the level necessary to meet the federal re-
quirements.

Evaluation for Federal EPA. The SIP requires the bureau, in conjunc-
tion with the ARB, to submit an evaluation of the Smog Check Program
to the federal EPA in February 2000. The evaluation is to address the
program’s progress in meeting the emission reduction and subsequent
air quality improvements as mandated in the SIP. At the time this analy-
sis was prepared, the bureau and the ARB indicated the evaluation re-
port should be ready for public comment in late February and submitted
to the federal EPA in March.

In view of the importance of this issue and the Legislature’s past con-
cerns with the program, the Legislature should not act on the bureau’s
budget until the bureau and the ARB provide the Legislature a report on
the current status of each aspect of the Smog Check Program and of the
program evaluation report.
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FAIR EMPLOYMENT AND HOUSING
(1700)

The Department of Fair Employment and Housing (DFEH) enforces
laws that promote equal opportunity in housing, employment, and pub-
lic accommodations, and that protect citizens from hate violence. Specifi-
cally, DFEH has responsibility for enforcing the state’s main equal oppor-
tunity law, the Fair Employment and Housing Act, and resolving com-
plaints in a timely manner.

The budget proposes expenditures of $22 million ($18 million from
the General Fund and $4 million federal funds) for support of the depart-
ment in 2000-01. This represents an increase of $2.7 million (14 percent)
over estimated current-year expenditures.

Establish Mediation Unit
We recommend the Legislature approve the department’s request for

$1,047,000 from the General Fund and two new positions but on a two-year,
limited-term basis to establish a pilot mediation program for alternative
dispute resolution. We also recommend the Legislature adopt supplemental
report language detailing the goals and evaluation criteria for the program.

The budget includes $1,047,000 from the General Fund to establish a
pilot mediation program for alternative dispute resolution (ADR). The pro-
gram is intended to reduce dispute resolution time and decrease enforce-
ment workload. The request includes funding for two permanent positions
for mediation unit administration, and funding to contract for ADR services.
The department also plans to redirect two positions from the enforcement
division to the pilot program. The department indicates that this redirection
is possible because the pilot program will reduce enforcement workload.
The department has modeled this proposal after a similar federal program
and expects to handle around 1,200 cases a year.

The mediation unit will serve 15 district offices across the state. These
offices had an annual caseload of 10,564 in 1998-99. Thus, the department
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expects to refer around 10 percent of the caseload to the pilot mediation
program (the federal program refers around 35 percent). This level of ef-
fort for the pilot program appears reasonable. However, because this is a
pilot program, it is not clear if this program will resolve these cases more
effectively or efficiently than the current process. In fact, answering these
basic questions is a valid purpose for a pilot program.

Consequently, we recommend the Legislature approve the proposed
staff and funding but on a two-year, limited-term basis and reevaluate
the program after two years. We also recommend the Legislature adopt
supplemental report language detailing enforcement goals for the pro-
gram as well as evaluation criteria to determine the program’s effect on
complaint resolution.

Additional Administrative Staff Requested
We recommend the Legislature delete $273,000 from the General Fund

and six positions requested to provide administrative services because
the department has not demonstrated a need for additional positions.
(Reduce Item 1700-001-0001 by $273,000.)

The budget includes $273,000 from the General Fund for six posi-
tions in the Administrative Services Division. The department has indi-
cated that an 18 percent increase in Enforcement Division staff has oc-
curred since 1997-98, while the number of support positions has remained
unchanged. The requested positions would provide additional adminis-
trative support for the department.

It is not clear from the available documentation that the existing staff
level is inadequate. The department has not provided any workload data
substantiating the need for additional staff and simply states that more
administrative staff is needed because of the increase in enforcement staff.
It is not apparent that the department has been adversely affected by its
current staff level or that administrative functions are lacking resources.
Furthermore, as mentioned above in our discussion of the pilot media-
tion program, the department expects a decline in enforcement workload
as a result of the program. Consequently, we recommend the Legislature
delete $273,000 under Item 1700-001-0001 because the department has
not demonstrated the need for additional administrative staff.

Public Information and Technical Assistance
We recommend the Legislature delete $113,000 from the General Fund

and two permanent positions requested to provide public information
and technical assistance because the department has not demonstrated a
need for additional positions. (Reduce Item 1700-001-0001 by $113,000.)
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The Governor’s budget includes a request for two permanent posi-
tions at a cost to the General Fund of $113,000 to provide public informa-
tion and technical assistance services. According to the department, this
proposal is to resume various functions that were eliminated under de-
partmental restructuring actions that began in the late 1980s.

Documentation from the department indicates that the restructuring ef-
forts focused on complaint investigation rather than training and informa-
tion development. The department’s submittal in support of this proposal,
however, does not show that the current training and information develop-
ment programs are inadequate or that the number of existing staff is inad-
equate. Further, the most recent Controller vacancy report indicates that 40
of the 315 authorized positions were vacant (a 13 percent rate). Thus, it is
unclear why the additional staff are needed. Consequently, we recommend
the Legislature delete the requested $113,000 and two positions.

No Basis for Augmentation for Rent Increases
We recommend the Legislature delete $199,000 from the General Fund

for increases in facilities rent because we find no analytical basis for granting
an adjustment to the department that has been denied to virtually all other
state agencies. (Reduce Item 1700-001-0001 by $199,000.)

The budget proposes a total of $199,000 for increased rental costs at
various buildings. The department currently occupies office space in pri-
vately owned buildings, with the exception of the Santa Ana, Oakland,
and San Francisco district offices. The information submitted in support
of this request indicates that rent for the facilities occupied by the depart-
ment will increase by $199,000 between 1998-99 and the budget year.

Our review found that only the department and four other agencies—
the Departments of Industrial Relations and Justice, the State Library, and
the State Treasurer’s Office—received budget augmentations for rental
increases in state buildings. Presumably, all other state departments will
absorb the rent increases.

We can find no analytical basis for granting an augmentation to pay
for rent increases for these five departments when other departments and
agencies are not provided such funds. We note that the administration’s
own budgeting guidelines indicate that departments will not receive fund-
ing for such price increases. Consequently, we recommend the Legisla-
ture reduce Item 1700-001-0001 by $199,000.

We discuss this issue in greater detail in our analysis of the Depart-
ment of Finance’s budget in this chapter.
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DEPARTMENT OF MANAGED CARE
(2400)

The Department of Managed Care (DMC) was created by Chapter 525,
Statutes of 1999 (AB 78, Gallegos) to regulate health maintenance organi-
zations (HMOs). The Department of Corporations (DOC) previously had
this responsibility. (The Department of Insurance regulates health insur-
ance companies.) The Knox-Keene Act specifies what regulatory activi-
ties the state must perform in this program area. These include (1) licens-
ing health plans; (2) taking and investigating consumer complaints re-
garding health plans; (3) performing medical and financial exams of health
plans every three and five years, respectively; (4) taking enforcement ac-
tion against plans that are in violation of the act (up to and including
taking over a health plan); and (5) providing an ombudsperson to assist
in resolving complaints and providing information.

Chapter 525 states that DMC will be established on July 1, 2000 or by
executive order of the Governor, whichever occurs first. Chapter 525 also
transfers all HMO regulation from DOC to the new department. At the
time this analysis was written, the Governor had not issued an executive
order to establish the department earlier than July 1. The Governor ap-
parently intends to issue an executive order to establish the department
before the start of the budget year because the budget proposes funding
for DMC in the current year.

Budget Proposal. As shown in Figure 1 (see next page), the budget
proposes total expenditures of $13.9 million in the current year ($13.5 mil-
lion for regulatory activities and $0.4 million for the Office of Patient
Advocate [OPA]) and $27.9 million in 2000-01 ($27 million for regulatory
activities and $0.9 million for OPA). The department will be funded from
the newly created Managed Care Fund. Regulated health plans pay an
annual per-enrollee assessment and various fees to generate revenue for
department activities. Previously, these assessments and fees went into
DOC’s Corporations Fund. When the new department is established, rev-
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enues generated from health plans will be transferred to the Managed
Care Fund.

Figure 1

Proposed Expenditures for Department of Managed Care

(Dollars in Millions)

1999-00 2000-01

Positions Funding Positions Funding

Transfer from Department of
Corporations 147 $6.1 190 $14.9

Additional resources related to
Chapter 525, Statutes of 1999
(AB 78, Gallegos) 24 5.1 63 7.1

Implementation of other legislation 34 2.1 52 4.2
Enforcement Division workload 16 0.6 16 1.1
Medical and dental survey cost

increase — — — 0.6

Totals 221 $13.9 321 $27.9

Legislature Needs More Information
On Formation of New Department

We withhold recommendation on the entire budget proposal for the
Department of Managed Care—$13.9 million and 221 positions in the
current year and $27.9 million and 321 positions in 2000-01—until the
Legislature receives more complete information on the establishment of
the new department.

Transfer of Resources From DOC. Chapter 525 transfers the respon-
sibilities for HMO regulation from DOC to DMC. As a result, the budget
proposes a staggered transfer of DOC’s health plan-related regulatory
functions as well as some administrative staff. Under the budget pro-
posal, effective January 1, 2000, the 115-position Health Plan Division and
the 32-position Health Plan Enforcement Division would transfer to DMC,
for a total of 147 positions and $6.1 million. The DOC would provide ad-
ministrative services to DMC through the end of the current year. Effec-
tive July 1, 2000, however, 43 DOC administrative staff would transfer to
DMC. Thus, the budget proposes 190 positions and $14.9 million to be
transferred from DOC for 2000-01.

Additional Resources Related to Chapter 525. In addition to these
transferred resources, the budget proposes additional resources to imple-
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ment Chapter 525—$5.1 million and 24 positions in the current year, in-
creasing to a total of $7.1 million and 63 positions in 2000-01. This request
includes resources for DMC’s executive office, policy staff, OPA, staff for
two advisory committees (one altered and one created by Chapter 525),
and administration.

Implementation of Other Legislation. In addition to Chapter 525, the
Legislature approved several other laws in 1999 that affect DMC. The
most notable are Chapter 529, Statutes of 1999 (SB 260, Speier); Chap-
ter 533, Statutes of 1999 (AB 55, Migden); and Chapter 542, Statutes of
1999 (SB 189, Schiff).

Chapter 529 establishes the Financial Solvency Standards Board to
develop financial standards for contracts between health plans and medi-
cal providers and requires DMC to regulate medical providers to ensure
their financial stability. The budget proposes $0.5 million in the current
year and $0.8 million in 2000-01, along with four positions, to implement
this legislation. Of these amounts, $0.3 million in the current year and
$0.5 million in 2000-01 would provide contract funds for (1) actuarial and
health economics experts and/or (2) training related to medical provid-
ers for DMC’s financial examiners.

Chapter 533 requires health plans, effective January 1, 2001, to pro-
vide enrollees the option to have independent medical review of denials
of care. The DMC must contract with independent entities to review the
cases filed.

Chapter 542 includes several provisions, such as (1) shortening the
time DMC has to review complaints from 60 days to 30 days, (2) requir-
ing DMC to take enforcement action in specified circumstances, (3) ex-
panding eligibility for external independent review (provided by the
health plan) of experimental treatment denials and making such denials
eligible for the independent medical review system established by Chap-
ter 533, (4) requiring DMC to review cases submitted for independent
medical review to determine if any enforcement action is warranted,
(5) requiring administrative penalties in specified circumstances, and
(6) requiring DMC to report to the Legislature on implementation of Chap-
ter 542.

To meet the requirements of Chapter 533 and Chapter 542, the bud-
get proposes 30 positions and $1.6 million in the current year increasing
to a total of 48 positions and $3.4 million in 2000-01. About half of the
positions are attorneys, eight of which are proposed to be one-year lim-
ited term to handle the license amendments filed by the health plans to
comply with the 1999 statutes. In addition, $0.9 million of the 2000-01
request is for the independent medical review contract.
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Enforcement Division Workload. The budget proposes doubling the
staff of the Health Plan Enforcement Division by adding 16 positions at a
cost of $0.6 million in the current year and $1.1 million in 2000-01. This is
to meet the workload that has developed since the division was created
in 1998. This work has included taking over three financially troubled
health plans.

Surveys. The budget also includes an augmentation of $0.6 million in
2000-01 for rate increases adopted by the contractors who perform the
medical surveys of health and dental plans.

Many Details Unclear. Many details regarding the new department
remain unclear at this time. Examples of these details include the follow-
ing:

• Although the budget proposes current-year expenditures for
DMC (most beginning January 1), at the time this analysis was
written, the Governor had not issued an executive order to estab-
lish the department before July 1, 2000. It is not clear when or
how this transfer of responsibilities will occur.

• When this analysis was written, the organizational structure of
DMC was not yet finalized.

• There is no indication of DMC’s priorities and expected progress
in organizing the department and implementing the new legisla-
tion in the budget year.

• Many of the requests for additional positions and funding are
based on new activities for which the department has no existing
workload to estimate needed resources. It is not clear what out-
comes are expected from the requested positions.

• It is unclear how DMC will be able to fill the proposed 131 new
positions in a timely manner.

At a minimum, the Legislature needs clarification of the above de-
tails in order to ensure that the new department will address the
Legislature’s expectations and priorities. Consequently, we withhold rec-
ommendation on the entire budget proposal for DMC until the Legisla-
ture receives more complete information on the establishment of the new
department.
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ENERGY RESOURCES CONSERVATION AND
DEVELOPMENT COMMISSION

(3360)

The Energy Resources Conservation and Development Commission
(commonly referred to as the California Energy Commission) is respon-
sible for forecasting energy supply and demand, developing and imple-
menting energy conservation measures, conducting energy-related re-
search and development programs, and siting major power plants.

The budget proposes commission expenditures of $237.2 million from
various state and federal funds in 2000-01. This is $25.2 million, or 9.6 per-
cent, less than current-year estimated expenditures. This reduction is due
in part to (1) Public Interest Energy Research (PIER) program funds car-
ried over into the current year and an assumption that no PIER funds
will be carried over into 2000-01 and (2) other one-time expenditures in
the current year for a variety of projects that are not carried forward to
the budget year. These reductions are partially offset by increased expen-
ditures in the budget year of (1) $12.5 million for fuel cell and clean fuels
projects and (2) $1.7 million for increasing workload associated with PIER
and the Energy Facilities Siting program.

Additional Resources for Siting Program
We withhold recommendation on the $400,000 request for consulting

funds for anticipated workload in the Energy Facilities Siting program
until the commission provides an updated schedule of expected
application filing dates and corresponding workload projections prior
to budget hearings. We further recommend that the Legislature consider
requiring applicants to pay a siting application fee to cover the
commission’s costs to review proposed projects.

The commission’s Energy Facilities Siting program was budgeted at
$6.9 million and about 70 positions for the current year. The budget pro-
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poses $400,000 from the Energy Resources Programs Account (ERPA) for
additional consultant contracts for the program in 2000-01. The proposal
is based on the commission’s projection of increased workload related to
reviewing energy facility siting applications the commission currently
expects to receive in 2000-01.

The Warren-Alquist Act requires the commission to approve the con-
struction of electricity-generating power plants, unless the plant gener-
ates less than 50 megawatts of electricity or is a hydroelectric, wind, or
solar facility. After approving a proposed power plant, the act requires
the commission to ensure that the facility is in compliance with all appli-
cable federal, state, and local laws, as well as any conditions of certifica-
tion required by the commission. The commission must approve any
modifications to these plants. For plants not subject to its jurisdiction (such
as those that predate the siting approval process), the commission must
approve plant modifications unless the modifications meet the megawatt
or type-of-facility exclusions noted above.

Anticipated Filing Dates Tend to Slip. The commission periodically
updates its schedule of when it expects project proponents to file applica-
tions for the siting review process. This schedule changes frequently as
project details often change as projects develop, requiring proponents to
file the siting application later than initially expected. These adjustments
then alter the commission’s staffing needs. As a result, we withhold rec-
ommendation on the request for $400,000 in consulting funds until the
commission provides an updated schedule of expected application filing
dates and corresponding workload projections prior to budget hearings.

Legislature Should Consider Application Fee to Fund Program. Cur-
rently, the siting program is funded from ERPA, which is supported by a
surcharge on ratepayers’ electricity bills. Now that private companies
(rather than predominantly investor-owned utilities, as before restruc-
turing of the electricity industry) are proposing to build power plants as
a business investment, we recommend that the Legislature consider re-
quiring applicants to pay a fee to file a siting application. This fee could
be set to cover the commission’s costs to review proposed projects. As
part of the necessary cost of doing business in this area, firms would then
bear these expenses—not taxpayers in general.

Fuel Cell and Clean Fuels Projects
We withhold recommendation on the proposal for $12.5 million from

Petroleum Violation Escrow Account (PVEA) funds and one two-year
limited-term position pending receipt of (1) information on the future
costs of the proposed projects and (2) the low-emission vehicle analysis
and program plan for the proposed vehicle subsidy program. Also, funding
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for this proposal, along with an additional $30 million from the PVEA,
is dependent on the Legislature’s decision on whether to fund PVEA
projects through the budget bill or separate legislation.

The PVEA Is a Declining Revenue Source. The PVEA revenues come
from federal settlements with oil companies resulting from the companies
charging excessive prices for petroleum. These settlements are largely con-
cluded. As a result, in the last few years, revenues have declined and will
continue downward. The Governor’s budget estimates $1.8 million in cur-
rent-year revenue from settlements and $1.7 million in 2000-01. In addition,
the state owes interest to the PVEA that was improperly credited to the Gen-
eral Fund rather than the account. The Governor’s budget proposes to repay
the PVEA plus interest from the General Fund in the current year ($4 mil-
lion) and the budget year ($28.6 million). It is not clear how these payments
will occur because there is no appropriation for this purpose in either the
1999-00 Budget Act (for the $4 million) or in the 2000-01 Budget Bill (for the
$28.6 million). However, after accounting for these payments and other rev-
enues, along with current-year expenditures, the balance available for ap-
propriation in 2000-01 totals $45.3 million. Figure 1 (see next page) shows
the Governor’s proposed PVEA spending proposals for 2000-01.

Energy Commission’s Proposed Projects. With respect to the Energy
Commission, the budget proposes $1 million in PVEA funds and one two-
year limited-term position for the Governor’s Fuel Cell Vehicle Partner-
ship, which he announced in April 1999. The project is a collaboration
between car manufacturers, oil companies, the Air Resources Board (ARB),
and the commission to introduce fuel cell vehicles to the California mar-
ket. The proposal would (1) cofund two hydrogen fueling sites for five
transit buses to demonstrate hydrogen fuel cell technology and (2) de-
velop safety standards for the sites and a related training program.

The budget also proposes $11.5 million in PVEA funds for the Clean
Transportation Fuels Initiative, which includes (1) $6 million for clean
fuels (such as compressed natural gas) fueling stations for school and
transit districts; (2) $5 million to provide subsidies for vehicles that use a
cleaner fuel alternative; and (3) $500,000 to study issues that continue to
affect hydrogen fueling infrastructure, such as safety testing procedures,
the use of agricultural waste to produce hydrogen, and hydrogen fuel
quality.

We have some concerns with these proposals, including:

• The appropriateness of using PVEA funds, which are a declining
revenue source, for multi-year projects like the fuel cell partnership.

• The request for the proposed vehicle subsidy program is prema-
ture because the program plan is not yet established and depends



F - 42 General Government

2000-01 Analysis

on current-year analysis by the commission and ARB on the emis-
sion and energy efficiency benefits of low emission vehicles.

Figure 1

PVEA Projects Proposed in 2000-01 Governor's Budget

(In Millions)

Department/Project Budget Item Amount

General Services
Additional cost of purchasing alternative fuel

vehicles for state fleet

1760-001-0853
$12.4

Compressed natural gas fueling stations for state fleet 1760-301-0853 2.0

Subtotal ($14.4)
Energy Commission
Alternative fuel fueling stations for public transit buses

3360-001-0853
$6.0

Subsidize alternative fuel vehicles 5.0
Two hydrogen fueling stations for fuel cell

demonstration buses
1.0

Administration of existing programs 0.9
Study of hydrogen fuel cell issues 0.5

Subtotal ($13.4)

Conservation Corps
Home weatherization for senior, low-income, and

disabled residents

3340-001-0853
$8.0

Energy audits in public schools and water leak inspec-
tions of public facilities in Southern California

1.4

Energy audits and lighting retrofits in public buildings
in the San Francisco area

0.3

Subtotal ($9.7)

Air Resources Board
Five hydrogen fuel cell demonstration buses

3900-001-0853
$5.0

Total $42.5

In addition, the Legislature has historically considered projects for PVEA
funding in legislation separate from the budget bill. As a result, we withhold
recommendation on the proposal for $12.5 million from PVEA funds and
one two-year limited-term position pending receipt of information on the
future costs of the proposed projects and the low-emission vehicle analysis
and program plan described above, as well as the Legislature’s decision on
funding PVEA projects through the budget or separate legislation.
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AGRICULTURAL LABOR RELATIONS BOARD
(8300)

The Agricultural Labor Relations Board (ALRB) protects the rights of
agricultural workers to join employee unions, bargain collectively with
their employers, and engage in activities through labor organizations of
their own choosing. The ALRB is split into two divisions: (1) the General
Counsel, whose employees run elections and investigate charges of un-
fair labor practices; and (2) the board, which certifies elections and adju-
dicates and mediates unfair labor practices. The Governor’s budget pro-
poses total expenditures of $4.8 million from the General Fund and
50 positions for support of the ALRB in 2000-01. This represents a $274,000
(6 percent) increase in estimated expenditures and an additional 2.5 posi-
tions compared to the current year.

Budget Augmentation Not Justified
We recommend the Legislature delete the request for 2.5 positions

and $160,000 from the General Fund because the board has not
substantiated the need for additional staff or an increased travel and
training budget. (Reduce Item 8300-001-0001 by $160,000.)

The Governor ’s budget includes funding for 2.5 positions and
$160,000 to increase support for various functions of the board. The ALRB
proposes to reestablish a regional office in either Santa Maria or Oxnard,
establish a Division of Administration to provide business services, and
augment its travel and training budgets.

Regional Office. The budget includes a request for $55,000 from the
General Fund and 1.5 positions to reestablish an office which serves the
south central coastal region, either in Santa Maria or Oxnard. The board
currently operates offices in Salinas, Visalia, and El Centro to serve re-
gional needs. The ALRB has not provided any workload data to substan-
tiate the need to open this office, nor has the ALRB shown that the exist-
ing offices cannot continue to adequately serve the south central coastal
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region. Furthermore, the ALRB currently has two vacant field examiner
positions out of nine authorized. It is unclear why these authorized posi-
tions could not be filled at either (or both) Salinas or Visalia if additional
workload in the region warrants additional staff.

Division of Administration. The department has requested $55,000
from the General Fund and one position to augment the administrative
staff. The ALRB currently has an Administrative Services program with
four staff: one Chief of Administration, one Accounting Officer, one Per-
sonnel Officer, and one Program Services Officer. The board has not docu-
mented a need for additional business support functions, or why the ex-
isting number of staff is inadequate.

Increased Operating Expenses. The ALRB has requested $25,000 for
increased travel and training. The board has not documented any defi-
ciencies in the current operating budget. Furthermore, according to the
Governor’s budget, the board has consistently ended the year with an
overall budget savings (ranging from $300,000 to $600,000 from 1996-97
through 1998-99).

Consequently, we recommend that the Legislature delete $160,000
and 2.5 personnel-years from Item 8300-0001-001.
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DEPARTMENT OF INDUSTRIAL RELATIONS
(8350)

The mission of the Department of Industrial Relations is to protect
the workforce of California, improve working conditions, and advance
opportunities for profitable employment. These responsibilities are car-
ried out through three major programs: the adjudication of workers’ com-
pensation disputes; the prevention of industrial injuries and deaths; and
the enforcement of laws relating to wages, hours, and working condi-
tions. In addition, the department regulates self-insured workers’ com-
pensation insurance plans, provides workers’ compensation payments
to injured workers of uninsured employers and other special categories
of employees, offers conciliation services in labor disputes, and conducts
and disseminates labor force research.

The Governor’s budget proposes expenditures totaling $255 million
for the department in 2000-01. This is 5 percent more than estimated ex-
penditures for the current year. The request includes $166 million from
the General Fund, 2 percent less than 1999-00 estimated expenditures.

Budgeted Retirement Costs
We recommend the Legislature delete a total of $664,000 from various

funds (including $565,000 from the General Fund) because the department
incorrectly budgeted retirement contributions for the positions requested.
(Reduce Item 8350-001-0001 by $565,000, Item 8350-001-0222 by $13,000,
Item 8350-001-0514 by $9,000, and Item 8350-001-0890 by $3,000. Increase
Item 8350-001-0223 by $3,000.)

The budget includes funding for 165 new positions and 16 positions
which have been redirected from within the department. The retirement
benefits for the positions requested were not budgeted using the appro-
priate state contribution rate. The retirement contributions were calcu-
lated using around 10 percent of the annual salaries. The state’s contribu-
tion, however, is around 1.5 percent for most employees. Consequently,
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the department included $664,000 more than is necessary for the state’s
retirement contributions. We recommend the Legislature reduce the
department’s budget to correct for this over-budgeting.

Wage and Labor Law Enforcement in the Garment Industry
We withhold recommendation on $1.2 million from the General Fund

to convert 15 limited-term positions to permanent status in the Targeted
Industries Partnership Program. It is not clear if these positions will be
needed in addition to the 43 positions and $3.1 million requested for
garment industry wage enforcement called for under Chapter 554, Statutes
of 1999 (AB 663, Steinberg).

Convert Existing Limited-Term Positions. The Governor’s budget
includes a request to convert 51.5 existing limited-term positions to per-
manent positions, at a General Fund cost of $4,342,000. Thirty-four of the
positions are for the Targeted Industries Partnership Program (TIPP) and
15 of these are related to investigations of the garment industry.

Establish New Garment Industry Regulations. The Governor’s bud-
get also includes a request for 43 positions (20 on a three-year limited-
term basis) at a cost of $3,062,000 to establish and administer new regula-
tions to enforce labor laws in the garment industry consistent with Chap-
ter 554, Statutes of 1999 (AB 663, Steinberg). Under the legislation, the
department is to investigate and resolve wage cases where a formal com-
plaint is filed and otherwise enforce the laws affecting the garment in-
dustry. In the past, this latter type of enforcement in the garment indus-
try has been a function of the TIPP program.

Funding for New Program. In accordance with Chapter 554, the gar-
ment industry program is to be self-funded through regulatory fees. Typi-
cally, regulatory fees are deposited into a separate special fund which is
then used to pay the costs of the regulatory activities. This ensures that
the programs are self-sustaining, and not subsidized by the General Fund.
The Governor’s budget, however, proposes to fund the program through
the General Fund with the fees collected reimbursing the General Fund.

Recommendations. The need to continue 15 limited-term positions
in the TIPP program related to the garment industry is not clear. The
garment industry inspections conducted by TIPP in the past have tar-
geted employers who violate the state’s wage and labor laws. The provi-
sions of Chapter 554, however, specifically authorize the department to
monitor and regulate the garment industry to ensure compliance with
state wage and labor laws. It is not clear whether any or all of the 15 TIPP
positions will be needed as a result of the additional staff requested pur-
suant to Chapter 554.
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Therefore, we withhold recommendation on converting 15 limited-
term TIPP positions to permanent (at a General Fund cost of $1,221,000),
pending receipt and review of information from the department identi-
fying both the need for a separate TIPP program and the need for addi-
tional garment industry regulatory staff beyond the 43 new positions re-
lated to Chapter 554. Further, we recommend that the Legislature estab-
lish a special fund for the regulatory fees and fund any positions related
to the garment industry from the special fund rather than the General
Fund. This action would be consistent with the way other regulatory pro-
grams are funded and would be consistent with the requirement in Chap-
ter 554 that the fees recover the costs to administer the law.

No Basis for Augmentation for Rent and Related Increases
We recommend the Legislature delete the $1,853,000 augmentation

from the General Fund ($1,318,000), special fund ($328,000), and federal
funds ($207,000) requested to cover the cost of rent and related increases
for various offices because we find no analytical basis to provide an
adjustment for the department that has been denied to virtually all other
state agencies.

The budget proposes a total of $1.9 million for increased costs for
space rented by the department at various locations. The department
currently occupies office space in state-owned buildings—including sites
in San Francisco, Oakland, Los Angeles, and San Bernardino. The De-
partment of General Services is responsible for these buildings and charges
rent to the occupants. The department rents privately owned space in
Long Beach.

The department has requested the following increases related to build-
ing rental costs:

• $1,384,000 for increased rental costs for buildings in San Fran-
cisco, Oakland, Los Angeles, San Bernardino, and Long Beach.

• $341,000 for other state buildings.

• $128,000 for one-time moving costs associated with relocating
employees in prior years.

Our review found that only the department and four other agencies—
the Departments of Justice and Fair Employment and Housing, the State
Library, and the State Treasurer’s Office—received budget augmentations
for rental increases in state buildings. Presumably, all other state depart-
ments will absorb the rent increases.

We can find no analytical basis for granting an augmentation to pay
for rent increases for these five departments when other departments and
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agencies are not provided such funds. We note that the administration’s
own budgeting guidelines indicate that departments will not receive fund-
ing for such price increases. Thus, we recommend that the requested
$1,853,000 augmentation be denied.

We discuss this issue in greater detail in our analysis of the Depart-
ment of Finance’s budget in this chapter.

Funding Redirection for Information Technology
We recommend the Legislature delete the proposed redirection of

$660,000 from unidentified programs and 12 new positions for the
Information Services program because the department has neither
identified the programmatic effect of redirecting $660,000 nor justified
the need for 12 new positions.

The department proposes to redirect $660,000 from unidentified pro-
grams to establish 12 information technology positions. The department
has identified various tasks—such as database management, staff train-
ing, technical support, application development, and data administra-
tion—that these new staff would undertake instead of the current prac-
tice of contracting for this work on an as-needed basis. As mentioned
above, the department has not identified where they will obtain the redi-
rected funds. Thus, it is not known what effect this redirection will have
on other program areas within the department. Also, the department has
not provided any data on the cost of contracting versus hiring in-house
staff for this work. Finally, the department has not shown that there is
sufficient workload to warrant hiring the proposed 12 permanent staff.
Consequently, we recommend the Legislature deny the proposed redi-
rection of $660,000 and 12 new positions.

Labor Standards Investigation and Reporting
We recommend the Legislature delete $1,039,000 (General Fund) and

eight positions to conduct investigations, perform prevailing wage
studies, and issue field reports because the department should accomplish
these long-standing responsibilities with existing resources. (Reduce Item
8350-001-0001 by $1,039,000.)

The Governor’s budget includes a request for three permanent posi-
tions and $439,000 for the Division of Labor Statistics and Research to
conduct field investigations and to issue labor market reports. The bud-
get also includes a request for three permanent and two limited two-year
positions, and a total of $600,000 to conduct prevailing wage studies in
local markets.
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The department indicates that staff within the division has been redi-
rected from various research functions to other functions—such as re-
sponding to information requests. The department has reported that the
current number of staff is inadequate to resume the research functions.
However, vacancy information in the division indicates that 9.5 positions,
or 22 percent of the authorized positions, are unfilled. These positions
should be filled before the department requests additional positions. Fur-
ther, if the department believes the staffing level is a problem, it should
be able to provide data demonstrating the workload of existing staff and
the effect a redirection of current staff back to field investigations and
labor market reports would have on the current work product.

Based on available information, it is unclear why the division cannot
accomplish its long-standing responsibilities within existing resources.
Consequently, we recommend the Legislature delete the $1,039,000 and
eight positions under this proposal.

Establish Special Fund for Amusement Ride Regulation
We recommend the Legislature establish a separate special fund to

deposit the fees collected to cover the cost of administering the new
amusement ride regulatory program established under Chapter 585,
Statutes of 1999 (AB 850, Torlakson) and fund this $2,149,000 proposal
from the special fund rather than the General Fund.

The budget requests $2,149,000 from the General Fund and 26.5 posi-
tions to implement the new program established by Chapter 585 to in-
spect and regulate permanent amusement rides. Chapter 585 authorizes
the department to collect all fees necessary to pay for program adminis-
tration. Because the statute was silent regarding where these fees would
be deposited, they would be deposited in the General Fund for the
department’s activities.

We recommend the Legislature instead establish a separate special
fund to receive the fees collected for this program and appropriate these
funds to support the department’s costs. This would assure that the pro-
gram is sustained through fees and not subsidized by the General Fund.
This action would be consistent with other fee-funded regulatory pro-
grams.
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DEPARTMENT OF FOOD AND AGRICULTURE
(8570)

The California Department of Food and Agriculture promotes and
regulates the state’s agriculture industry through marketing programs
and industry inspections. The department is responsible for developing
California’s agricultural policies and assuring accurate weights and mea-
sures in commerce. The department also provides financial oversight to
county, district, and citrus fairs.

The 2000-01 Governor’s Budget proposes $223 million ($111 million
General Fund) in support of the department for the budget year. This is a
nearly 3 percent increase from estimated current-year expenditures.

Export Promotion and Agricultural Policy Augmentations
We recommend the Legislature delete funding to augment the

department’s export promotion program ($123,000 and two positions)
and to participate in a multistate coalition to influence national
agricultural policy ($250,000 and two, two-year limited-term positions)
because the department currently has resources for these activities.
(Reduce Item 8570-001-0001 by $373,000 and four positions.)

Export Promotion Program. The Agricultural Export Program, es-
tablished in 1985, provides technical assistance and support to California
agricultural exporters by coordinating trade missions, participating in
trade shows, and providing information to aid California exporters in
gaining access to foreign markets. This program is funded through in-
dustry fees. In addition, the department works cooperatively with the
Trade and Commerce Agency in promoting California agricultural com-
modities abroad.

The Governor’s proposal would provide additional funding ($123,000
General Fund) and two staff to increase the number of trade shows in
which the department annually participates and expand the availability
of certain export information databases it maintains.
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• Trade Shows. For the past few years, the department has been
decreasing its participation in international food and beverage
trade shows, choosing instead to focus on foreign buyer mis-
sions—meetings arranged by the department between Califor-
nia agricultural product suppliers and foreign buyers. This shift
of resources was a decision made by the department of how to
best allocate the resources of its export promotion program. If
the department now believes it should concentrate again on the
trade shows, the flexibility exists for the department to do so
without the need for an augmentation.

• Export Information. The department currently maintains several
databases of export-related information of interest to agricultural
commodity exporters. These include information regarding im-
porting countries pesticide residue limits and a listing of Califor-
nia agricultural exporters.

Activities of the Agricultural Export Program, including trade shows
and database information, directly benefit the agricultural industry and
are appropriately funded by the industry. Any program growth for these
or other purposes in the program should likewise be funded by the in-
dustry, not the General Fund.

In addition, the Trade and Commerce Agency currently operates sev-
eral export promotion programs and coordinates numerous trade events
specifically designed to support California products in the global mar-
ketplace. There should be no need to provide General Fund support to
the Department of Food and Agricultural for these efforts.

Multistate Agricultural Policy Coalition. The Governor’s budget
includes $250,000 and two positions for a two-year, limited term for the
department to coordinate efforts with four other states in order to influ-
ence national agricultural policy.

In February 1999, the department, in conjunction with the agricul-
ture departments in four other states—Florida, New Mexico, Texas, and
Arizona—established a coalition to influence national agricultural policy
in specific areas of concern to the five states. This coalition was estab-
lished at a meeting of the National Association of State Departments of
Agriculture (NASDA) and to date the coalition has been scheduling meet-
ings to coincide with NASDA meetings to save on travel and other costs.

We believe this augmentation should be deleted for two reasons. First,
the department currently participates in special groups of like-minded
states to influence national agricultural policy. This is a primary function
of the department that should be addressed with existing staff. As such,
it is not clear why an augmentation is needed. Second, since California’s
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agriculture industry can and does participate in the setting of national
agricultural policy, this type of effort should be funded by the agriculture
industry—not the General Fund.

Additional Audit Workload Not Justified
We recommend the Legislature approve two of the requested four audit

staff to more accurately reflect the audit workload related to county and
citrus fairs. (Reduce Item 8570-001-0191 by $210,000 and two limited-
term positions.)

The Governor’s budget includes $419,000 and four positions (two
permanent and two limited term) to perform financial audits of Califor-
nia county and citrus fairs. Chapter 181, Statutes of 1998 (SB 1460, Maddy),
authorizes the department to perform these audits if the fair requests one
and the department determines an audit is necessary. Funding for those
audits is to come from the Fairs and Expositions Fund, which receives
revenue from horse race meets in California. If revenue to the fund ex-
ceeds expenditures, the balance is transferred to the General Fund. Thus,
this augmentation request has the effect of reducing the General Fund
balance.

There are 26 county and citrus fairs in California and the department
has received a total of ten audit requests under Chapter 181. The
department’s request would provide sufficient staff and resources to com-
plete audits of all 26 fairs in 2000-01. This amount is not justified since the
department is to provide audits only on request. Given that only ten re-
quests have been submitted in over a year, we believe that this is a better
indicator of the department’s known workload. Consequently, we rec-
ommend the Legislature delete $210,000 and two limited-term positions.
This level of funding would provide sufficient funding to audit approxi-
mately 13 fairs annually.

PLANT PEST PREVENTION, DETECTION,
AND ERADICATION PROGRAM

Comprehensive Agricultural Pest Plan Needed
We recommend that the department provide by October 1, 2000 a

comprehensive statewide plan for all plant pest prevention, detection,
and eradication programs. This report should include the coordination
of state and county programs.

The current-year funding for the department’s agricultural plant pest
program totals $72.3 million ($61 million General Fund). The program
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includes screening incoming parcels for contaminated agricultural prod-
ucts, inspecting vehicles entering the state, monitoring pest detection traps,
operating the plant pest diagnostic laboratory, administering various pest
control programs, and implementing numerous emergency pest eradica-
tion programs.

The department submitted various budget-year requests (discussed
below), indicating that the requests are “ . . . a comprehensive strategy for
reducing the growing threat to California from invasive pests.” The de-
partment, however, does not have a comprehensive plan describing the
goals and objectives of the program as a whole or of the individual pro-
gram elements (such as, specific pest control activities, trapping efforts,
and the Medfly Project). Lacking such a plan, it is increasingly difficult
for the Legislature to evaluate the need for augmentations or the impact
of the total program.

In the following sections, we discuss the issues such a plan should
address.

Coordination Between State and Local Programs. An important func-
tion of the department is partnering with counties to prevent the intro-
duction and establishment of serious plant pests and diseases.

 In total, the state provides over $10 million (General Fund) for direct
support of county pest programs. There are reporting requirements on
the counties in current law to allow for program evaluation. These re-
quirements include a cost analysis of each county program, a description
of each program’s activities, and the development of work plans for allo-
cation of the department’s local assistance funding. The purposes of these
reporting requirements are to ensure that the state’s goals and objectives
in pest prevention, detection, and eradication are carried forward at the
county level. It is not clear how many reports are received by the depart-
ment and how—or if—this information is used. In addition, the Supple-
mental Report of the 1999-00 Budget Act requires the department to submit
a report by January 10, 2000 on the operation of the pest programs car-
ried out by the county agricultural commissioners. When this Analysis
was prepared, the report had not been submitted.

Pest Control and Pest Eradication Programs. The distinction between
a control versus eradication program has important programmatic and
budgetary implications. A control program—where the goal is to limit
the spread or impact of a pest—is typically funded by the agricultural
industry. An eradication program is typically funded by the General Fund.
Control programs are somewhat less aggressive and represent an ongo-
ing cost. In comparison, an eradication program is geared towards ag-
gressively containing a pest and removing the population, has large ini-
tial costs, but is not long-lasting. The agricultural industry directly ben-
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efits from both types of programs. Thus, it is reasonable for the industry
to share in both kinds of costs. We believe a comprehensive plan should
address the issue of appropriate cost sharing between the state and in-
dustry for both types of programs.

Department Should Develop a Comprehensive Plan. The department
should review and evaluate the various state and county pest programs
and develop a comprehensive and coordinated planning document for
these programs. This planning process should begin with an assessment
of the state’s goals and challenges with regard to pest prevention, detec-
tion, and eradication. Once the complete program goals have been deter-
mined, the department should then assess each element of the program
to, at a minimum, determine:

• If the targeted pest is still a threat.

• If the effort’s goals (that is, control or eradication) can be met.

• Other chemical or biological alternatives to the program.

• Expected project lifetime costs.

• Compatibility between county and state efforts.

• If the element is coordinated with the state’s goals.

We recommend the Legislature ask the department to undertake such a
review and provide a comprehensive plan by October 1, 2000.

Budget Proposal
The Governor’s budget includes a $4.3 million augmentation from

the General Fund for elements of the plant pest prevention detection and
eradication program. This augmentation:

• Augments and permanently establishes the Medfly Preventive
Release Program—$630,000.

• Permanently establishes the Agricultural Parcel Inspection Pro-
gram—$1.9 million.

• Increases funding for the department’s pest detection program—
$1.3 million.

• Increases the department’s plant pest public education efforts—
$500,000.
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Medfly Augmentation and Continuation Proposal Is Premature
We recommend the Legislature delete $630,000 (General Fund) and 11

positions requested to augment the Medfly Preventive Release program
and deny the department’s request to make the program permanent. The
program was approved as a five-year project and will not expire until
the end of 2000-01. Consequently, the request for an augmentation and
permanent funding is premature. We also recommend the Legislature ask
the department to report on the effectiveness of the current program in
the upcoming year. (Reduce Item 8570-001-0001 by $630,000.)

The department began efforts to control the impact of the Mediterra-
nean Fruit Fly (Medfly) on California’s agricultural industry in 1975. Since
1980 the state has spent over $120 million from the General Fund to sup-
port this effort, with a similar amount provided by the federal govern-
ment. The department has used aerial and ground spraying and sterile
medfly releases to fight the pest.

The current program began in 1996 and involves raising sterile Med-
flies and releasing them throughout a 2,100 square mile area of the Los
Angeles Basin. Total program costs are $15 million dollars annually, shared
equally between the state and the federal government. The budget pro-
poses to augment this amount by $630,000 and 11 positions in 2000-01.
The goal of the program is to release the sterile flies at a rate sufficient to
overwhelm any reproductively viable wild flies in the area—thus ensur-
ing no fly reproduction. When the program was approved by the Legisla-
ture, the program was to operate for five years (through 2000-01), at which
time the program need and effectiveness would be reevaluated.

We believe the department should continue with the final year of the
program and we recommend the Legislature require the department to
report to the Legislature in the upcoming year on the following:

• The impact of the program on wild Medfly populations in the
release area.

• A justification of the continuation of the program.

• Any program alternatives.

• A discussion why the General Fund should pay for an ongoing
pest control program when control programs are usually funded
by the agricultural industry.

Therefore, we recommend the Legislature delete the requested aug-
mentation ($630,000 and 11 positions) and ask the department for an evalu-
ation of the program.
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Agricultural Parcel Inspection Program
We recommend the Legislature delete $1.9 million (General Fund) for

continuation of the Agricultural Parcel Inspection Program. The program
is not a cost-effective use of the state’s pest detection funding. (Reduce
Item 8570-001-0001 by $1,860,000.)

The Governor’s budget includes $1.9 million and 30 positions to con-
tinue the Agricultural Parcels Inspection Program. This program was ini-
tiated in the 1996-97 Budget Act when the Legislature approved $895,000
from the General Fund and 14.6 personnel-years for a two-year pilot pro-
gram. In the 1998-99 Budget Act the Legislature doubled the size of the
pilot program and extended it for an additional two years. During the
course of the program, the department has submitted two legislatively
mandated reports on program activities.

The program was initiated to provide inspection of domestic parcels
for agricultural pests. State law restricts what plant materials may be
shipped to California and requires that parcels containing plant material
be clearly marked. Those marked parcels are inspected at the county level.
However, according to the department, significant amounts of plant ma-
terial enter the state through unmarked—and therefore uninspected—
parcels. These uninspected parcels may contain agricultural pests that, if
established, could prove harmful to California’s agricultural industry and
could be costly to control or eradicate.

The program includes 12 teams—consisting of an agricultural biolo-
gist, an agricultural inspector, and a dog trained to detect plant mate-
rial—that are deployed in the San Francisco Bay Area, the Los Angeles
Basin, and the San Diego area. These teams screen over ten million pack-
ages per year. Only a minor number contained what the department con-
sidered harmful pests. For example, in calendar year 1999, the program
intercepted 128 packages that contained harmful pests (such as, the red
imported fire ant, the leafhopper, aphids, and various fruit flies). Since
the beginning of the program about 300 packages have been found to
contain various harmful pests. The teams, however, only screen a small
portion of all packages entering the state—approximately 1 percent to
6 percent, depending on the location. It is difficult to see how inspection
of such a small percentage of packages could have any significant impact
on preventing pest infestations.

Thus, we believe this program is not a prudent use of the state’s pest
prevention funding. We believe it is important to focus the state’s pre-
vention funding on those programs that provide a greater benefit than
this program. Accordingly, we recommend the Legislature delete the
$1,860,000 requested for the Agricultural Parcel Inspection Program.
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Pest Detection and Public Education Programs
We withhold recommendation on the $1.8 million General Fund

requested to increase the department’s pest detection and public education
programs. The department should provide additional data to indicate
how these augmentations benefit the state’s detection and education
programs.

The Governor’s budget includes $1.8 million from the General Fund
to increase (1) the department’s pest detection (trapping and visual sur-
veys) efforts; and (2) efforts to educate the public about the risks and
consequences of mailing, receiving, or importing quarantined agricul-
tural products into California.

Pest Detection. The department is requesting $1.3 million General
Fund to purchase and deploy a new type of pest trap. This new trap costs
more initially and lasts half as long as the old traps used by the depart-
ment. We believe the department needs to provide additional data on
why it believes the new trap is more cost-effective.

Public Outreach. The department is requesting $500,000 to increase
public outreach activities—such as producing and distributing brochures,
maintaining a telephone hotline, and maintaining a Web site. It is unclear
how this 55 percent increase in the department’s public outreach program
will measurably benefit the state.

We believe the department should provide additional data to clearly
define the cost-effectiveness and benefits from the requested augmenta-
tions. We withhold recommendation on the $1.8 million augmentation
pending receipt and review of the above information.

Agricultural Waste Mitigation Not a
Responsibility of the Department

We recommend deletion of $328,000 from the General Fund and two
positions requested primarily to address potential ground and surface
water contamination resulting from animal agriculture production
operations because this is the responsibility of the State Water Resources
Control Board. (Reduce Item 8570-001-0001 by $328,000.)

The Governor’s budget includes $328,000 and two positions for the de-
partment to aid other regulatory agencies in developing mitigation plans for
large animal production operations to minimize environmental contamina-
tion from their enterprises. It appears that this proposal would focus on wa-
ter quality issues. The State Water Resources Control Board is responsible for
inspecting large animal production operations to ensure the operation is in
compliance with state and federal water quality laws. Further, the Governor’s
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budget contains a proposal to augment the board’s budget for these activi-
ties. The responsibility and the resources for managing and limiting the en-
vironmental impact of animal agriculture production operations on ground
and surface water quality is vested in the board. Thus, the requested aug-
mentation for the department is not necessary or justified and we recom-
mend the deletion of $328,000 in proposed funding.

Milk and Dairy Foods Augmentations
We withhold recommendation on the requested $1.5 million ($377,000

General Fund and $1,117,000 Agriculture Fund) and nine positions
requested for various components of the Milk and Dairy Foods program.
It is unclear exactly how the requested funding and positions would be
used by the department.

The Governor’s budget includes $1.5 million and nine staff to:

• Address an increase in mandated milk and dairy foods inspec-
tions.

• Increase inspections of illegal dairy products manufacturing.

• Transfer the functions of the Milk and Dairy Foods Laboratory to
the California Veterinary Diagnostic Laboratory System.

As we discuss below, the department has not provided sufficient de-
tail to support these requests.

Mandated Milk and Dairy Foods Inspections. The Milk and Dairy
Foods Division of the department is responsible for inspecting dairies,
milk processing plants, milk product processing plants, and soft-serve
dairy (such as ice cream) establishments. The department’s inspection
workload is increasing because of the growth in dairy production and
processing facilities. The department is requesting additional resources
to address this increase in mandated workload. The information provided
in support of this request, however, is unclear as to the amount of fund-
ing and staff the department is requesting for this specific workload.

Inspection of Illegal Dairy Products Manufacturing. In the 1998-99
Budget Act the department received a $150,000 General Fund augmenta-
tion and two positions to curb illegal manufacturing of dairy products
and to enforce sanctions against violators. The Governor’s budget requests
another augmentation of an unidentified amount for these efforts.

The department has not provided data to support the need for an-
other augmentation. For example, the department has not provided an
estimate of the number of establishments and markets to be inspected,
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the frequency of necessary inspections, and a discussion of the impacts of
varied inspection frequency.

Milk and Dairy Foods Laboratory. The Governor’s budget proposes
to enter into a contract with the California Veterinary Diagnostic Labora-
tory System (CVDLS) to replace the functions of the Milk and Dairy Foods
Laboratory (laboratory). The laboratory’s budget for the current year to-
tals $258,000 from the Agriculture Fund. The department indicates that
the laboratory can not continue to operate in its current facility in Sacra-
mento and that contracting with the CVDLS is the most cost-effective
alternative.

It is not clear that the department needs to terminate its laboratory
activities and contract with the CVDLS. Nor is it clear that this is a cost-
effective proposal. For instance, the department currently employs sev-
eral laboratory personnel. Presumably, the CVDLS would need similar
staff levels to perform the same workload. The Governor’s budget does
not reflect a decrease in the department’s staff nor does it include an in-
crease in the CVDLS budget to reflect the contract.

We withhold recommendation on the $1.5 million for the elements of
the Milk and Dairy Foods program discussed above pending receipt and
review of additional information.
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PUBLIC UTILITIES COMMISSION
(8660)

The Public Utilities Commission (PUC) is responsible for the regula-
tion of privately owned “public utilities,” such as gas, electric, telephone,
and railroad corporations, as well as certain passenger and household
goods carriers. The commission’s primary objective is to ensure adequate
facilities and services for the public at equitable and reasonable rates.
Throughout its various regulatory decisions, the commission also pro-
motes energy and resource conservation.

The budget proposes total expenditures for PUC in 2000-01 of
$88.9 million from various special funds ($74.9 million), federal funds
($1 million), and reimbursements ($13.0 million). This is about $1.3 mil-
lion, or 1.4 percent, more than estimated current-year expenditures. This
increase results from increases of $1.5 million in activities funded by the
PUC Utilities and Transportation Reimbursement Accounts and a decrease
of $0.3 million in reimbursements. The Governor’s budget also proposes
an increase of 19.4 personnel-years (PYs) over the current-year level of
825.1 PYs.

Maintenance and Repairs Identified in Five-Year Plan
We recommend that the Legislature delete $267,000 for maintenance

and repairs at the Public Utilities Commission’s San Francisco
headquarters because the request includes capital outlay projects that
have not been justified and an unnecessary infrastructure study. Further,
we withhold recommendation on the $460,000 balance of the request
pending receipt of information justifying the need for and cost of the
remaining projects. (Delete $230,000 from Item 8660-001-0462, $30,000
from Item 8660-001-0461, and $7,000 from Item 8660-001-0412.
Corresponding deletion of $267,000 from Item 1760-001-0666.)

The budget proposes expenditures of $727,000 for maintenance and
repairs at the PUC headquarters in San Francisco. These repairs were iden-
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tified in a $1.9 million five-year maintenance plan developed by the De-
partment of General Services (DGS). The PUC has not provided any in-
formation on the proposed projects other than the title of each project.
However, according to the itemized list of projects in the maintenance
plan, the proposed projects include (1) $165,000 for upgrading the build-
ing security system and elevators (the security system proposal is a three-
year $508,000 project); (2) regular maintenance, such as window water
leak repairs; and (3) a $102,000 infrastructure study to be performed by
DGS to identify other repairs to bring the building up to current codes.

We recommend deletion of the $165,000 for building upgrades and
the $102,000 for the infrastructure study. The security system upgrade, if
justified, should be requested as a capital outlay project. The infrastruc-
ture study is unnecessary because it is not required, as a matter of course,
to continually renovate buildings to comply with code changes. Further-
more, PUC has not identified any issues or concerns that would warrant
undertaking this study. Thus, we recommend that the Legislature delete
$267,000 from the request. (We recommend a similar reduction to the pro-
posed budget for DGS under Item 1760-001-0666.)

Based on the limited information provided in support of this pro-
posal, it appears that a portion of the remaining $460,000 may include
special repairs that should be funded. Consequently, we withhold rec-
ommendation on the $460,000 balance of the request pending receipt of
information justifying the need for and cost of the remaining projects.
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BOARD OF EQUALIZATION
(0860)

The Board of Equalization is one of California’s major tax collection
agencies. The board (1) collects state and local sales and use taxes and a
variety of business and excise taxes and fees, including those levied on
gasoline, diesel fuel, cigarettes, and hazardous wastes; (2) is responsible
for allocating tax proceeds to the appropriate local jurisdiction; (3) over-
sees the administration of the property tax by county assessors; and
(4) assesses property owned by public utilities. The board is also the final
administrative appellate body for personal income and bank and corpo-
ration taxes. The department is governed by a five-member board—four
members elected by district and the State Controller.

The 2000-01 Governor’s Budget proposes approximately $306 million
($194 million General Fund) and 4,077 positions in support of the board’s
operations. The total proposed budget expenditures are 3.5 percent above
estimated current-year expenditures.

Information Technology Costs
We recommend the Legislature delete $1.4 million (various funds)

requested for an increase in the board’s master rental agreement for
information technology components because the board initially planned
to absorb this cost and has not provided any justification as to why it
cannot absorb the increase. We further withhold recommendation on
$3.7 million (various funds) requested for increased costs for the board’s
computer system operations and data storage needs at the Teale Data
Center because the board should implement internal procedures to monitor
data processing and storage use in order to control costs. (Reduce various
items by $1,388,000.)

The Governor’s budget proposes $5.1 million ($3.9 million from the
General Fund) to offset a price increase in the master rental agreement
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between the board and the Department of General Services (DGS) and
also for increased costs for services provided by the Teale Data Center.

Master Rental Agreement. The DGS maintains a master rental agree-
ment for a variety of information technology hardware components—
such as terminals, controllers, and printers. Other agencies and depart-
ments can use the agreement to rent hardware. In 1997, the DGS negoti-
ated a new agreement that resulted in increased rental costs. The board
initially planned to absorb the cost increase within its existing budget. It
has not provided any information to indicate why this cost cannot be
absorbed as originally planned. The augmentation also appears to be con-
trary to the Department of Finance’s (DOF) budget instructions regard-
ing price increases. Please see our analysis of the DOF budget in this chap-
ter of the Analysis. Consequently, we recommend the $1.4 million re-
quested for the increase in the master rental agreement be deleted.

Teale Data Center Costs Increase. The board recently (May 1999)
implemented its Integrated Revenue Information System (IRIS) project,
which shifts all mainframe processing from the board to the Teale Data
Center. The Teale Data Center charges user agencies certain rates for its
services. These services include mainframe processing time and data stor-
age. The board indicates that processing time and data storage costs will
increase in the budget year.

Our understanding is that these increased costs stem primarily from
the simulated testing environments that the board uses when it updates
the IRIS system. It is important for a department to conduct sufficient
testing and maintain a sufficient number of testing environments when
operating a system like IRIS. However, it is also important that a depart-
ment diligently monitor its use of data center resources. We have three
concerns with this request:

• The board has not been able to identify what level of testing is
reasonable for the IRIS system.

• The board has not provided any assurance that it is monitoring
data processing and storage use in order to control costs.

• Information presented by the board for the first six months of
full IRIS operation does not support the requested expenditure
level.

We believe the board should provide the Legislature with updated
estimates of the operating time and data storage it requires from the Teale
Data Center. Second, the board should also inform the Legislature of what
internal controls can be put in place to monitor data center usage to avoid
incurring budget shortfalls in the future. Finally, these estimates should
be developed in conjunction with the Department of Information Tech-
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nology and Teale. We withhold recommendation on the requested aug-
mentation, pending receipt and review of this information.

Field Office Automation
We recommend the Legislature delete the requested $393,000 ($314,000

from the General Fund) to extend the Field Office Automation Pilot
Project to two additional field districts because the augmentation is not
necessary to gather additional information. (Reduce various items by
$393,000.)

Pilot Project. In 1997-98 the board received an augmentation total-
ing $475,000 ($349,000 General Fund) to provide local area network (LAN)
capabilities at two district offices—San Jose and Ventura. Essentially the
LAN allows field auditors to interact electronically with the district of-
fice, with headquarters staff, and also link into the board’s information
technology systems located at the Teale Data Center. The increased elec-
tronic interaction was proposed to result in audit staff spending less time
traveling from the audit location to the district or headquarters office for
meetings, audit conferences, etc. Thus, auditors could complete the au-
dits in a more timely manner.

After the LAN was established, the board compared data from the
San Jose and Ventura districts with the same information from two “con-
trol” districts—San Diego and Oakland. These data included:

• Certain administrative information (such as time auditors spent
manually completing forms).

• Audit-related information (hours required to complete an audit).

• Revenue information (total audit assessments).

The results of the comparison between districts were summarized
and sent to the Legislature in September 1999. Based on the report, it
appears that the automation resulted in increased efficiency and audit
assessments. In addition, the board was able to reduce four support staff
positions, but it reclassified two of those positions to the pilot districts to
serve as LAN coordinators. The board estimates that the automation
project costs approximately $400,000 annually and results in approxi-
mately $2.5 million in additional annual revenues.

Budget-Year Proposal. The Governor’s budget proposes $393,000
($314,000 from the General Fund) to expand the field automation project
to an additional two districts—Torrance and Van Nuys—for the purpose
of further studying the benefits of the project. The board currently has
over two years of data from the initial pilot project. These data have per-
mitted the board to analyze several different aspects of the project—ad-
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ministrative functions, auditor trips to and from the district office, audit
management and supervision, and many others. If the board believes it
needs to obtain more data to evaluate the pilot project, it can continue to
obtain (and refine, if necessary) data from the two offices currently in the
pilot program and compare the results to all the other district offices.
Thus, it is not necessary to expand the pilot program to two additional
offices to obtain additional information. Consequently, we recommend
the Legislature delete the requested $393,000 to expand the pilot program.

As mentioned above, however, based on the September 1999 evaluation
report the pilot program appears to be cost-effective. The September report
did not indicate that there were insufficient data for evaluating the pilot pro-
gram. In view of this, the board should report to the Legislature prior to
budget hearings on any additional data needed to fully evaluate the pro-
gram. Depending on the board’s response, the Legislature may want to con-
sider making the field automation program a permanent program and ex-
panding it beyond the two offices proposed in the budget. As discussed above,
however, there is no need to expand the pilot program.
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FRANCHISE TAX BOARD
(1730)

The Franchise Tax Board (FTB) is one of the state’s major tax collect-
ing agencies. The board’s primary responsibility is to administer
California’s Personal Income Tax and Bank and Corporation Tax laws.
The board also administers the Homeowners’ and Renters’ Assistance
programs and the Political Reform Act audit program. In addition, the
board administers several nontax programs, including collection of
(1) child support, student loan, and motor vehicle registration delinquen-
cies; and (2) court ordered payments. A three-member board—the Direc-
tor of Finance, the Chair of the State Board of Equalization, and the State
Controller—oversees the department. A board-appointed executive of-
ficer is charged with administering the day-to-day operations.

The 2000-01 Governor’s Budget proposes $412 million ($371 million
General Fund) and 5,752 positions in support of the FTB’s operations.
The total amount is $6.4 million and 54 positions more than the current
year. The main changes are (1) nearly off-setting increases and decreases
for multiyear information technology projects, (2) an increase in the child
support collections program, and (3) an increase for the child support
case management automation project.

CHILD SUPPORT PROGRAM

The FTB Child Support Program Expansion
We withhold recommendation on the board’s request for $5.5 million

($1.9 million General Fund and $3.6 million reimbursements) to expand
its child support collections program. The board’s program is one piece
of a larger overhaul of the child support collections and management
system for the state. The board needs to submit a complete proposal,
coordinated with the new Department of Child Support Services, detailing
how the board will fulfill its new responsibilities under this program.
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The Governor’s budget proposes $5.5 million and 34 positions for the
board to expand its child support collections activities per the 1999 man-
dates of Chapter 478 (AB 196, Kuehl) and Chapter 480 (SB 542, Burton).

Program History. In 1993, the board began a child support delin-
quency collection pilot project with six counties. Two years later in 1995,
the collection program was expanded to include all counties. The board
was responsible for collecting child support payments that were delin-
quent by 90 days or more. County district attorneys also could choose to
have the board collect payments that were delinquent for 30 days or more
as well as current support payments.

The board’s role was to locate assets and collect owed amounts. The
board relied on the county to submit necessary and accurate data in order to
begin the collections process. It collected on about 6 percent of all cases re-
ferred to the board. For 1998-99 the board collected almost $68 million in
child support delinquent payments from over 526,000 cases referred to it.
Since the program began in 1993, the board has collected over $287 million.

As a collection agent for the counties, the board forwarded all mon-
ies collected to the referring district attorney, and the county distributed
the collections to custodial parents. The board’s costs for the collections
activity are paid by federal reimbursements and the General Fund.

Restructured Child Support Program. The recent legislation funda-
mentally changed and expanded the state’s child support system and the
responsibilities of the board for child support collections. (A discussion
of the new child support system is in the Health and Social Services chapter
of this Analysis.) Figure 1 (see next page) highlights the changed and ad-
ditional responsibilities for the board. The board has three years (ending
December 31, 2002) to phase in the additional responsibilities.

Expected Results. The board expects to collect an additional $70 mil-
lion annually in child support payments, starting in 2003-04, through the
expanded program. Further, the board estimates program costs will ap-
proximately double.

Questions for the Legislature. There are several unanswered ques-
tions regarding the board’s plan to implement its new responsibilities:

• First, it is our understanding that the board is delaying imple-
mentation and development of some information technology
projects related to its tax collection responsibilities in order to
implement the expanded collections and child support case man-
agement system. The board needs to inform the Legislature of
any shifts in priorities and their effects on tax collections as a
result of its increased child support responsibilities.
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Figure 1

Franchise Tax Board
Responsibilities Under
New Child Support Collection System

Receive all cases over $100 and more than 60 days in arrears. This is��
expected to double the department's caseload to approximately
1 million cases.

Design and implement a computerized database to centralize informa-��
tion regarding each case.

Establish a customer information center or network to answer debtor��
inquires and disputes.

Contract with third parties, where necessary, to locate debtors and��
debtor assets.

Give priority to collection of child support debt. For example, if a debtor��
has both a child support delinquency and a personal income tax
delinquency, the board is to collect the child support delinquency first.

• Second, according to federal guidelines, the county collections
agencies must remit the amount collected to the custodial parent
within 48 hours of receipt. The board needs to explain what steps
it will take to meet this requirement.

• Third, the expanded collections role gives the board greater dis-
cretion in researching and pursuing child support debt. Our un-
derstanding is the board plans to create a centralized database of
collections information and make that database available to
county child support staff. The board needs to explain how the
integrity of the database and any private information, such as
social security numbers, will be maintained in the interconnected
system.

Analyst’s Recommendation. In view of the many issues surrounding
the restructured child support program, it is important that the board
submit a complete proposal (coordinated with the Department of Child
Support Services [DCSS]) on how the board will fulfill its responsibilities
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under Chapter 478 and Chapter 480. Pending receipt and review of such
a coordinated proposal, we withhold recommendation on the $5.5 mil-
lion ($1.9 million General Fund) and 34 positions requested to expand
the board’s collections programs.

Child Support Automation Project
We withhold recommendation on the proposed $14.1 million

($4.8 million General Fund and $9.3 million reimbursements) proposed
for the child support automation project because the new state
Department of Child Support Services has not yet identified its direction
for the system and the Franchise Tax Board has indicated that a new,
more complete proposal will be provided during budget hearings on the
2000-01 Budget Bill. We further recommend that the Director of Child
Support Services report at budget hearings as to the state’s direction for
the procurement of the new child support automation system.

The Governor’s budget proposes $14.1 million ($4.8 million General
Fund and $9.3 million reimbursements) to reflect the shift of responsibil-
ity for the California Child Support Automation Project from the Health
and Human Services Agency Data Center (HHSDC) to the board. As we
discuss in the Health and Social Services chapter of this Analysis, recent
legislation regarding the future of the state’s child support system re-
sulted in a significant change in the board’s responsibilities. Specifically,
Chapter 479, Statutes of 1999 (AB 150, Aroner), shifted responsibility for
the procurement and implementation of the new statewide child support
automation system from the agency to the board. However, the board is
not the primary entity for developing the public policies for the state’s
child support system. Rather, the board will act as the “agent” for the
newly created DCSS that is responsible for the state’s child support pro-
gram.

Procurement of New Statewide System. Chapter 479 mandated that
the board act as the DCSS’ agent for the procurement, development, imple-
mentation, and maintenance of the new single statewide system. This
responsibility was given to the board on October 1, 1999. In addition,
Chapter 479 appropriated $6.6 million in the current year to fund the
board’s initial project and transferred $5.7 million from the HHSDC to
the board.

Complete Proposal Forthcoming. Because the process of developing
the 2000-01 Governor’s Budget began prior to the effective date of Chap-
ter 479, the board is still completing work on its full proposal for imple-
menting its new mandates. We have been advised that a complete pro-
posal will be forthcoming during budget hearings on the 2000-01 Budget
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Bill. That proposal should reflect the board’s understanding of its full
responsibilities and activities during 2000-01.

Coordination With Newly Created DCSS. At the time this analysis
was prepared, the DCSS had not yet begun operations. Thus, DCSS had
not yet specified its needs for the new automation system to be provided
by the board. As we mentioned above, DCSS is the agency responsible
for the state’s child support program and the board is the DCSS’s agent.
Thus, we recommend that the new director of DCSS report at budget
hearings as to the state’s direction for development and procurement for
the new statewide system. For these reasons, we withhold recommenda-
tion on the $14.1 million included in the Governor’s budget for the child
support automation system.

BUDGET FAILS TO REFLECT SCHEDULED SAVINGS

In 1998, the FTB contracted with an independent auditor to conduct
a performance audit of the board. The audit results indicated that the
board should be able to realize significant budget savings based on in-
creases in electronic filing. The auditor further recommended phasing in
these reductions in equal increments over five years to coordinate with
the increases in alternative filing. In the 1999-00 Budget Act the Legisla-
ture reduced the board’s budget by 18 personnel-years and $513,000 (Gen-
eral Fund) to realize the first-year’s increment of savings from reducing
staff. In addition, the Legislature reduced the board’s 1999-00 budget by
$567,000 (General Fund) to realize the first-year’s increment of savings
the board has when it ceases to mail tax booklets to taxpayers who filed
either electronically or used a tax preparer to submit their return in the
previous year. The Governor’s budget does not fully account for the sec-
ond-year savings increments for these two activities. These issues are dis-
cussed below.

Filing Workload Reduction
We recommend the Legislature delete $366,000 (General Fund) to fully

reflect the second-year savings resulting from a reduction in filing staff.
(Reduce Item 1730-001-0001 by $366,000.)

The board’s budget-year proposal includes a reduction of 18 person-
nel-years and $147,000 related to the second-year savings associated with
the filing staff reduction. This reduction, however, does not reflect the full
$513,000 in scheduled savings. Instead, the board proposes to leave
$106,000 in the budget and redirect $260,000 to increase marketing efforts
to encourage more taxpayers to use electronic filing methods. The board
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indicates that this increased marketing effort will ensure that it meets its
increased electronic filing goals. The board, however, already success-
fully markets these filing methods through a current marketing campaign
and publicizes the availability of these filing methods on its Web site and
in all its tax booklets.

In fact, between tax years 1996 and 1998, there was a large increase
(over 170 percent) in electronic filing and telephone filing, and the board
is projecting a 30 percent increase in these filings for the 1999 tax year.
The board has not provided evidence that increasing the marketing of
these efforts is needed.

Consequently, we recommend that the Legislature delete $366,000 to
reflect the full, second-year savings related to reduced filing workload.

Savings From Reduction in Tax Booklet Mailings
We recommend the Legislature delete $567,000 (General Fund) from

the board’s budget to reflect the reduction in mailing tax booklets related
to the increasing number of taxpayers that file either electronically or
use a tax preparer. (Reduce Item 1730-001-0001 by $567,000.)

In 1999-00 the Legislature reduced the board’s budget by $567,000
(General Fund) to realize the savings the board has when it ceases to mail
tax booklets to taxpayers who either filed electronically or used a tax
preparer to submit their return in the previous year. This reduction was
the first of the five-year scheduled reduction mentioned above. The
Governor’s budget, however, does not include the second-year savings
related to the increasing number of taxpayers who file electronically or
file through a tax preparer. Thus, we recommend the Legislature delete
$567,000 from the board’s 2000-01 budget to reflect the second year of
scheduled five-year reduction.

BUSINESS TAX REPORTING PROGRAM

We recommend the Legislature delete $69,000 to administer the
Business Tax Reporting program because when the mandate for this
program was repealed in the current year, the board retained the associated
administrative funds and position. (Reduce Item 1730-001-0001 by $69,000
and one position.)

Prior to the current fiscal year, every city in California that assessed a
business tax and maintained a computerized record keeping system was
required to annually furnish specific information to the board. The board
then used this information to identify self-employed individuals for tax
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enforcement. Cities could file a claim to have certain costs—administra-
tive and operational—associated with providing the data to the board
reimbursed by the state. This mandate was repealed, per the board’s pro-
posal, in the current year. The board indicated that, in the aggregate, the
information was not yielding sufficient returns for the costs incurred. The
board believed that it would be more efficient to repeal the mandate and
contract with those cities whose business tax information yielded the great-
est revenue returns.

The budget-year proposal consists of $1 million (General Fund) to
purchase the business tax information from specific cities and $69,000
(General Fund) for one position to administer the program.

When the mandate was repealed, the board’s workload associated
with the city tax information ceased. However, the board did not take a
corresponding reduction in its budget. Consequently, the board should
now be able to absorb the workload associated with purchasing the tax
information from the cities within existing resources. Therefore, we rec-
ommend the Legislature delete the $69,000 and one position requested
for administration of the program.
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DEPARTMENT OF
INFORMATION TECHNOLOGY

(0505)

The Department of Information Technology (DOIT) is responsible for
planning and overseeing the state’s uses of information technology (IT).
The department is responsible for ensuring that appropriate plans, poli-
cies, and procedures are in place to assure successful implementation of
IT projects.

The budget proposes $9.7 million ($8.9 million from the General Fund
and $750,000 from reimbursements) for support of the department’s op-
erations in 2000-01, a decrease of $18.4 million, or 64 percent, below esti-
mated current-year expenditures. The budget reduction results prima-
rily from the completion of the state’s year 2000 (Y2K) remediation ac-
tivities. The budget proposes 44 personnel-years for the department in
the budget year.

In addition, the budget proposes $10 million from the General Fund
in Item 9905 to fund IT innovation. Although these monies are not in-
cluded in the DOIT budget, the department will play a central role in the
disbursement of these monies. We discuss this proposal below.

Proposed IT Innovation Fund Not Justified
We recommend that the Legislature reject the request to create a

$10 million information technology innovation fund because the proposal
contains a number of serious flaws. (Delete budget bill Item 9905-001-0001.)

The budget proposes $10 million from the General Fund to support
“innovative information technology activities.” The funds would be ap-
propriated in budget bill Item 9905, which contains provisions that specify
the process for distribution of the monies. According to the Governor’s
budget summary, the funds would be used to “. . . take quick advantage
of creative new technology applications in state government . . .” Accord-
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ing to the administration, the request is based on the model established
by the Legislature and the administration in the 1999-00 Budget Act to
fund unexpected Y2K activities.

Proposal. Under the proposal, monies in the item would be allocated
by a new Information Technology Innovation Council. The council would
be composed of two representatives of the Governor’s Office, two cabi-
net level agency secretaries or their designees, the State Chief Informa-
tion Officer (the Director of DOIT) or his designee, and the Director of the
Department of Finance (DOF) or his designee.

The request states that, based on policies and guidelines to be devel-
oped and published by the Council, departments would submit propos-
als to DOIT for review and evaluation. Final selection for funding would
be made by the council. After the council has made its selection, the Leg-
islature will receive notification 30 days prior to DOF allocating money
from the item.

Departments would have up to three years (2000-01 through 2002-03)
to expend the allocated funds. Projects needing additional funds above
the initial allocation would address their funding needs through the an-
nual budget process.

It is also our understanding that the administration will propose trailer
bill language to support this proposal. The specific trailer bill language has
not been provided, however, it is our understanding that the language will
not be substantially different from the proposed budget bill language.

We have a number of concerns with this proposal.

Lack of Defined Selection Criteria. Although the proposal indicates
that the council will develop policies, procedures, and criteria for use of
the funds, none of that information was available at the time this analysis
was prepared. Thus, it is unclear what kind of proposals will be consid-
ered “innovative,” how the proposals will be evaluated, and how the se-
lection process will occur.

Council Composition Is Narrow. The composition of the council that
will set the criteria for the use and distribution of the monies is too nar-
row in that it is composed entirely of administration representatives.

Will Only General Fund Departments Be Eligible? Because the budget
proposes to use only General Fund monies to support innovative IT activi-
ties, it is unclear whether non-General Fund supported departments could
receive funding. If such departments are not eligible for funding, this would
exclude a number of major state agencies that are supported by special funds
or federal funds, such as the Departments of Motor Vehicles, Employment
Development, and Caltrans. If the administration had intended to use this
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fund for a broad range of services, provisions for the use of special and non-
governmental funds sources should have been included.

The DOIT’s Resources May Be Diverted From Its Original Mission.
The administration advises that DOIT will evaluate each of the proposals
for funding with the final selection being made by the council. This means
that DOIT will be taking on another responsibility before it has completed
the tasks that were originally assigned to it by the Legislature, such as
publishing policies and ensuring that IT projects are being successfully
implemented. We believe that this additional task of evaluating propos-
als will divert its existing resources from its original mission and is, there-
fore, not appropriate at this time.

Use of the Y2K Fund Model Has Limitations. According to the ad-
ministration, a model similar to one used for funding Y2K remediation
activities will be adopted. In our view, however, the Y2K process was far
different because Y2K remediation was limited to a single set of activities
that were well-known beforehand. The innovation fund appears to be
much broader and may address many different goals depending on the
individual proposal.

In addition, we believe the Y2K funding process, whereby total fund-
ing was appropriated and the Legislature received 30-day notification of
proposed expenditures, was not always used appropriately by the ad-
ministration. Many of the Y2K funding requests to the Legislature over
the past nine months were to back-fill funds that had already been ex-
pended without prior legislative authorization. Thus, we have concerns
about establishing another funding mechanism that provides the admin-
istration virtual control over appropriated funds with very limited legis-
lative review and oversight.

What Is the Real Problem? Finally, it appears that the administration
is using this proposal to address a more fundamental problem facing state
IT: the processes by which IT projects are funded. State IT project devel-
opment, procurement, and implementation does not easily fit with the
state’s budget process. This is because project development and imple-
mentation activities frequently do not coincide with the appropriations
process. We believe that, while the administration’s proposed innovation
fund attempts to get around that problem, what is really needed is a new
funding model for state IT projects. Such a model should recognize the
multiyear planning and procurement phases of such projects with ad-
equate provision for legislative oversight and review.

Analyst’s Recommendation. For these reasons, we recommend that
the Legislature reject the request for a General Fund savings of $10 mil-
lion. We suggest that the administration reexamine the funding and pro-
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curement model used for state IT projects, and if necessary, return to the
Legislature with requests for legislative changes.

New DOIT Organization Structure Proposal Forthcoming
The Department of Information Technology (DOIT) indicates that it

will provide the Legislature with a proposal for a new organizational struc-
ture and a new model for ensuring the success of state information technol-
ogy projects. We recommend that the Legislature not act on the proposals
until DOIT adequately demonstrates how the proposals will assist the de-
partment to achieve its legislatively-mandated responsibilities.

With Y2K activities successfully completed, DOIT has indicated that
it will spend the next few months developing a proposal to present to the
Legislature supporting a new organizational structure for the department.
In order to assist its review, we provide the Legislature with a brief up-
date on DOIT’s current legislation, DOIT’s major accomplishments to date,
and identify DOIT’s unmet legislative mandates.

The DOIT’s Enabling Legislation. In 1995, the Legislature enacted ma-
jor reform legislation relating to the planning, implementation, and over-
sight of the state’s IT activities. This legislation—Chapter 508, Statutes of 1995
(SB 1, Alquist)—was the result of several legislative hearings and various
reports by our office, the Bureau of State Audits, and the Governor’s Task
Force on Government Technology and Procurement. The Legislature deter-
mined that major reform was necessary in order to address multiple serious
problems affecting the state’s IT activities. California state government spends
more than $2 billion annually on these activities.

The centerpiece of this reform was the establishment of a new de-
partment (DOIT), reporting directly to the Governor. The department was
assigned many specific responsibilities which, if accomplished, would
improve the state’s ability to apply IT in a cost-effective manner and im-
prove the Legislature’s confidence in major IT initiatives. This legislation
also included a sunset date of July 1, 2000.

Sunset Extended Until 2002. The Legislature enacted Chapter 873,
Statutes of 1999 (AB 1686, Dutra) to extend DOIT’s sunset to July 1, 2002.
Chapter 873 essentially reiterated the provisions of Chapter 508. Figure 1
shows the major responsibilities assigned to DOIT by Chapter 873.

The DOIT’s Accomplishments to Date. In our view, DOIT has on bal-
ance added value to the state’s IT program. It has:

• Enacted policies that have significantly shifted procurements from
technology-specific and custom-developed solutions to business
based, “best value,” and commercial off-the-shelf software solutions.
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• Strengthened the roles of the data centers in becoming the pri-
mary providers of data processing services for state departments.

• Completed a data center consolidation study which concluded
that there are limited opportunities for outsourcing and minimal
cost savings from consolidating state data centers.

• Provided the leadership that allowed the state to successfully
complete Y2K remediation.

Figure 1

Department of Information Technology
Major Responsibilities Under
Chapter 873, Statutes of 1999 (AB 1686, Dutra)

Oversee the management of information technology (IT) in state��
agencies, with the authority to suspend or terminate projects.

Develop and implement a strategy to facilitate information sharing��
among state computing systems.

Determine which IT applications should be statewide in scope, and��
ensure that such applications are not developed independently or
duplicated by state agencies.

Develop and maintain a computer-based file, accessible to the��
Legislature, of all approved IT projects.

Develop statewide policies and plans that recognize the inter-��
relationships and impact of state activities on local governments,
including local school systems, private companies that provide
services to state agencies, and the federal government.

What Still Needs to Be Done? Even though DOIT has accomplished
a number of major activities, we believe that it has not met all of the
Legislature’s expectations. Figure 2 summarizes the activities that we
believe DOIT was legislatively mandated to either implement or com-
plete but has yet to accomplish fully.

Overall, we believe DOIT has had difficulty in achieving its three
primary objectives: (1) providing the strategic vision and planning for
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the use and management of the state’s IT, (2) developing and issuing poli-
cies and guidelines, and (3) enforcing compliance with those policies.

Strategic Plan and Vision Needs to Be Formulated. When it was cre-
ated, the Legislature envisioned that DOIT would provide the strategic
vision for the state’s approach to using and implementing IT in state gov-
ernment. It was also envisioned that DOIT would formulate a plan on
how to achieve that vision. Unfortunately, that has not materialized. As
DOIT presents its proposal for a new organizational structure, we believe
that the key elements to ensuring the success of the state’s IT will be DOIT’s
commitment to providing a consistent vision and workable plan on how
to meet the challenges that face the state’s IT.

Mandated Policies Not Completed. One of the key components in
DOIT’s enabling legislation, after planning, is the development of poli-
cies and guidelines to direct the state’s IT program. The DOIT has issued
some policies and attempted some reforms. However, as Figure 2 shows,
there are a number of significant policies that have not been completed.

Over the past three years, the Legislature, through the budget and
the supplemental report, has specifically directed DOIT to issue policies
related to project oversight, project management training, procurement
alternatives, project sizing, and project delegations. Most of these poli-
cies have not been issued. We believe that the forthcoming DOIT pro-
posal must provide a plan on how DOIT will accomplish the objective of
policy development and issuance, outline what specific policies will be
developed and issued, and identify when this will occur.

The DOIT Has Had Difficulties in Enforcing Its Policies. For the few
policies that it has issued, DOIT continues to have difficulties in enforc-
ing its own policies and is apparently reluctant to intercede in depart-
mentsto undertake those enforcement activities. As we note in our analy-
sis of the Department of Motor Vehicles (DMV) (in the Transportation
chapter), DMV continues to struggle in implementing its IT projects, how-
ever, DOIT continues to approve new DMV projects. In addition, depart-
ments continue to pursue procurement practices that are contrary to
DOIT’s published policies. Although DOIT has increased the amount and
level of independent oversight that is now required on almost all IT
projects, it still continues to have difficulties in effectively monitoring and
overseeing a number of the state’s major IT projects. Any forthcoming
proposal will need to address how DOIT will ensure that departments
are complying with state policies, what actions DOIT will take when com-
pliance has not been achieved, and how DOIT will increase the success of
state IT projects.

How Should the Legislature Review DOIT’s Upcoming Proposal?
Even though the Legislature has provided direction to DOIT through both
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its enabling legislation and subsequent legislative actions, we believe it
has not met all of the Legislature’s objectives. When the new proposal is
presented this spring, we recommend that the Legislature evaluate the
extent to which the proposal answers the following questions:

• Strategic Plan and Vision. Does it state how the state’s IT will be
positioned for the future? Does it address how DOIT is going to
make state IT projects successful?

• Development of Policies and Guidelines. Does it identify the
mandated policies to be issued and set a timetable for doing so?

• Enforcement of Policies. Does it demonstrate how DOIT is going
to be more active in its policy enforcement role?

Figure 2

Department of Information Technology’s
Legislatively-Mandated Activities Not Fully Met a

Development of Strategic Plan and Vision
• Defining the appropriate use of information technology (IT) in state government.
• Requiring department’s IT direction to be consistent with department’s business

plan.
• Promoting reforms regarding classification and retention of IT professionals.
• Specifying projects that will be statewide in scope.
• Implementing a project database for the Legislature’s use.

Development of Policies and Guidelines
• Defining criteria for advanced technology projects.
• Implementing corrective action procedures for problematic IT projects.
• Establishing telecommunication policies for state networks.

Enforcement Policies
• Enforcing consistent project and contract management practices.
• Enforcing a consistent statewide strategy for making IT systems compatible.
• Enforcing policies on the one-time collection of data and information.
• Requiring contractor payment schedules to be based on the successful

completion of previous phase.
• Monitoring projects for compliance to statewide project and contract

management policies.
• Reviewing post-implementation evaluation reports for IT projects.
• Enforcing solutions to information security problems.

a
As outlined in Chapter 508, Statutes of 1995 (SB 1, Alquist) and Chapter 873, Statutes of 1999
(AB 1686, Dutra).
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• Implementation. Does it contain a work plan, with deliverables
and due dates, demonstrating DOIT’s commitment to accomplish-
ing its legislatively-mandated objectives of planning, policy de-
velopment, and enforcement? Is the plan reasonable and achiev-
able in the time frames presented?

We recommend that the Legislature not act on any forthcoming DOIT
restructuring proposal until these questions are adequately answered and
the Legislature has had a reasonable period to evaluate the proposal.
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HEALTH AND HUMAN SERVICES AGENCY
DATA CENTER

(4130)

The Health and Human Services Agency Data Center (HHSDC) pro-
vides information technology services, including computer and commu-
nications network services, to the various departments and other organi-
zational components of the Health and Human Services Agency. The cen-
ter also provides services to other state entities and various local jurisdic-
tions. The cost of the center’s operations is fully paid by its clients.

The budget proposes $293 million for support of the data center in
2000-01, which is an increase of $15.1 million, or 5.4 percent, above esti-
mated current-year expenditures. The budget includes a number of in-
creases for workload, the largest of which is a request for $16.8 million
for additional data processing and storage capability and telecommuni-
cations equipment. It also includes a number of decreases for completion
of various aspects of certain large information technology projects.

DATA CENTER OPERATIONS

The HHSDC Should Follow State Policies for Reporting on Projects
We recommend that the Legislature adopt supplemental report

language directing the Health and Human Services Agency Data Center
to report project expenditures in a manner consistent with information
technology project reporting requirements contained in the State
Administrative Manual, Budget Letters, and the State Information
Management Manual.

The budget contains 18 proposals for HHSDC of which 13 are for
information technology projects. The project-related proposals are sub-
mitted to the Legislature in order to report changes in estimated expendi-
tures or fund sources for previously approved projects. This information
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is provided for both the current and budget years. Unfortunately, the in-
formation provided is of limited value to the Legislature as we discuss
below.

Limited Information on Overall Costs of Projects. Each year HHSDC
reports to the Legislature at least twice (in the January Governor’s bud-
get and again during the spring) as to budget adjustments for each infor-
mation technology project. These reports, however, do not clearly indi-
cate what HHSDC’s total expenditure authority is for each particular
project nor do they provide a clear indication of the estimated total project
cost. Instead, the administration requests that the Legislature simply ad-
just expenditure authority on a year-to-year basis without a full under-
standing as to how the requested budget adjustments affect the total costs
over the entire duration of the project.

For example, HHSDC is responsible for planning the procurement of
the replacement for the In-Home Supportive Services (IHSS)/Case Man-
agement Information and Payrolling System (CMIPS). The May Revision
proposal for the 1999-00 budget requested an increase of $507,000 in
HHSDC’s expenditure authority for this project. The proposal stated that
the procurement planning would be complete by July 2001. The proposal
did not contain information concerning HHSDC’s expenditure over the
duration of the project nor did it address total project costs. With release
of the Governor’s 2000-01 budget proposal, HHSDC is requesting an in-
crease of $589,000 in expenditure authority for this project. Because
HHSDC only reports its project activities in limited time sequences, the
Legislature is never fully informed as to what it is agreeing to over the
long term when it makes annual funding changes.

Data Center Allowed to Not Follow Existing State Policies. We be-
lieve this problem could be remedied if HHSDC were required to report
project costs consistent with the State Information Management Manual
(SIMM). The SIMM requires departments to provide detailed project costs
broken down by specific categories for the life of the project. These spe-
cific categories include, for example, the total number of state personnel-
years (PYs), and total costs for those PYs. The SIMM also describes what
proposed expenditures should be in each of the categories. This categori-
zation provides consistency of expenditure reporting for all state infor-
mation technology projects. In addition, this detail allows both the con-
trol agencies and the Legislature to understand from a consistent fiscal
perspective what is necessary to successfully implement a project. Be-
cause the majority of the funding for HHSDC projects is provided from
federal funds, the state’s control agencies (Department of Information
Technology [DOIT] and Department of Finance [DOF]) have not required
HHSDC to report project costs consistent with SIMM project expenditure
reporting.
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Analyst’s Recommendation. Given the large number of information tech-
nology projects, the length of time it takes to develop and implement them,
and the escalating costs of projects, we believe that it is appropriate for the
administration to provide detailed information on the total costs of projects
so that the Legislature can perform its oversight responsibilities.

Thus, we recommend that HHSDC be directed to report project costs
in accordance with DOIT and DOF information technology project ex-
penditure reporting policies and guidelines. In addition, we recommend
that the Legislature direct HHSDC to include in its annual budget pro-
posals current HHSDC expenditure authority over the duration of the
project, approved project costs, and the proposed annual changes in ex-
penditures for the project. This can be accomplished with the following
supplemental report language:

It is the intent of the Legislature that the Health and Human Services
Agency Data Center (HHSDC) report project costs, project expenditures,
and budget requests in a manner consistent with information technology
project reporting requirements and budget change proposal
requirements as stated in the State Administrative Manual, Department
of Finance Budget Letters, and the State Information Management
Manual. The HHSDC budget change proposals which support
information technology projects and are provided to the Legislature shall
indicate HHSDC’s total current expenditure authority for the project,
total proposed expenditure authority adjustments for the project, the
number of years for the project, and the project’s total approved cost.

The HHSDC Budget Control Language Needs Modification
We recommend changes in the proposed Health and Human Services

Agency Data Center budget control language to clarify legislative intent
and to ensure consistency between the state’s two major data centers.

Provision 1 of HHSDC’s budget control language allows the Director
of Finance, upon a 30-day notification to the Legislature, to authorize the
data center to spend funds in excess of its budgeted appropriation. This
provision, which has been part of the annual budget act for several years,
was originally adopted by the Legislature in order to allow HHSDC to
respond quickly to unanticipated workload growth occurring in its client
departments.

We are concerned that the Provision 1 language is overly broad and
has allowed the administration to adjust HHSDC’s expenditure author-
ity for workload that could have been anticipated and, therefore, should
have been presented to the Legislature during the budget hearing pro-
cess. For example, in the current year, the Director utilized Provision 1
authority to propose an increase in expenditures to support some admin-
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istrative functions that were not tied to new or unanticipated workload
growth.

We think that the Legislature should clarify this language to ensure
that this provision is used in accordance with legislative intent—to re-
spond to unanticipated workload growth. We recommend the Legisla-
ture amend Provision 1 as follows (modified language is in italics):

Notwithstanding any other provision of law, the Director of Finance
may authorize expenditures for unanticipated workload resulting from
services provided to client departments for the Health and Human Services
Agency Data Center in excess of the amount appropriated no sooner
than 30 days after providing notification in writing to the chairperson
of the fiscal committee of each house of the Legislature and the
Chairperson of the Joint Legislative Budget Committee, or no sooner
than such lesser time as the Chairperson of the committee, or his or her
designee, may in each instance determine.

Consistency Needed in the Data Centers’ Budget Control Language.
The 2000-01 Budget Bill proposes a new provision for the state’s other
major data center, the Stephen P. Teale Data Center (TDC), which would
specify that TDC cannot use expenditure authority approved for one
project to fund activities of another project. The proposed budget lan-
guage provides clear direction that authorized expenditure authority must
be used solely for the project for which it was approved and not for some
other project.

The budget does not propose similar language for HHSDC. We be-
lieve that proposed budget language for TDC is consistent with legisla-
tive intent as to how a data center’s expenditure authority should be used.
Therefore, we recommend that the Legislature adopt the following bud-
get control language in the HHSDC budget:

Expenditure authority provided in this item to support data center
infrastructure projects may not be utilized for items outside the approved
project scope.

Proposed Upgrade to Electrical System Raises Questions
We withhold recommendation on $788,000 proposed for electrical

generators and upgrades to the center’s power supply system, pending
receipt and review of additional information. We recommend that the
Legislature consider the proposal a capital outlay project, rather than
part of the center’s support budget.

The budget proposes $788,000 to purchase electrical generators and
upgrade the power supply system at the data center ’s facilities on
Alhambra Boulevard in Sacramento. According to the center, this is the
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first of a five-year request for funding that would total about $3.9 mil-
lion, with ongoing costs of $265,000 annually thereafter.

Proposal Raises Questions. Our review of this proposal raises a num-
ber of questions. First, the proposal itself is not clear as to the nature of
the problem that the center is trying to address nor what the state would
be “buying” with the requested funds. Second, it is not clear how this
proposal takes the center’s existing power backup system, which includes
both generators and service from the local utility company, into account
when considering the center’s overall power supply needs. Third, it ap-
pears that the project may be inappropriately budgeted in the center’s
support budget, but should instead be considered a capital outlay project.
Finally, this proposal is not complete because it indicates that the center
will submit another budget request in the spring for funding to correct
potential points of failure in the existing power system.

Clarification Needed. Normally, given this amount of uncertainty,
we would recommend that the Legislature reject the proposal. However,
given the importance of addressing potential power supply problems at
the center, we think that the administration should have the opportunity
to submit additional information to clarify the proposal.

Thus, we withhold recommendation, pending receipt and review of
additional information. At the time the Legislature reviews the additional
information and is ready to take action on the proposal, however, we
recommend that the Legislature consider it a capital outlay project, rather
than in the center’s support budget.

SYSTEM MANAGEMENT SERVICES

Responsibility for Projects to Be Determined
Last year, the Legislature directed the Health and Human Services

Agency Data Center to report by April 2000 on potential alternatives for
the placement of various Department of Social Services projects. We
recommend that the Legislature take no action on the budgets for these
projects until it reviews the findings of that report.

In 1995, the Department of Social Services (DSS) transferred to
HHSDC responsibility for three of the state’s largest information tech-
nology projects. The projects were to automate the Aid to Families with
Dependent Children (AFDC) program (subsequently, the California Work
Opportunity and Responsibility to Kids [CalWORKs] program), child
welfare services, and child support. The projects were transferred due to
the difficulties DSS was experiencing in developing the projects. Since
that time, HHSDC has been given responsibility for developing several
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other social services-related projects such as the Electronic Benefit Trans-
fer Project and IHSS/CMIPS.

The budget proposes an additional $1.7 million and 37 PYs for
HHSDC to support these automation projects in the budget year.

Transition Report Forthcoming. In the Supplemental Report of the 1999
Budget Act, the Legislature requested that HHSDC assess whether the
projects should continue to be the responsibility of the center. The Legis-
lature directed the data center to provide a project transition plan to as-
sess potential alternatives for the placement of the DSS projects currently
administered by HHSDC. The report is to include:

• A methodology describing how this transition could be accom-
plished including strategies, time schedules, and the receiving
department’s capacity and readiness to assume responsibility
which would ensure continued project success.

• Clear definitions of which organizations will have responsibility
for the ongoing support, operation, and maintenance of the sys-
tems (i.e., including state and county entities).

• A determination of the appropriate phase at which the project
could transition.

The report is due to the Legislature by April 1, 2000.

Decision on Staffing Increases Should Await Recommendations of Re-
port. Given that the findings of this report could have a significant affect on
the amount of money and personnel that would be needed in either HHSDC’s
or other departments’ budgets in 2000-01 and beyond, we recommend that
the Legislature take no action on the data center’s DSS project proposals
until after it has an opportunity to review the report.

Support for Interim Child Support Systems
Needs Clarification From New Department

Because the new state Department of Child Support Services has not
yet identified the direction for its interim child support automation
systems, we withhold recommendations on proposed funding for these
systems pending the receipt of additional information. We recommend
that the Director of Child Support Services report at budget hearings on
the state’s direction for support, maintenance, and operation of the interim
automation systems supporting the counties’ child support enforcement
services.

Changes in HHSDC’s Responsibilities. As we describe in our recently
released report (Child Support Enforcement: Implementing the Legislative
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Reforms of 1999), recent legislation has made significant changes in the
state’s child support system. These changes have important implications
for HHSDC. Specifically, Chapter 479, Statutes of 1999 (AB 150, Aroner),
shifted responsibility for the procurement and implementation of the new
statewide child support automation system from HHSDC to the Fran-
chise Tax Board.

The budget proposal reflects this change by decreasing HHSDC’s
expenditure authority by $5.4 million and 5.7 PYs in the current year and
$6.6 million and 7.6 PYs in the budget year.

The HHSDC Maintains Interim Systems. Chapter 479 mandated that
the state assume an active role in overseeing the maintenance and opera-
tion of the interim systems—those systems that the counties must operate
until a new statewide system is operational. This responsibility was as-
signed to the new Department of Child Support Services (DCSS), in con-
sultation with HHSDC.

Interim System Support Proposal Premature. The budget proposes
expenditures of $15.5 million for HHSDC to support the interim systems.
The proposal includes funds to continue data conversion tasks, support
for the historical data base, and consulting services for county interim
systems evaluations. We believe that this proposal is premature because
the new department administering the child support program has not
yet determined the direction of the interim automation system for this
program, as we discuss below.

New Department to Specify Interim Systems Needs. At the time this
analysis was prepared, the new DCSS was not yet up and running. Thus,
DCSS had not been able to specify its needs for the new interim system
provided by HHSDC. Because a more detailed proposal should be forth-
coming identifying the interim system needs as specified by DCSS, we
withhold recommendation on HHSDC’s expenditure authority for the
interim child support systems.

In addition, as we said in our recent child support report, we be-
lieve that DCSS, which is the agency responsible for the state’s child
support program, should be the lead agency for the child support pro-
gram and the department responsible for the automation system’s
operation should be viewed as DCSS’s agent. For this reason, we rec-
ommend that the new director of DCSS report at budget hearings as to
the state’s direction for support, maintenance, and operation of the
automation systems supporting the counties’ child support enforce-
ment services.
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CHILD WELFARE SERVICES/
CASE MANAGEMENT SYSTEM

Proposal to Convert Consulting Funds to
New Positions Is Premature

Because the report due to the Legislature concerning the placement
of various social services automation projects (including Child Welfare
Services/Case Management System [CWS/CMS]) has not been provided
and the new maintenance and operations contract for CWS/CMS has not
been awarded, we recommend that the Legislature deny the Health and
Human Services Agency Data Center’s request to convert consulting
services dollars into funding for an additional 23 permanent positions.

The CWS/CMS provides a statewide database, case management tools,
and reporting system for the state’s CWS program. The project has com-
pleted development and the system is in operation in all 58 counties. The
project has now moved into the maintenance and operation (M&O) phase.

Procurement for New Maintenance Contract Underway. As directed
by DOIT, DOF, and the federal government, HHSDC developed a Re-
quest for Proposal (RFP) to competitively procure an M&O contract for
the ongoing support and maintenance of the CWS/CMS system. The state
released the RFP in June 1999. The administration has not provided a
schedule as to when the new M&O contract is expected to be awarded.

We understand that the current M&O contract is set to expire in July
2000, and will need to be amended to provide ongoing support until the
procurement of the new contract is complete. The costs of the contract
amendment is not known at this time.

The budget requests to convert $1.7 million currently budgeted for
consulting services to personal services to establish 23 permanent posi-
tions to support the CWS/CMS system.

Request for Additional Positions Is Premature. We believe that this
request is premature for several reasons. First, the M&O contract is not in
place and the specifics of the contract could make a difference as to the
level of state funding necessary. Second, as we mentioned earlier, the
project transition report describing which department should be respon-
sible for various automation projects is still forthcoming. Consequently,
it is not known what the plan will propose with regard to the future of
the system.

Finally, DSS has indicated that it is currently reevaluating how to better
support the counties and the state using the CWS/CMS system. We be-
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lieve that such a reevaluation is appropriate. This is because the project
has completed its development and implementation stages and is in fact
no longer a project but rather an operational system. The manner in which a
department supports an operational system is much different than the
manner in which a department supports a project. The CWS/CMS is a
good case in point. The processes and structures that were designed to
support the CWS/CMS project may no longer have relevance for a fully
operational CWS/CMS system.

For these reasons, we recommend that the Legislature not approve
the request to establish permanent positions, but rather maintain the funds
in HHSDC’s consulting services budget. We believe that this approach
would give DSS the maximum flexibility to restructure its policies and
strategies to support an operational system such as CWS/CMS. We sug-
gest that once DSS has developed its policies and strategies for support-
ing CWS/CMS and the new M&O contract has been awarded, DSS should
provide a more comprehensive proposal to the Legislature to adequately
support a fully operational CWS/CMS system that will meet the busi-
ness needs of California’s CWS program.

Software Maintenance Proposal Is Premature
We recommend a reduction of $5.1 million proposed for Child Welfare

Services/Case Management System maintenance and operation activities
because the request is premature. (Reduce Item 4130-001-0632 by
$5.1 million.)

Five-Year M&O Plan. In addition to being directed to procure a new
M&O contract, HHSDC was directed by DOIT and DOF to prepare a five-
year M&O plan. This plan is to describe the replacement schedule for
CWS/CMS hardware and software and the budget changes necessary to
meet these schedules. The CWS/CMS M&O plan prepared by HHSDC
contains three major funding components:

• Scheduled equipment replacements.

• Annual software maintenance activities.

• Other support activities.

The budget requests a total of $20.3 million for these replacements
and activities in the budget year.

Scheduled Equipment Replacements Make Good Sense. The CWS/
CMS M&O plan provides replacement schedules for the equipment-re-
lated system components for each of the five years of the plan. The bud-
get for 2000-01 includes $15.2 million to replace 10,500 personal comput-
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ers and 242 laptop computers. We concur with this request in that it is
consistent with prudent replacement schedules.

Changes to the CWS/CMS Software. The CWS/CMS M&O plan also
includes $5.1 million for the two other components related to maintain-
ing and enhancing the CWS/CMS application. First, the annual software
maintenance component consists of making changes to the software to
either fix known problems or enhance the ability of the existing system to
carry out more functions. In addition, there are other activities consisting
of consulting services provided by the current M&O vendor for plan-
ning, project management, and local technical support.

Software Changes Must Be Minimized Until New M&O Contract in
Place. As we pointed out earlier, HHSDC is in the process of procuring a
new M&O contract. We have been informed that the federal government
has stated that there should be no enhancements to CWS/CMS until the
new M&O contract is in place. Given this direction from the federal gov-
ernment, we think it is premature to request funding for additional
changes to the software. We note that the current CWS/CMS budget al-
ready contains $6.2 million specifically for software changes which the
state can use to request software modifications from the current M&O
contractor.

Analyst’s Recommendation. With the procurement of the M&O con-
tract still underway and the need to minimize changes to the application
during this period, we recommend that the Legislature approve only the
request for $15.2 million for scheduled replacements, and deny the
$5.1 million related to application maintenance activities.

STATEWIDE AUTOMATED WELFARE SYSTEM

Four Consortia Approach. The purpose of Statewide Automated
Welfare System (SAWS) is to provide improved and uniform information
technology capability to county welfare operations. The system is being
delivered through a state partnership with the counties, which have cho-
sen to be in one of four consortia. Figure 1 shows the four consortia, the
participating counties, and the current status of each consortia.

The SAWS Consortium Planning and Management. The HHSDC pro-
vides oversight for the four SAWS consortia. Oversight consists of pre-
paring project documents, procuring Independent Verification and Vali-
dation services, reviewing consortia deliverables, and approving and
tracking expenditures. The data center’s current year expenditure’s for
the consortia planning and maintenance are $5.3 million with this increas-
ing by $1.3 million in the budget year.
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Figure 1

Statewide Automated Welfare System (SAWS) Consortia

Status
Proposed

Budget Change

Interim SAWS (ISAWS)
35 counties: Alpine, Amador, Butte,
Calaveras, Colusa, Del Norte, El Dorado,
Glenn, Humboldt, Imperial, Inyo, Kern, Kings,
Lake, Lassen, Madera, Marin, Mariposa,
Mendocino, Modoc, Mono, Monterey, Napa,
Nevada, Plumas, San Benito, San Joaquin,
Shasta, Sierra, Siskiyou, Sutter, Tehama,
Trinity, Tuolumne, Yuba

Working in all
35 counties.

-$11.8 million

Los Angeles Eligibility Automated Determination, Evaluation, and
Reporting (LEADER) System

1 county: Los Angeles Countywide
implementation in
progress. Com-
pletion scheduled
for July 2000.

None

Welfare Client Data System (WCDS)

18 counties: Alameda, Contra Costa, Fresno,
Orange, Placer, Sacramento, San Diego,
San Francisco, San Luis Obispo, San Mateo,
Santa Barbara, Santa Clara, Santa Cruz,
Solano, Sonoma, Tulare, Ventura, Yolo

Software develop-
ment in progress.
Consortium wide
implementation to
begin 2002.

None

Consortium IV (C-IV)

4 counties: Merced, Riverside,
San Bernardino, Stanislaus

Procurement in
progress.

None

The SAWS Technical Architecture (SAWS-TA) Project Terminated. In
addition to the four consortia, HHSDC was also responsible for the SAWS-
TA Project. This project intended to (1) enable the exchange of data among
the four consortia for eligibility, antifraud, and case management pur-
poses; (2) provide an interface for the consortia with other state automa-
tion systems; and (3) connect the consortia and state agencies in order to
meet state and federal reporting requirements. The project was discon-
tinued in February 1999 due to cost overruns, increases in the project’s
scope, and the inability to implement the technology that would have
connected the consortia systems together.
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Welfare Data Tracking Implementation Project (WDTIP) Started. The
SAWS-TA Post Implementation Evaluation Review (PIER) recommended
that the state undertake two separate projects which would be needed to
calculate time-on-aid and connect the four consortia systems together.
The first of these projects is WDTIP which will calculate the time-on-aid
and then allow this client information to be viewed from the county-based
systems. The WDTIP project will include county data conversions, data
base implementation, and user training. The budget proposes $930,00 from
various funds in the current year for counties to begin the data conver-
sion tasks. For the budget year, a decrease of $5.6 million is proposed to
reflect approved federal spending levels.

Does the SAWS Consortia Approach Still Make Good Sense?
We recommend that the Legislature direct the Health and Human

Services Agency, in conjunction with the Department of Information
Technology and Department of Finance, to reexamine the need for a
consortia-based approach for welfare automation and report during
budget hearings on the costs and benefits of pursuing four separate
consortia and potential changes in automation funding responsibilities
between the state and the counties. Until this information is provided to
the Legislature, we recommend that the Legislature deny any proposed
funding changes for Statewide Automated Welfare System-related
activities.

The consortium approach was established in 1995 for the purpose of
addressing the needs of the counties for locally-based and designed wel-
fare automation systems. At that time, it was unknown as to what would
be necessary to implement the consortium approach in terms of time,
costs, and technology. Now, five years later, some of that information is
known. In addition, two of the four consortia (Interim SAWS [ISAWS]
and Consortium IV [C-IV]) are at important junctures in their develop-
ment.

For these reasons, we believe it is an opportune time for the Legisla-
ture and administration to review the lessons the state has learned so far,
identify what still needs to be accomplished, and reexamine the current
approach in light of our knowledge to date.

What Do We Know So Far? Five years after the state embarked on
the consortia approach to automation, we know that (1) costs are consid-
erable, (2) substantial work still needs to be accomplished on all of the
consortia, (3) connecting the consortia together will be difficult, and
(4) the current automation financing arrangement does not account for
changes in law that occurred after the consortia approach was enacted.
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Consortium Costs Are Considerable. When the state undertook the
four-consortia approach, little was known about what the approach would
cost. It is now clear that the state’s costs are considerable. Project costs of
the Los Angeles system (Los Angeles Eligibility Automated Determina-
tion, Evaluation, and Report [LEADER]) will be $198 million and the to-
tal costs of the Welfare Client Data System (WCDS) consortium over ten
years are projected to be $483 million. We know that the total costs for
ISAWS, including the costs for the original development effort, recent
year 2000 equipment replacements, and the infrastructure upgrade, is
$331 million. The total project cost for the SAWS-TA Project was $23 mil-
lion, and the WDTIP project is currently estimated to be $16 million. The
cost for HHSDC’s planning and oversight is $52 million.

Together these estimated costs for SAWS automation total about
$1.1 billion. When the potential costs for the successors to the SAWS-TA
project (approximately $200 million), the C-IV project (in the range of
$200 million to $500 million), and a new proposed ISAWS procurement
(probably the same range as C-IV) are factored in, the state’s total cost for
welfare automation could be $2 billion.

Considerable Work Still Ahead on All Consortia. Although each of
the four consortia is at a different stage of implementation, all have con-
siderable work still ahead.

The LEADER is expected to be in operation throughout Los Angeles
County by July 2000. When countywide implementation is complete,
LEADER will go through a period of stabilization—that period after which
a system is implemented, when various problems get addressed, and the
system is fine-tuned for performance. The LEADER staff have also indi-
cated that the system will need additional enhancements to meet legisla-
tive mandates such as an interface with the new Electronic Benefits Trans-
fer (EBT) system and incorporating eligibility for family coverage in the
Medi-Cal Program (so-called “1931(b)” eligibility).

The WCDS signed its contract with Electronic Data Systems and
UNISYS in October 1999. The next two years will consist of designing,
programming, and testing the new system. The pilot is expected to begin
in the Spring of 2002. The consortium-wide implementation is expected
to be complete in 2003.

The C-IV consortium has completed its procurement and is now await-
ing state approval to sign its contract. The administration has not indi-
cated what the expected total project cost may be; however, it is safe to
assume that the cost should be somewhere between $200 million and
$500 million based on the experiences of the other three consortia. It can
also be assumed that the implementation schedule for this project will be
similar to the schedules for the other three consortia meaning that con-
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sortium-wide implementation would be completed in about three years
after the contract is signed.

Although ISAWS is operating in all counties that are part of the con-
sortium, the budget proposes $400,000 for the consortium to begin plan-
ning for a new procurement which could have significant policy and fis-
cal implications. From a policy perspective, the proposal states that ISAWS
will consider whether to continue its current system, consolidate with
another consortium, or procure a new system. The budget proposal is the
first step towards pursuing an activity that could result in another pro-
curement and development project with costs in the range of $200 mil-
lion to $500 million.

Connecting the Consortium Systems Together Will Be Challenging.
One of the major objectives of the SAW-TA Project was to connect the
separate consortium systems together. One of the reasons that the project
was terminated was that the state was unable to implement a technology
to make these connections. With the information derived from the SAWS-
TA PIER, it is clear that connecting the consortium systems is going to be
a difficult task. The technical solution necessary for establishing the con-
nection and providing value to county business practices will be com-
plex. As the number of systems increases, the complexity for connecting
them will also increase. The costs associated with making these connec-
tions are unknown since the level of complexity is unknown, the techni-
cal solution is unknown, and some of the consortia are not even devel-
oped.

Welfare Reform Has Changed the Fiscal Responsibilities for Auto-
mation. With the 1996 welfare reform and block grants, the funding struc-
ture for state and county activities dramatically shifted. Specifically, the
federal welfare reform legislation ended the state/federal matching sys-
tem that existed in the former AFDC program. Instead, California receives
a federal Temporary Assistance for Needy Families (TANF) block grant.
Under the federal block grant approach, all marginal costs, including those
for welfare automation, become state and local costs from the federal per-
spective.

Chapter 270, Statutes of 1997 (AB 1542, Ducheny) created the
CalWORKs program (California’s version of TANF). Among many sig-
nificant changes, this legislation fixed the counties total costs for
CalWORKs and food stamps administration at their 1996-97 levels. Thus,
all marginal program costs, including those for automation, are state costs.

Because counties have no marginal program costs, their fiscal incen-
tives to consider the cost side of the cost-effectiveness equation for auto-
mation approaches in their consortia have been diminished. Finally, we
note that Chapter 270 created a county performance incentive system
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whereby the savings achieved from client exits due to employment and
grant reductions due to recipient earnings are transferred to the counties.
By the end of 1999-00, counties will have received approximately $1 bil-
lion in these performance incentive funds.

Where Should the State Go From Here? Based on the lessons learned
from the previous SAWS experiences and the tasks still needing to be
accomplished, we suggest that there are several issues that the Legisla-
ture needs to consider as it reviews the SAWS-related budget proposals,
both now and in the future, including whether (1) to allow the ISAWS
consortium to develop a new system and (2) whether to modify the exist-
ing four consortia approach.

Another New System for ISAWS. We are concerned about the ISAWS
consortium starting another planning effort given the estimated addi-
tional costs of a new system. The initial legislative direction was based on
pre-welfare reform mandates. It is our belief that the Legislature did not
envision the consortia procuring more than one system with a potential
cost of hundreds of millions of dollars.

Time to Reconsider Four-Consortia Approach. Finally, with welfare
reform changes implemented, two large procurements completed, a bet-
ter picture of potential costs revealed, and a technical architecture project
that proved unsuccessful, we believe that it is time to review the state’s
current approach and ask whether the consortium approach continues to
be a cost-effective solution that makes good technological and fiscal sense
for the state.

We believe that there are two areas that should be reconsidered re-
garding the SAWS automation effort. First, we believe that the number of
consortia needs to be considered. It may be possible to reduce the num-
ber of consortia from four to either two or three, which would (1) reduce
the state’s costs considerably and (2) make the technical solution for con-
necting the consortia together much easier.

Second, if there is a genuine business need at the county level for
four separate systems, then we believe it is also time to reconsider how
the funding for those systems is shared between the state and the coun-
ties, especially given the funding changes that occurred in welfare re-
form. Currently, counties have no marginal cost for automation, and will
have received approximately $1 billion in performance incentives by the
end of 1999-00. The Legislature could opt to have the counties pay for
certain types of automation enhancements with their performance incen-
tive funds.

Analyst’s Recommendation. For these reasons, we recommend that
the California Health and Human Services Agency, in cooperation with



F - 96 General Government

2000-01 Analysis

DOIT and DOF, report during budget hearings on the cost and benefits
of pursing the four separate consortia, potential funding shifts between
the state and the counties, and if necessary, identify legislative changes
that may be necessary to redefine the consortium strategy. Until this in-
formation is provided to the Legislature, we recommend that the Legisla-
ture reject any proposed funding changes for SAWS-related activities.

STATUS OF OTHER PROJECTS

Electronic Benefits Transfer
The EBT is the electronic transfer of funds to welfare recipients. This

includes food stamps and welfare cash benefits for the CalWORKs pro-
gram. The system uses debit card technology and retailer terminals to
automate benefit authorizations, delivery, redemption, and financial settle-
ment, thereby eliminating paperwork. The HHSDC is responsible for plan-
ning, developing, and implementing EBT technology statewide for food
stamps and CalWORKs.

Multiple-Vendor Approach. Chapter 270, Statues of 1997 (AB 1542,
Ducheny), required that the state certify one or more vendors by July 1,
1998, as eligible to contract with counties to develop and implement an
EBT system. The HHSDC, working with DSS and the counties, devel-
oped a strategy in which the state would contract with and certify EBT
processors. The counties, grouped as consortia, would then select and
contract with one or more processors to implement EBT in the counties.

Single-Vendor Approach. In response to concerns expressed by the
counties, HHSDC changed its strategy from multiple vendors to a single
vendor to implement an EBT system statewide. Chapter 329, Statutes 1998
(AB 2779, Aroner), made this change in law to permit this approach. The
new approach also required a delay in the procurement by 20 months.
The Invitation to Partner was released in October 1999 and the contract is
expected to be awarded in September 2000.

State Fingerprint Imaging System (SFIS)
The SFIS is a system which will automate the collection, interpreta-

tion, and storage of fingerprints for persons applying for public benefits.
The purpose of the system is to reduce welfare and food stamp fraud.
The HHSDC originally intended to award a contract for the system in
late 1997, but a bid protest delayed execution of the contract into 1998.
Before the contract could be executed, however, HHSDC canceled the
procurement in response to the Governor’s March 1998 executive order
requiring departments to rebid all state contracts that had not yet been
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executed. (The executive order was in response to a federal court ruling
which found that provisions of state contract law related to participation
goals for minority- and women-owned businesses were unlawful.)

Project Status. Due to the Executive Order, the state had to rebid the
contract in June 1998. The HHSDC issued its intent to award the contract
in March 1999, however, a protest was filed and was not resolved until
June 1999. The final contract for $19.9 million was awarded in September
1999.

The Legislature was notified in September that the total project costs
for SFIS are now expected to be $46.5 million over eight years. The project
is divided into three Phases with each phase representing geographic ar-
eas in the state. Phase I consists of implementing Colusa, San Joaquin,
Sutter, Yuba, Merced, Sacramento, Stanislaus, and Solano Counties.
Phase I implementation is scheduled to begin and be complete this year.

The IHSS/CMIPS
The IHSS program was established in 1973 in DSS as a program to

provide in-home supportive services to qualified aged, blind, and dis-
abled persons. In 1979, DSS contracted with Electronic Data Systems for
the development and operation of the IHSS/CMIPS system. This con-
tract has been rebid twice and amended several times.

In 1998, DSS was directed by DOIT and DOF to reprocure the con-
tract. In addition, DSS felt that the new system should include function-
ality which would enable access to all IHSS county workers and their
offices. In accordance with Executive Order D-3-99, the procurement was
put on hold until completion of the state year 2000 efforts. The project
was approved to begin in January 2000. As with other DSS-related projects,
HHSDC was assigned responsibilities for the procurement activities.
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STATE CONTROLLER
(0840)

The State Controller is responsible for (1) the receipt and disburse-
ment of public funds, (2) reporting on the financial condition of the state
and local governments, (3) administering certain tax laws and collecting
amounts due the state, and (4) enforcing unclaimed property laws. The
Controller is also a member of various boards and commissions, includ-
ing the Board of Equalization, the Franchise Tax Board, the Board of Con-
trol, the Commission on State Mandates, the State Lands Commission,
the Pooled Money Investment Board, and assorted bond finance commit-
tees.

The Governor ’s budget proposes expenditures of $109 million
($72.3 million from the General Fund) to support the activities of the State
Controller in 2000-01. This amount is an increase of $8 million, or 7.9 per-
cent, above estimated current-year expenditures. This includes requested
funding for the Controller’s main budget bill item (Item 0840) and for
two information technology projects within a separate budget bill item
(Item 0841) titled the State Controller’s Statewide Information Technol-
ogy Projects.

Budget Request. The budget proposes a number of augmentations
for support of the Controller’s activities in 2000-01. The major proposals
include the following:

• $7.8 million for the design and development phase of the 21st

Century Project, a project to replace the state’s employment his-
tory and payroll systems. The funding for this project will de-
crease to $4.1 million in 2001-02.

• $839,000 and authority to use 15.5 existing unfunded positions to
meet increased workload in the Bureau of Unclaimed Property.
(We discuss this proposal below.)

• $150,000 to process notifications and resulting claims in the Bu-
reau of Unclaimed Property, and $72,000 to research the workload
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impact of addressing the backlog of notifications. The budget also
requests changes to budget control language included in the
1999-00 Budget Act that restricts expenditures on notifications to
owners of unclaimed property. (We discuss this proposal below.)

• $585,000 in reimbursements for the testing, piloting, and initial
implementation of an Automated Statewide Travel Expense Re-
imbursement System.

• $439,000 to process an increase in the state mandated cost reim-
bursement workload.

Legislature Should Consider Alternatives to
Address Backlog in Unclaimed Property Program

The budget proposes additional resources to (1) meet the projected
ongoing workload of processing unclaimed property and (2) research the
potential additional workload that would result from reducing the
backlog of notifications to potential owners of unclaimed property. We
recommend approval of funding to meet the ongoing workload needs. In
addition, we recommend the Legislature consider two alternative
approaches to addressing the backlog of notifications.

As indicated above, the budget proposes augmentations totaling
$1.1 million for the Bureau of Unclaimed Property. The first request is
$839,000 to handle ongoing workload. The second requests relief from
budget bill language that places restrictions on the notification of owners
of unclaimed property. Related to this second request is $150,000 and two
permanent positions to handle anticipated workload resulting from lift-
ing the restrictions. Finally, the budget requests $72,000 and one limited-
term position to study the potential workload impact from reducing the
backlog of unclaimed property notices waiting to be sent out.

Background. Since 1959, banks and other institutions have been re-
quired by law to remit unclaimed property to the state. Examples of such
property include bank accounts, safe deposit box contents, stocks, and
the proceeds of insurance policies. Property is deemed to be unclaimed
when an account has remained dormant for three years and efforts by the
institution holding the account to locate the owner have been unsuccess-
ful. The unclaimed property is then transmitted to the State Controller,
who maintains records of all such property and attempts to identify the
owners. Because the state is essentially holding unclaimed property in
trust until a legal owner is identified, a portion of unclaimed property
funds is returned annually to claimants. In general, the Controller (1) sends
notifications to apparent owners and (2) processes the resultant claims.
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According to the State Controller’s Office, the state currently holds
in excess of $2.6 billion in unclaimed property belonging to approximately
five million individuals and organizations. Historically, the state receives
about $300 million annually in unclaimed property funds pending efforts
by the Controller to locate the owners. Annually, the state pays out about
$150 million of these funds to approximately 117,000 claimants. The
Governor’s budget assumes the state General Fund will receive net rev-
enues of $170 million from unclaimed property in 1999-00, but will drop
to $71.2 million in 2000-01, based on implementation of the proposed
changes.

1997 Law Change. Prior to 1997 the Controller was required to notify
the apparent owner of any account valued at $25 or more. Since 1997, the
Controller has been required to request the Franchise Tax Board (FTB) to
match the social security number from an unclaimed property account, if
one has been provided, to the address for the apparent owner of the ac-
count. If that address is different than the one originally provided to the
Controller and the account is valued at $50 or more, a notice to the appar-
ent owner must be sent to the new address.

Restrictions on Notification. Beginning in 1992-93, budget act lan-
guage has restricted the amount of funds that the Controller could spend
on mailed notices. The 1999-00 Budget Act essentially limited these ex-
penditures to $15,000.

Increased Unclaimed Property Claims. The budget proposes $839,000
and authority to use 15.5 existing unfunded positions to meet projected
ongoing workload demands. According to the Controller’s Office, in-
creased awareness of California’s Unclaimed Property Program though
national news releases, television talk shows, audits, and the creation of
the Controller’s Office Internet site have resulted in a 168 percent increase
in claims workload. The Controller’s Office projects another 50 percent
increase based on the experience in comparable states after the introduc-
tion of an interactive Internet site for searching unclaimed property. The
number of unclaimed property reports from holders has also increased
by 30 percent since 1995-96. Without additional resources, the Controller
must redirect staff to claims processing and away from updating owner
account information, limiting the public’s ability to search for unclaimed
property.

Backlog of Notifications to Potential Owners of Unclaimed Prop-
erty. Currently, there is a significant backlog of notifications that must be
processed. This backlog began in 1990-91.

The actual number of notifications to be sent depends on which law
is applied to the backlog. If the 1997 law, which requires notification in
cases where there is an FTB address match to a social security number, is
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applied to the entire backlog, 476,000 notices must be processed. If the
pre-1997 law is applied to only the backlog that occurred prior to 1997,
then an unknown number of notices would be mailed. This application
of law could substantially increase the number of notifications that must
be processed and therefore increase the number of resultant claims.

Impact of Notification Requirements. There is a direct relationship
between the number of notifications made by the Controller and the num-
ber of claims filed by legal owners of unclaimed property, and, conse-
quently, the amount of money paid out to claimants. Reducing the back-
log would accelerate, for a time, the filing of claims by legal owners of
property transferred to the state.

There are a number of alternatives the Legislature may wish to con-
sider when addressing the backlog of unclaimed property:

• Retroactive Application of the 1997 Notification Requirements.
The 1997 law requires notification if the FTB matches a new ad-
dress to an apparent owner of an account valued at $50 or more.
The Controller estimates that retroactive application of the 1997
notification requirements would result in 123,000 claims over a
five-year period. Processing this additional workload would re-
quire seven limited-term positions in addition to the two perma-
nent positions required to process an estimated 18,000 annual
claims. The cost of processing the backlog under these conditions
is $371,000 annually for five years and $134,000 annually thereaf-
ter.

• Pre- and Post-1997 Application of Notification Requirements.
The Controller estimates that application of the 1997 law for all
accounts (valued at $50 or more) received in 1997 and later, com-
bined with application of the pre-1997 law (accounts of $25 or
more), would result in 202,000 claims over a five-year period.
The increase in claims is due to the pre-1997 requirement that
notification be made to all apparent owners with accounts val-
ued at $25 or more, regardless of a new FTB address match. The
actual number of accounts falling into this category is unknown.
The Controller estimates that the number of claims resulting from
this application of law is around 202,000. To process this backlog,
the Controller would require more than the seven limited-term
positions. Exactly how many additional positions would be
needed is unknown due to the uncertainty surrounding the num-
ber of accounts and resulting claims that would result.

• Funding a Position to Research the Workload Impact and Alter-
natives for the Backlog of Notices. The Governor proposes a lim-
ited-term research position to determine the workload impact of
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the alternative application of notification requirements. The num-
ber of claims resulting from the backlog of notices not sent from
1990-91 to 1999-00 is hard to determine. For example, there may
be owners who were not notified by the Controller, but have al-
ready claimed their property. They may be counted as part of a
notification backlog, but would not result in new claims. The
workload impact is determined by which application of law is
chosen and estimations of the number of claims that would re-
sult.

What Should the Legislature Do? We believe the public is not well
served by the current situation because statute requires the Controller to
audit holders of unclaimed property, but the Controller is not authorized
to seek out the owners of that property. This is especially important be-
cause private “heir finders” can purchase account information from the
Controller and then charge a premium to identify unclaimed property to
potential owners.

At a minimum, funding for the new permanent positions to begin
notifications in the budget and future years should be approved in order
to keep the backlog from growing. If the Legislature wishes to eliminate
the backlog (and, thus, potentially find the owners of unclaimed prop-
erty more quickly), the application of the pre- and post-1997 notification
requirements would reach the largest number of apparent owners. While
the exact number of accounts in this category is unknown, the Controller
has estimated the number of resultant claims to be 202,000.

The Governor’s proposal for a limited-term position to research the
workload effect of addressing the backlog is not necessary because the
Controller knows the level of funding needed to process any given num-
ber of claims per year. Given this information, the Controller could be
funded at the level of 202,000 claims on a limited-term basis and submit a
deficiency letter for the budget year should the number of claims be higher
than estimated.

Addressing the notification backlog could result in a reduction in
General Fund revenues from unclaimed property beyond the amount al-
ready assumed in the Governor’s budget. However, given the projected
General Fund surplus, dependence on unclaimed property revenues is
less significant this year providing an opportunity for the Legislature to
consider an aggressive approach in returning unclaimed property to its
rightful owners.
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SECRETARY OF STATE
(0890)

The Secretary of State, a constitutionally established office, has statutory
responsibility for examining and filing financial statements and corporate-
related documents for the public record. The Secretary, as the chief elections
officer, also administers and enforces election law and campaign disclosure
requirements. In addition, the Secretary of State appoints notaries public,
registers auctioneers, and manages the state’s archival function.

The budget proposes total expenditures of about $78 million for the
Secretary of State in 2000-01. This is $7.1 million, or 10 percent, more than
estimated current-year expenditures. Expenditures from the General Fund
total about $33 million, a decrease of $3.7 million, or 10 percent, compared
to estimated current-year expenditures.

 The lower General Fund expenditures is primarily because less money
is needed than in 2000-01 to pay for programs the state mandates upon local
government, particularly those establishing rules regarding elections.

The overall net increase in expenditures for the Secretary of State’s
office is due primarily to an increase in spending from the Business Fees
and the Business Reinvestment funds. Legislatively enacted changes in
the schedule of business fees are expected to generate additional fee rev-
enue. These additional resources would be combined with previously
accumulated fee revenues to finance a proposed information technology
project to improve the office’s business-related filing operations.

Significant Savings From Purge of Voter Rolls,
Mixed Results From Calvoter Project

We recommend that the Secretary of State report at budget hearings
regarding: (1) why direct savings from the Calvoter project are not offsetting
ongoing state costs for the new voter registration tracking system, (2) what
steps the state should take to improve its financial return from the project,
and (3) how the $3.5 million state loan for the computer system can be deemed
paid given the statutory language authorizing the project.
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Removal of “Deadwood” From Voter Rolls Required. Chapter 5, Stat-
utes of 1996 (SB 1313, Mountjoy) requires county registrars of voters to
periodically verify the residence of voters and remove from the rolls those
who have moved outside that county. The legislation was intended to
reduce the cost to the state and to local governments of conducting elec-
tions by reducing the printing and mailing of official elections materials
to so-called “deadwood”—households listed on voter rolls with an in-
valid, duplicate registration.

Last month, the Secretary of State reported that 1.5 million duplicate
registrations were removed in advance of the November 1998 and March
2000 elections due to the requirements of Chapter 5. Based on the ballot
pamphlet costs of $1.20 per registered voter for the March 2000 ballot
cited by the Secretary of State, we estimate that Chapter 5 will result in
state savings of more than $1.8 million for the March 2000 election. In
addition, county governments will enjoy significant additional savings
on the costs of mailing local ballot materials.

 Calvoter Project Initiated. Chapter 913, Statutes of 1995 (AB 1701,
McPherson) directed the Secretary of State to establish a statewide com-
puter system comprised of voter registration data to facilitate the removal
of duplicate registration of voters. The Secretary of State contended at the
time that this project could also save the state and the counties millions of
dollars annually by paring “deadwood” from the voter rolls. For example,
change-of-address information filed with the Department of Motor Ve-
hicles is being used to alert a county registrar of voters when a registered
voter has moved out of that county and is no longer eligible to vote there.
The Secretary of State also cited other potential benefits from creating an
automated voter registration tracking system, including a reduced risk
of voter fraud.

Chapter 913 provided a $3.5 million loan from the General Fund to
the Secretary of State to develop the voter registration tracking system
and specified that the loan be repaid out of state savings on printing and
mailing costs made possible through the new system. The loan is repay-
able with interest by December 31, 2000, but no procedure or penalty is
specified in the law in the event of its nonpayment.

Additional General Fund appropriations not subject to repayment
have been provided to the Secretary of State’s office for implementation
and ongoing operation of the system. According to a Post-Implementa-
tion Report (PIER) on the Calvoter project released in November 1999,
about $7 million will have been spent on the Calvoter system by the end
of the current fiscal year. About $1.2 million is provided in the 2000-01
budget plan for ongoing state support for the Calvoter system.
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Project Results Reported. The original Feasibility Study Report out-
lining the project specified that the new computer system was to have
been deployed in all California counties as of November 1997. Full de-
ployment was delayed until the following year because county election
officials needed more time to help implement the new computer system.

The PIER indicates that the Secretary of State was unable to access
some state and federal data sources that had been sought in order to dis-
cover duplicate voter registrations. However, the report does indicate that
the Secretary of State was generally successful in resolving the complex
technological problem of establishing a system linking the Secretary of
State’s voter registration system with county election voter registration
systems across the state.

The PIER prepared by the Secretary of State’s office states that the
Calvoter project resulted in a reduction in the state’s costs of printing and
mailing ballot pamphlets by approximately $1.2 million per election. The
basis for this savings estimate was not identified in the report.

Financial Returns So Far Do Not Offset Project Costs. Chapter 913,
the law authorizing the Calvoter project, directed the Secretary of State to
provide reports to the Legislature and the Director of Finance every six
months to account for the number of duplicate voter registrations elimi-
nated and the savings that directly accrued to the state as a result of the
new computer system.

In its December 1999 report, the Secretary of State indicated that
525,574 duplicate registrations were eliminated as of the end of 1999 by
the Calvoter system. Based on the Secretary of State’s standard assump-
tion that each duplicate registration costs $1.20 in state funds for printing
and mailing an unneeded ballot pamphlet, we estimate that the total state
savings achieved in the March 2000 election will be about $630,000, about
half of the $1.2 million per election in savings cited by the PIER and about
half of the ongoing, annual cost to the state for operating the Calvoter
system.

Other Savings Cannot Count Against Loan. In his report last month
on the results of the Calvoter project, the Secretary of State suggested
that savings resulting from the Chapter 5 requirements for paring voter
rolls should be counted toward repayment of the $3.5 million loan for the
Calvoter project. The Secretary of State indicated that, if Chapter 5-re-
lated savings from the November 1998 and March 2000 elections are
counted, along with anticipated savings from the November 2000 elec-
tion, he deems the loan to have been paid off in its entirety.

However, the state law authorizing the Calvoter project specifies that
only voter registrations eliminated directly by the new computerized voter
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registration system should be counted toward repayment of the loan. The
measure further states that duplicate voter registrations removed as a
result of other state laws are not to be counted toward repayment of the
loan. Only recently has the Secretary of State’s office indicated to the Leg-
islature that the state’s financial return from the Calvoter project was be-
ing diminished because of the Chapter 5 requirements.

The PIER report prepared by the Secretary of State’s office does not
outline any further steps to improve the state’s financial return on its
$7 million investment to date in the Calvoter project. Nor does the report
indicate how the $3.5 million loan will be repaid by the end of this year.

Analyst’s Recommendation. The release of the PIER formally con-
cluded the implementation of the Calvoter project, but left a number of
important issues unresolved. Accordingly, we recommend that the Sec-
retary of State report at budget hearings regarding: (1) why direct sav-
ings from the Calvoter project are not offsetting ongoing state costs for
the new voter registration tracking system, (2) what steps the state should
take next to improve its financial return from the project, and (3) how the
$3.5 million state loan for the computer system can be deemed paid given
the statutory language authorizing the project.

Business Program Computer Project Unauthorized
We withhold recommendation on a request by the Secretary of State

for $8.6 million to upgrade the office’s computerized systems for managing
corporate and other public records because the project has not yet been
approved by the appropriate state agencies.

Business Programs Automation. The proposed budget for the Secre-
tary of State would provide about $8.6 million from two related business
fee funds for the first phase of the Business Programs Automation project.
The budget request indicates that the project would address significant
problems in the corporate and other business registration programs for
which the Secretary of State is responsible. Those problems include inef-
ficient processing of corporate filings and backlogs of tens of thousands
of documents, difficulty in responding to requests for public records and
information, and potentially serious mistakes in record keeping.

Advance review and approval by specified state agencies is ordinarily
required under state administrative rules before funding can be budgeted
for a new information technology project. This project has not received
all of the necessary reviews and approvals. Nonetheless, the Department
of Finance included funding for this project in the proposed state budget
plan, along with budget bill language providing that the funds could not
be spent until those required approvals were obtained.
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Analyst’s Recommendation. Without prejudice to the possible merit
of this project, we withhold recommendation on the $8.6 million funding
request and recommend that the budget bill language be deleted.

We believe it is premature to appropriate funds for this project until
the appropriate state agencies have settled on a specific procurement pro-
cess, agreed upon the scope and timetable for the project, and determined
the exact funding needed to proceed during the budget year. If those steps
are accomplished before the Secretary of State’s budget is heard in
subcomittee, the Legislature would have the information it needs to make
a sound decision on the merits of the project. If those steps have not been
completed by budget hearings, we would recommend that the Legisla-
ture not approve the project at this time.

New Fee Revenues Should Offset General Fund Support
We recommend that net General Fund support for the Secretary of

State’s office be reduced by $2.6 million to account for new revenues from
registration of domestic partnerships and the expedited handling of
corporate documents. We also recommend approval of the full funding
and positions sought to implement these two new fee-supported programs.
(Reduce Item 0890-001-0001 by $2.6 million, adjust amount payable from
Business Fees Fund under 0890-001-0001 Schedule (e) and 0890-001-0228
by the same amount.)

 New Fee-Based Programs. The proposed budget for the Secretary of
State implements several programs required by state legislation, includ-
ing Chapter 588, Statutes of 1999 (AB 26, Migden) to allow certain couples
to register as domestic partners. The budget plan would provide $147,000
from the General Fund in the 2000-01 fiscal year to implement the pro-
gram. The Secretary of State’s budget request estimates that the registra-
tion fees for domestic partnerships would generate $100,000. However,
the budget request for the Secretary of State does not take this estimated
revenue into account.

The spending plan also includes a separate request for $923,000 in
the budget year to implement Chapter 999, Statutes of 1999 (SB 408,
Alpert). This legislation allows the Secretary of State to collect special
handling fees of up to $1,000 from corporations that are willing to pay for
expedited processing of corporate filings. Last year, the Secretary of State’s
office estimated that the measure would generate $2.5 million in revenues
for the state. However, the additional revenue projected to result from
Chapter 999 is not taken into account in the Secretary of State’s budget
request.
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Analyst’s Recommendation. We recommend approval of the posi-
tions and funding requested by the Secretary of State to fully implement
both the domestic partnership and the expedited document-handling
programs. However, we believe it is appropriate to offset the General
Fund costs of operating the Secretary of State’s office with the new rev-
enues expected to be generated by these programs. These changes should
have no effect on the implementation of the Secretary of State’s new or
existing programs.

We have been advised by the Secretary of State’s office that there are
technical concerns with the requirement in Chapter 999 that fees gener-
ated under the new law be accounted for as reimbursements of expendi-
tures. Thus, we recommend the adoption of budget bill language that
would allow these fees to be budgeted in the same fashion as other busi-
ness fee revenues. The budget bill language would state:

Provision X. Notwithstanding Section 12208(d) of the Government Code,
special handling fees may be accounted for as expenditures from the
Secretary of State’s Business Fees Fund.
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STATE TREASURER
(0950)

The State Treasurer has a number of responsibilities related to the
management of the state’s financial assets. These responsibilities include:

• Providing custody for all money and securities belonging to or
held by the state.

• Investing temporarily idle funds.

• Paying warrants and checks drawn by the State Controller.

• Preparing, selling, and redeeming the state’s general obligation
and revenue bonds.

• Preventing the issuance of unsound securities by irrigation, wa-
ter storage, and certain other districts.

The Governor’s budget proposes expenditures totaling $22.5 million
for the Treasurer’s Office in 2000-01, which represents a decrease of 47 per-
cent from the current-year’s expenditures. The request includes $9.9 mil-
lion from the General Fund, a 51 percent decrease from 1999-00. This de-
crease is a result of a one-time payment in the current year of $14 million
for a state-mandated investment reporting requirement by local authori-
ties. The ongoing annual cost beginning in the budget year for this pro-
gram is $3 million.

No Basis for Augmentation for Rent Increases
We recommend the Legislature delete $186,000 from the General Fund

request for increases in facility rent because we find no analytical basis for
granting an adjustment to the Treasurer’s Office that has been denied to
virtually all other state agencies. (Reduce Item 0950-001-0001 by $186,000.)

The Governor’s budget includes a request to increase facilities op-
erations funding by $186,000. The proposed additional funds will be used
to offset higher rental costs set by the Department of General Services.
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The request is based on cost increases the office indicates have occurred
since around 1996-97.

Our review found that only the Treasurer’s Office and four other agen-
cies—the State Library and the Departments of Industrial Relations, Fair
Employment and Housing, and Justice—received budget augmentations
for rental increases in state buildings. Presumably, all other state depart-
ments will absorb the rent increases.

We can find no analytical basis for granting an augmentation to pay
for rent increases for these five departments when other departments and
agencies are not provided such funds. We note that the administration’s
own budgeting guidelines indicate that departments will not receive fund-
ing for such price increases. Consequently, we recommend the Legisla-
ture delete $186,000 under Item 0950-001-0001.

We discuss this issue in greater detail in our analysis of the Depart-
ment of Finance’s budget in this chapter.

Local Investment Reporting Mandate Not Necessary
We recommend that the Legislature enact trailer legislation making

local compliance with the investment report mandate optional, because
the requirement (1) costs significantly more than the Legislature
anticipated and (2) no longer appears necessary to promote local
oversight. (Delete Item 0950-295-0001 for a savings of $3,342,000.)

In the aftermath of the Orange County bankruptcy, the Legislature
sought to increase the level of local investment oversight by imposing
various investment reporting requirements on local governments. Spe-
cifically, Chapter 783, Statutes of 1995 (SB 564, Johnston) requires local
agencies to prepare:

• An annual local investment policy. In the case of counties, the
policy must include (1) criteria for selecting security brokers and
dealers and (2) a list of the securities and instruments allowable
by law.

• Quarterly reports, including a description of all the investments
held by the agency or managed by contracted parties, the invest-
ments’ current market value, and a statement as to whether the
portfolio is in compliance with the investment policy and will
meet local cash flow needs for the next six months. Pursuant to a
request by the Legislature, we submitted a report in January ex-
amining the need to continue this mandate. Our report found
that the ongoing cost of the investment report mandate is more
than 20 times greater than the Legislature anticipated when en-



State Treasurer F - 111

Legislative Analyst’s Office

acting the requirement. In addition, given the significant changes
to the legal, financial market, and professional standards gov-
erning local investment practices, we found that the reporting
mandate no longer appears necessary to promote local oversight.

For these reasons, we see no basis for the state to continue to man-
date the form and substance of local investment reports. While the Legis-
lature may wish to leave the language describing the local investment
reports in statute as a guide for local officials, we recommend the state
mandate be eliminated. Enacting this change in trailer legislation this year
would eliminate the need for the $3,342,000 proposed for local govern-
ment reimbursement under Item 0950-295-0001.

Should the Legislature wish to provide a modest enhancement to lo-
cal governments’ existing strong incentives to oversee local investments,
we recommend the Legislature consider enacting legislation requiring
local investment officials to annually report to their local governing board
on the extent to which their investment oversight and reporting practices
meet the fiduciary and prudent investor standard in state law, and con-
form with the standards recommended by the Governmental Account-
ing Standards Board and major professional public finance associations.
Such legislation would impose a state mandate, however, the cost of the
mandate would be minimal.

In addition, should the Legislature wish to provide financial assis-
tance to local governments to facilitate efforts to upgrade local invest-
ment monitoring and reporting, the Legislature may wish to consider
providing funding for one-time technology grants.
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DEPARTMENT OF GENERAL SERVICES
(1760)

The Department of General Services (DGS) is responsible for provid-
ing a broad range of support services to state departments and perform-
ing management and oversight activities related to these services. It pro-
vides these services through three programs: statewide support, build-
ing regulation, and real estate services.

The Governor’s budget proposes total expenditures of $734 million
from various funds (including $55.6 million from the General Fund) to
support the activities of DGS in 2000-01. This is $13.3 million, or 1.8 per-
cent, above estimated current-year expenditures.

Building Regulation Services. Proposed budget-year expenditures for
these services are $30.6 million, or $0.4 million more than the estimated
current-year level. The major change in this program budget is the addi-
tion of 2.8 personnel-years and $253,000 for handicapped accessibility
plan checking by the Division of the State Architect.

Real Estate Services. Proposed budget-year expenditures for these
services are $325.1 million, or $8 million more than the estimated cur-
rent-year level. Major increases are:

• 123.2 personnel-years and $12.1 million for staff to manage the
design and construction of new state buildings and facilities.

• 57 personnel-years and $5.7 million for operation and mainte-
nance staff, and $7.6 million for rental payments, for the new
California Environmental Protection Agency building in Sacra-
mento.

• $3.4 million for deferred maintenance projects at various state
facilities.

• 0.9 personnel-years and $8.1 million to fund administrative sup-
port and payment of natural gas purchases in the Natural Gas
Services Program.
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• 23.5 personnel-years and $1.9 million for operation and mainte-
nance staff and costs for various state facilities.

Statewide Support Services. Expenditures for statewide support ser-
vices are $364 million in the budget year, representing an increase of
$3.1 million, or less than 1 percent, over estimated current-year expendi-
tures. The amount includes several small increases and reductions to pro-
grams. The largest request is $15.3 million for local assistance proposed
to upgrade 9-1-1 telephone system switching equipment in the current
and budget years.

BUILDING REGULATION SERVICES

Access Compliance Plan Check Staff
We recommend deletion of 2.8 personnel-years and $253,000 for the

Division of the State Architect because there is insufficient documentation
that the positions are needed. (Delete $253,000 and 2.8 personnel-years
from Item 1760-001-0006.)

The Division of the State Architect reviews plans for buildings con-
structed with state funds and public schools for compliance with handi-
capped accessibility regulations. The division’s actual and estimated plan
checking workload is shown in Figure 1.

Figure 1

Department of General Services
Division of State Architect
Access Compliance Workload

Budget Year
Number of

Projects Checked

1997-98 (actual) 3,859
1998-99 (actual) 3,628
1999-00 (estimated) 4,263
2000-01 (estimated) 4,263

The division bases its estimates for 1999-00 and 2000-01 on an as-
sumption that the construction value of all plans it will review in 1999-00
and 2000-01 will be $2.8 billion, the average cost of each project will be
the same as it was in 1998-99 ($662,000), and the time to check each project
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will be the same as in 1998-99 (4.4 hours per project). The division pro-
vides no information to substantiate these assumptions. It does not show
why the total construction value of projects to be checked would increase,
and why the average project cost and time to check the plans would be
the same as in 1998-99. In the absence of such information, we recom-
mend the Legislature delete funding for these additional positions.

REAL ESTATE SERVICES

Project Delivery Behind Schedule
The capital outlay program managed by the department’s Real Estate

Services Division has more than doubled in the last five years. A number
of projects funded in this period have not been completed in accordance
with schedules approved by the Legislature. We recommend the
Legislature adopt supplemental report language directing the department
to adopt project delivery goals and report annually on its performance.

The DGS manages most of the state’s general capital development
program. With some exceptions, it is the builder of most of the state’s
offices and institutional buildings. The DGS program is managed by the
Real Estate Services Division (RESD). The capital outlay program man-
aged by RESD has more than doubled in the last five years and a number
of projects have not been completed in accordance with schedules ap-
proved by the Legislature. This raises questions about the reasons for the
delays, and what steps can be taken to keep projects on schedule.

How Is the Real Estate Services Division Doing? To understand how
well RESD has been able to meet schedules approved by the Legislature,
we looked at the division’s June 30, 1999 Quarterly Status Report (received
September 15, 1999). The phase of each project we examined was the lat-
est one for which funding had been appropriated. For most projects this
was the construction phase, but for many, only earlier phases—such as
working drawings or preliminary plans—had been funded. We compared
the original schedule established for that phase of the work with the cur-
rent schedule provided by DGS. In this way we could see if completion of
a phase had been delayed, and by how much. Our findings are summa-
rized in Figure 2. It shows that three-fourths of the projects have been
delayed more than three months, and one-fourth of the projects are expe-
riencing a delay of more than a year.

The data displayed above are based on schedules prepared by RESD
at the time the Legislature was asked to appropriate funds. These sched-
ules were based on RESD’s knowledge of the project and the process re-
quired to complete these projects. Although some delays in the schedule
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may have been out of DGS’s control, it is clear that there is room for im-
provement in the department’s meeting of schedules.

Figure 2

Department of General Services
Project Completion Delays a

Project Completion Delay

Projects

Number Percent

Less than 3 months 61 24%
3 to 5 months 51 20
6 to 11 months 76 30
12 to 17 months 25 10
18 months or more 37 15

Total 250 100%
a

Compares the original and current schedules for latest funded
phase of 250 major capital outlay projects.

Recommendation. We recommend the Legislature adopt supplemen-
tal report language directing the department to submit a report to the
Legislature annually on November 1 identifying project delivery improve-
ment goals, its record for meeting schedules during the past year, reasons
specific phases of project work were not completed on time, and steps it
is taking to improve performance.

Public Utilities Commission Building Special Repairs
We recommend the Legislature delete $267,000 for maintenance and

repairs because the request includes capital outlay projects that have
not been justified and an unnecessary infrastructure study. Further, we
withhold recommendation on the $460,000 balance of the request pending
receipt of information justifying the need for and cost of the remaining
projects. (Delete $267,000 from Item 1760-001-0666[a].)

The budget proposes expenditures of $727,000 for maintenance and
repairs at the San Francisco state building occupied by the Public Utili-
ties Commission (PUC). (The same amount is proposed in the
commission’s budget for transfer to the Service Revolving Fund.) These
repairs were identified in a $1.9 million five-year maintenance plan de-
veloped by the DGS. No information has been provided on the proposed
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projects other than a list of projects in the maintenance plan. The pro-
posed projects include (1) $165,000 for upgrading the building security
system and elevators (the security system proposal is a three-year $508,000
project); (2) regular maintenance, such as window leak repairs; and (3) a
$102,000 infrastructure study to identify other repairs needed to comply
with current codes.

We recommend deletion of the $165,000 for building upgrades and
the $102,000 for the infrastructure study. The security system upgrade, if
justified, should be requested as a capital outlay project. The infrastruc-
ture study is unnecessary because it is not required as a matter of course
to continually renovate buildings to comply with code changes. No is-
sues or concerns have been identified that would warrant undertaking
this study. Thus, we recommend that the Legislature delete $267,000 from
the request. (We recommend corresponding reductions in the PUC bud-
get under Item 8660.)

STATEWIDE SUPPORT SERVICES

Master Plan Due on Public Safety Radio Microwave Network
The Department of General Services was required by the Legislature

to submit a master plan for the Public Safety Radio Network by
December 1, 1999, but the department has not provided the report.

In response to a budget proposal in the 1999-00 Governor’s Budget last
year, the Legislature adopted supplemental report language directing DGS
to provide a master plan describing the administration’s plan for the
maintenance and operation of the microwave network supporting the
state’s public safety radio network. The Legislature directed the depart-
ment to include the following in the master plan:

• An assessment of whether the microwave technology recom-
mended by DGS in a 1994 report continues to be the preferred
option, in light of the current state of the art in communications
technology.

• A summary of the regulatory environment within which the sys-
tem will operate, with specific emphasis on the impact of per-
sonal communication systems on the communications spectrum
available to the network.

• A quantified summary of system usage by agency, both state and
nonstate.
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• A comprehensive estimate of all costs associated with the ana-
log-to-digital conversion, including the cost of tower and vault
replacements, renovations, and modifications.

• A recommendation for an equitable allocation of the cost of con-
version among state agencies.

• A schedule for implementation of the plan.

The supplemental report language directed DGS to submit the mas-
ter plan to the Legislature by December 1, 1999. At the time this analysis
was completed, the Legislature had not received the report. According to
DGS, the report is still under review within the administration.

Big Investment Proposed for New Radio System;
Many Questions About Implementation Strategy Remain

The budget proposes $1.8 million for design of a new public safety
radio network, which is projected to take 15 years to implement and cost
$3.5 billion to complete. We withhold recommendation on the proposal
pending (1) receipt and review of the microwave master plan, which was
due on December 1, 1999; and (2) information on how the department
will address a number of uncertainties in its implementation plan.

The budget requests $1.8 million from the DGS Service Revolving
Fund to begin design work for a new public safety radio network, known
as the Public Safety Radio Integrated Systems Management (PRISM)
Project, in the budget year. The request is the first of a multiyear effort
with projected total costs of $3.5 billion.

The Proposal. The proposal calls for the state to invest over a 15-year
period in an integrated radio system which will provide both voice and
data communications to state public safety agencies. Figure 3 displays
the implementation phases and the associated costs by phase. Funding
for the project would be provided in the budgets of ten different depart-
ments for payment to the DGS Service Revolving Fund. The ten depart-
ments are:

•  California Highway Patrol.

• Department of Corrections.

• Department of the Youth Authority.

• Department of Justice.

• Department of Transportation.

• Department of Forestry and Fire Protection.
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• Department of Fish and Game.

• Department of Parks and Recreation.

• Department of Water Resources.

• Office of Emergency Services.

Figure 3

Public Safety Radio Integrated Systems Management Project

(Dollars in Millions)

Phase
Length

(In Years)
Cost of
Phase

Cost to Operate
Current Systems Total Costs

Phase I—Design network 2a $3 $141 $144
Phase II—Conduct pilot 3a 92 123 215
Phase III—Statewide

implementation 11 2,419 726 3,145

Totals 15 $2,514 $990 $3,504
a

Phases I and II will overlap in 2001-02.

As the figure indicates, the administration plans to seek $2.5 billion
over the next 15 years to build and implement the PRISM system. Be-
cause the new system will be implemented in phases, the Legislature will
be asked to continue to fund the existing radio system until full imple-
mentation is realized in 2015. The projected cost to continue the existing
system is about $1 billion over the 15-year period. Thus, the total cost of
the proposal over the next 15 years would be $3.5 billion, and the $1.8 mil-
lion proposed for the initial design work in the budget year is only a very
small portion of the total cost.

Current Public Safety Network. The state’s public safety radio net-
work consists of separate public safety radio communications systems
used by the ten departments identified above. Each of these departments
has its own radio systems and uses distinctly different radio frequencies
which do not consistently communicate with one another during inci-
dents requiring mutual aid. In addition, some of these public safety sys-
tems are 25 years old and do not incorporate modern technological ad-
vances.

Strategic Plan and Cost Benefit Analysis Completed. In response to
these communication system deficiencies, the ten departments began a
strategic planning process in 1994 to review the capabilities of the exist-
ing radio systems. Based on that review, the departments developed long-
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term strategies for consolidating the current voice and data radio sys-
tems into an integrated public safety system for the state. After comple-
tion of this strategic planning effort, the state conducted a cost-benefit
analysis examining the alternatives for an integrated state radio system.
The result of that analysis is reflected in this proposal.

Current Public Safety Microwave Network to Be Part of PRISM. We
understand that the proposed PRISM network will use the state’s current
microwave network as one of its components to provide radio communi-
cations. In fact, the microwave network will act as one of the main infra-
structure components for the new system. Thus, improving and main-
taining the state’s microwave network will be necessary during the next
15 years.

We have an number of concerns regarding the administration’s PRISM
proposal which we discuss below.

Microwave Master Plan Needed. As we indicated earlier, the
administration’s master plan for the public safety radio microwave net-
work has not yet been presented to the Legislature. In our view, it will be
important for the Legislature to review the master plan to understand
the department’s long-term plans for the state’s current microwave net-
work, how the current network will enhance the investment in PRISM,
and the future funding requirements for maintaining and enhancing the
current microwave network.

Implementation Strategies Are Uncertain. With a 15-year implemen-
tation plan and the expectation of annual multimillion dollar investments,
we think that the administration needs to advise the Legislature how it
plans to implement the PRISM system. These strategies need to encom-
pass how the new radio system will be “rolled-out,” how the old radio
system will be phased-out, and how new technologies will be phased-in.

Implementation Strategy Should Allow Reduced Funding for Cur-
rent System. Under the administration’s plan, both the old and new sys-
tems would be maintained during the entire 15 years of implementation.
We are concerned that full funding over the entire 15 years for the old
system may not be necessary. It is unclear whether the administration
has considered implementation strategies that would allow portions of
the old system to be discontinued or shut down earlier than others, thus
reducing costs of operating the old system sooner and providing the op-
portunity to redirect those funds to the new system.

Implementation Strategy Should Set Priorities and Contingencies in
Case Funding Not Available. In our discussions with DGS, it was unclear
if the implementation strategies accounted for the possibility that full
funding may not be available over 15 years. For example, state revenues
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could become tighter at some point in the future because of an economic
downturn or a change could occur in the funding priorities of the
Legislature or Governor. It is also unclear from our discussions with DGS
whether funds provided in the earlier years of implementation would
yield any usable products should funding not be available in later years.

We believe that DGS should develop implementation strategies that
set clear priorities and contingencies in the event future funding is not avail-
able. Ideally, DGS would develop components of the system that could
operate independently of future components and would build upon the
investments of previous years. This could be achieved, for example,
through implementation strategies that bring the new system online by
department or geographic region.

Implementation Plan Should Be Able to Incorporate New Techno-
logical Advances. The Legislature needs to be assured that technological
advances in the communications industry can be readily incorporated in
the state’s public safety radio network, and that those advances will en-
hance and benefit the previous years’ investment. Communications tech-
nology is one of the most rapidly advancing industries in the world to-
day. Satellite technology, in particular, has changed the way that people
communicate. We believe that it is appropriate to assume that future im-
provements in satellite technology will have application in the public
safety communications systems. It is not clear that these possibilities have
been considered by DGS and, if they have, at what point during the
15 years they could be incorporated to enhance the investment achieved
from the previous years.

Analyst’s Recommendation. For these reasons, we withhold recom-
mendation on the proposal pending (1) receipt and review of the micro-
wave master plan, which was due on December 1, 1999; and (2) informa-
tion from DGS on how it will address uncertainties in the department’s
implementation plan for PRISM, including:

• Whether and how the implementation strategies would allow
portions of the old system to be discontinued as the new system
is developed.

• Priorities and contingencies in the implementation plan in the
event that full funding is not available in the future.

• How the implementation strategy will incorporate future ad-
vances in technology in the communications industry.
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Public School Construction Web Site Proposal Not Justified
We recommend that the Legislature reject the proposal for $3.3 million

in the current year and $2.4 million in the budget year to build a new
public school construction Web site because information proposed for
the Web site is already available on individual departments’ Web sites
which could be easily linked with minimal or no cost. (Reduct Item 1760-
001-0001 by $2.4 million.)

The budget requests $3.3 million in the current year and $2.4 million
in the budget year to develop and implement an Internet Web site which
would provide information on school construction. It is estimated that
the project cost over six years will be $8 million. The Web site would in-
clude information from the three state departments involved in public
school construction.

Background. Currently, three state departments—DGS (through the
Division of State Architect and the Office of Public School Construction),
the Department of Education (SDE), and the Department of Toxic Sub-
stances Control (DTSC)—provide oversight of local school construction.
Figure 4 displays the oversight roles of each department. Each depart-
ment has its own set of forms and internal processes to accomplish its
oversight activities listed in Figure 4.

Figure 4

State's Oversight Roles in School Construction

Department Role

Department of General Services,
Office of Public School Construction

• Reviews school districts’ funding
eligibility.

• Allocates school construction funds.
• Audits school construction expenditures.

Department of General Services,
Division of State Architect

• Reviews and approves school site plan.
• Certifies school construction plans for

structural safety.
• Reviews and inspects school

construction sites.

Department of Education • Reviews and approves school plan.
• Reviews and approves school site.

Department of Toxic Substances
Control

• Reviews and approves school districts’
initial environmental assessments.

• Conducts school site environmental
assessments.

• Oversees clean up for contaminated
sites.
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Each department maintains a separate Web site. In general, these Web
sites provide information on school construction specific to that depart-
ment. The total annual cost for support of the three departments’ existing
Web sites is $425,000.

According to these departments, there are several problems with these
current Web sites. For example, school districts have difficulties in easily
obtaining information on how the state school construction process oper-
ates (basically, the process flow among the three departments). Also, they
maintain that it is difficult to obtain information on the status of particu-
lar construction approvals.

Project Proposal. The DGS proposes to develop a new interactive
Web site, incorporating the existing information from the three depart-
ments. The Web site will consist of:

• Printable forms that school districts can print out and send in.

• Capability to request information packets.

• Workflow diagrams that school districts can use to understand
how the state project approval process works.

• A database which will contain the school construction status in-
formation from the three departments.

• Capability to query approval status of school construction
projects.

Data Already Available. During our review of this budget request,
we examined the Web sites of each of these departments and found that
much of the information proposed for the new site is already available on
the existing Web sites. For example, SDE’s Web site allows school dis-
tricts to print out forms, identify consultants for each county, print out
current publications, and view current regulations. The DGS’s Office of
Public School Construction Web site also allows school districts to print
out forms and regulations, and it allows Internet users to find out, through
an interactive query facility, the status of school construction approvals.

Given that most of the information is already available and acces-
sible, we do not believe that an additional expenditure of $8 million is
warranted, especially when compared to the relatively minor costs of
operating the existing Web sites. In addition, the existing Web sites could
easily be linked together at minimal or no costs. For this reason we rec-
ommend that the request be denied.

We are aware that many concerns have been raised in the past with
respect to the oversight and the overall burdensome process related to
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school construction projects. This proposal, however, does not address
those concerns.

Update Needed on California Integrated Information Network (CIIN)
The state’s telecommunications network has experienced a number

of problems over the last year. We recommend that the Department of
General Services report during budget hearings on the status of the
network problems, the network contract, and progress made towards
reducing the risk of disruptions in the future.

The budget includes $30.8 million for DGS to support the state’s tele-
communications system, which is essentially the same spending level as
in the current year.

The CALNET System. In 1996, DGS began the divestiture of the state’s
telecommunications operations, known as CALNET, and the procurement
of telecommunications services from another firm. CALNET, which was
developed in the early 1990s was never fully accepted by state depart-
ments as DGS had planned. As a result, it never generated the revenues
anticipated and, in fact, experienced losses over several years. Because
CALNET was losing money, the state decided to sell off its hardware and
procure these services from a vendor without owning the equipment. In
January 1997, DGS released its strategic plan for providing statewide tele-
communications services, known as the California Integrated Informa-
tion Network (CIIN). The plan included moving to a privately owned
and operated network, which would involve a contract with a vendor
which could cost up to $500 million over five years.

The CIIN Contract. Shortly after the release of the CIIN strategy, the
state began the procurement process for the new telecommunications
contract. In December 1998, the administration signed a contract with
Pacific Bell (PacBell)/MCI to provide voice and data communication ser-
vices to state and local entities. The annual contract amount is estimated
to be about $100 million.

State agencies began to utilize the new telecommunications service
in January 1999. The conversion of voice communications has been com-
pleted and has experienced very few problems.

Frame-Relay Network Experiences Major Problems. The second com-
ponent to be converted to the CIIN contract was the state’s “frame-relay”
network which provides the data communications for the state’s infor-
mation technology systems. The conversion of the frame-relay network
was also started in January 1999 but was halted in April 1999 due to the
severity of the network problems being reported by several departments
throughout the state. The operations of a number of the state’s major de-
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partments, including the Departments of Motor Vehicles and Health Ser-
vices, were severely disrupted by these outages, and delays occurred in
providing services during the months of March through July 1999.

In response to the reported problems, DGS hired an Independent
Validation and Verification (IV&V) contractor to assess the problems and
provide recommendations to the state for improving the situation. The
key findings were:

• Failures occurred because the vendor’s operational processes and
procedures were inadequate.

• Communications procedures between the vendor and state were
lacking which affected decisions to cease transition activities.

• The vendor’s frame relay network was unstable, and when
changes were introduced into the network, the network was dis-
rupted.

• The vendor put the frame relay network into production before
it was ready.

• The vendor did not have a process in place to identify and cor-
rect problems which would have allowed the company to pro-
vide important information to the state.

• The vendor did not coordinate its activities with DGS and the
state’s two primary data centers.

State Has Taken Actions to Remedy the Problems. Because the focus
of the CIIN contract was on selling off state-owned hardware, the state
did not pay full attention during contract negotiations to some contract
provisions that would have provided the state greater protection and re-
dress of performance problems. For example, the state can only termi-
nate the contract during the fourth quarter of a year after performance
has not been achieved for three consecutive quarters. This means that
services dependent upon technology would have to be disrupted for vir-
tually an entire year before the administration can terminate the contract.

In spite of this contract deficiency, once the outage problems became
apparent, DGS took a number of immediate actions to remedy them, most
importantly addressing the problems directly with Pacific Bell (PacBell).
The DGS established a communications procedure, problem identifica-
tion and correction procedure, and implementation process which pro-
vided the state the opportunity to make all decisions concerning conver-
sions to the PacBell network.

In addition, it is our understanding that DGS has reached agreement
with PacBell and MCI to renegotiate the contract. The department has
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also hired another consulting firm to help develop, as part of the new
contract, improved “service level agreements”—measurable and time-
specific statements of service that a contractor is responsible for main-
taining.

PacBell has also put a number of changes in place to address the IV&V
report’s findings. Specifically, it has revised its operational procedures to
ensure that all equipment is fully configured to provide uninterrupted
service, upgraded a number of components in the network to be more
“state of the art,” installed backup telephone circuits in case the primary
circuit is disrupted, and increased coordination with the state on all ac-
tivities.

What Can the State Do to Decrease Its Vulnerabilities in the Future?
We think that DGS deserves credit for aggressively addressing the prob-
lems with CIIN. We also believe, however, that there are additional steps
that the state can take as it reexamines the contract that may reduce the
risk of future disruptions.

Specifically, we believe that the state can:

• Establish a “Network Policy Board.” The CIIN contract was de-
signed to allow any California governmental entity (state or lo-
cal) to receive reasonably priced telecommunications services
through the contract. However, DGS, in consultation with the
state’s two major data centers and the Department of Informa-
tion Technology, is the primary entity establishing the network
policies. Since this contract was constructed to allow services to
many entities, the state should consider establishing a policy
board which would be responsible for advising on contract is-
sues and statewide telecommunications policies. The board
should have a broader representation of stakeholders such as city
and county representatives and representatives from other state-
level entities such the Public Employees’ Retirement System. This
would ensure that the policies for telecommunications could meet
the needs of a broader set of users.

• Build Backup Systems Into the Network. There should be back-
ups built into the network components for any critical function
that the state delivers electronically, such as telephone circuits.
Many times backups are not built into network systems because
doing so increases operational costs. However, during times of
network disruptions, such backups may be the only reason the
system is up and running.

• Use Multiple Vendors in Network Components. The state should
not be reliant on a single vendor for component in the network
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which could be provided by one of several different vendors.
Reliance on one vendor makes the state more vulnerable to de-
fective components, vendor price increases, and outdated equip-
ment.

• Use the Public Network. The CIIN contract required that PacBell
develop a network that would be used only by the state, similar
to what it had under CALNET. What this has meant, however, is
that the state network may not have the same capacity of a public
network, which is used by the public, private businesses, and
other governmental entities. The state should consider the ben-
efits and risks of using the public network instead of requiring
operation of its own network.

Analyst’s Recommendation. Although DGS has taken important steps
to correct network problems, given the importance of the state’s telecom-
munications network in delivering services to the public, we think that
the Legislature should maintain close oversight of CIIN and any future
contracts. Thus, we recommend that DGS report to the Legislature dur-
ing budget hearings on the status of network problems, the CIIN con-
tract, and the progress the state has made in decreasing the risk of dis-
ruptions in the future.

One-Stop E-Business Center Proposal Not Justified
We recommend that the Legislature deny the request for $2.1 million

to create an electronic business center, because the proposal lacks
specificity as to its scope and future phases, and the information proposed
for a new Web site is already available, making the proposed new site
unnecessary. (Reduce Item 1760-001-0001 by $2.1 million.)

The budget proposes $2.1 million from the General Fund for creation
of an “e-business center” to provide government services to businesses
electronically. The budget indicates that this request represents the first
phase of a five-year proposal which will result in costs of up to $90 mil-
lion.

For the budget year, the request proposes to implement Phase I, which
consists of:

• Establishing a project team composed of five personnel-years.

• Creating a one-stop Web site to be used by businesses. The Web
site will consist of unspecified information, printable forms, and
the ability to obtain assistance from government.
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• Conducting surveys of businesses and state departments. These
surveys will be used to determine future information technology
projects.

• Conducting a reengineering study to determine steps that the
state can take to provide seamless services to businesses.

• Developing the implementation plan for future efforts.

The request also states that DGS will acquire consulting services to
complete all of the Phase I tasks.

Data Already Available. The proposal indicates that the Phase I Web
site will incorporate into one Web site the existing state government Web
sites, although it does not describe what specific information will be avail-
able. Forms and information that departments have currently on their
individual Web sites will be available from this one Web site. Since the
information is already available, and the cost for maintaining that infor-
mation is already currently part of baseline budgets, it is unclear why
additional funds beyond a minimal amount would be needed to link the
sites together for activities that are already funded. In addition, to the
extent that the administration’s intent is to make contacts between busi-
nesses and government easier or more efficient, there should be reduced
costs to government agencies. This proposal, however, does not recog-
nize any such savings.

Long-Term Proposal Lacks Detail on Scope and Future Plans. The
proposal contains very limited information about its overall objectives
and scope. It does not define what benefits government and business will
receive from a projected investment of up to $90 million. In addition, it
does not outline what will be accomplished in the phases of the project or
the costs of future phases.

Analyst’s Recommendation. Given the fact the information proposed
for the new Web site is already available and the proposal lacks specific-
ity, we do not believe that an additional expenditure of $2.1 million is
warranted. For these reasons, we recommend that the request be denied.
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HOUSING AND COMMUNITY DEVELOPMENT
(2240)

The mission of the Department of Housing and Community Devel-
opment (HCD) is to help promote and expand housing opportunities for
all Californians. As part of this mission, the department is responsible for
implementing and enforcing building standards. The department also
administers a variety of housing finance, economic development, and
rehabilitation programs. In addition, the department provides policy ad-
vice and statewide guidance on housing issues.

The budget proposes expenditures of $268 million for 2000-01. This
is a 26 percent increase from estimated current-year expenditures. The
proposed General Fund appropriation of $117 million is a 194 percent
increase over the current year and accounts for 44 percent of the
department’s proposed funding. This growth in General Fund spending
results largely from two proposals for one-time spending from the Gov-
ernor—$50 million for the California Teachers Homebuyers Assistance
Program and $26 million for the Child Care Facilities Financing Program
(both of which are discussed below). Federal funds account for $108 mil-
lion, primarily for the Community Development Block Grant and Home
Investment Partnership Act programs. A number of state special funds
provide the remainder of the department’s funding. The department has
a proposed staffing level of 475 personnel-years.

Below, we review the Governor’s proposals for teacher recruitment,
child care facilities, and funding for homeless shelters.

Teacher Housing Incentive Funds
Will Not Achieve Objective Effectively

The budget proposes $50 million in one-time spending for the creation
of the California Teachers Homebuyers Assistance Program. We
recommend deleting this appropriation and instead using the funds, in
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combination with other teacher recruitment funds, for local school district
block grants. (Delete Item 2240-108-0001.)

Governor’s Proposal. The budget proposes the creation of the Cali-
fornia Teachers Homebuyers Assistance Program, with a one-time ap-
propriation of $50 million. The program is designed to address problems
with the recruitment and retention of teachers in low-performing schools.
The funds would be used by the department to contract with the Califor-
nia Housing Finance Agency (CHFA) to administer the program. Teach-
ers working in low-performing schools would be eligible for a $10,000
loan towards the purchase of a home. For those teachers that remained in
the school for five years, the entire loan would be forgiven. For those
teachers leaving their position before the end of five years, a pro rated
portion of the loan would be forgiven, with the remainder due to be re-
paid (at 3 percent annual interest). The CHFA intends to spend $2.5 mil-
lion of the $50 million appropriation in administrative costs over the
course of the five-year loan period.

Proposal Mistargets Recipients. While we agree with the adminis-
tration that low-performing schools face serious problems recruiting and
retaining quality teachers, this proposal mistargets recipients. Specifically,
we have the following concerns with the proposal:

• Overly Broad Definition of Low Performance. Under the
Governor’s proposal, any school scoring below the 50th percen-
tile on the state’s “Academic Performance Index” would be con-
sidered “low-performing.” Thus, by definition, half of the state’s
schools would be eligible sites for the housing incentives. This
definition of “low-performance” is overly broad and has no rela-
tionship to the nature of the problem that the proposal seeks to
address. The most definitive available study of teacher recruit-
ment and retention problems in California’s low-performing
schools—recently released by the Center for the Future of Teach-
ing and Learning—concluded that serious teacher recruitment
problems are concentrated in approximately 20 percent of the
state’s schools. The administration’s proposal goes far beyond
that target level.

• No Limits on Recipients. In providing the $10,000 loans, the ad-
ministration does not plan to differentiate among recipients’ cir-
cumstances. Instead, any teacher would be eligible for the pro-
gram on a first-come, first-served basis. The program would have
no limits on household income or home purchase price. For in-
stance, the program would not distinguish between recently hired
teachers purchasing their first home and established veterans at
a low-performing school moving from an existing home into a
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more expensive one. Most importantly, local schools and school
districts would have no input into the selection of recipients.
Consequently, by not distinguishing between applicants, the pro-
gram would fail to target those teachers who are (1) most likely
to require incentives to teach for a low-performing school or
(2) most likely to help the schools meet the educational needs of
their pupils.

• Ignores Renters. The program makes no effort to retain and re-
cruit teachers who desire to rent their home. Since many newer
teachers may not be ready to make a home purchase, the
program’s focus could miss an important segment of the popula-
tion.

Local Flexibility Would Improve Recruitment. A state-directed re-
cruitment program for teachers would be unable to adapt to the wide
variation in local circumstances. Therefore, we recommend that the Leg-
islature use any funds it intends to spend on teacher recruitment on block
grants to school districts. Local districts would be able to use these funds
in the manner they determine most effective in recruiting and retaining
teachers. We also recommend that recruitment dollars be more targeted
to the most troubled schools. Please see the Education chapter of this
Analysis for additional information on our recommendation to provide
block grants for teacher recruitment.

Child Care Program Unable to Spend Budgeted Funds
The budget proposes $26 million in one-time spending for the Child

Care Facilities Financing Program’s Direct Loan Program. We recommend
reducing this amount to $5 million to better reflect the amount of funds
that the program can realistically distribute. (Reduce Item 2240-109-0001
by $21 million.)

Funds Still Available From 1997-98. The Child Care Facilities Financ-
ing Program was created by Chapter 270, Statutes of 1997 (AB 1542,
Ducheny) and funded with $7 million in one-time funds through the
1997-98 budget. The funds were split into three programs:

• Loan Guaranty Program. A fund to guarantee private-market
commercial loans for child care facility expansions, renovations,
and equipment ($3.5 million).

• Family Child Care Homes Microloan Program. Direct loans of
small amounts (maximum of $25,000) to family child care homes
serving more than six children ($0.5 million).
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• Direct Loan Program. Direct loans with below-market interest
rates to child care providers for the purchase, expansion, or im-
provement of their facilities ($3 million).

Due to administrative delays in implementing these programs, funds
are still available in each of the programs:

• As the guaranty program is able to guarantee $4 in loans for each
$1 appropriated, $10 million in loan capacity remains available.

• The microloan program has yet to make any loans and is still
being developed by department staff.

• The direct loan program took more than two years to make its
first loan and has made just two loans thus far—totaling slightly
more than $1 million. Accounting for administrative expenses,
nearly $1.7 million is still available for loans.

The direct loans, as well as the guaranties, are made by the Trade and
Commerce Agency’s (TCA) Small Business Development Corporations
through an interagency agreement with HCD.

New Augmentation Proposed. The budget proposes a one-time aug-
mentation to the direct loan program of $26 million. Of this amount, the
budget proposes to spend $1 million on administrative costs, split be-
tween HCD and TCA. The department would expect to loan these addi-
tional funds over a 30-month period.

Concerns With the Proposal. We have two major concerns with the
administration’s proposal:

• Complicated Administrative Structure. The loan program’s struc-
ture does not lend itself to efficient decision making. Instead, three
bodies—HCD, TCA, and the local development corporation—
review each loan application. The HCD develops the loan appli-
cation materials and attempts to market them, while the corpo-
rations are the entities that are responsible for finding borrowers
and packaging applications. Approval by both TCA and HCD is
necessary before a loan is approved.

• Demand for Funds Modest. While HCD believes it can commit
$25 million in loan funds over the next two and a half years, it is
clear that the program has no need for this level of funding in the
budget year. Over the past year in which funds have been avail-
able for lending, the level of applications has been extremely
modest.

Reduced Appropriation Recommended. Accordingly, if the Legisla-
ture considers child care facilities a funding priority, we recommend pro-
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viding a $5 million appropriation—sufficient funding for the budget year.
Once these funds are expended, the department could seek additional
funding from the Legislature. At that point, the Legislature would have
better information as to the level of demand for the program and the
program’s administrative capacity. Accordingly, we recommend reduc-
ing the proposed appropriation by $21 million. Current law has estab-
lished a precedent that 3 percent of the appropriation is available for ad-
ministrative expenses, which we feel is an appropriate level to encourage
the involved parties to streamline the program’s structure.

Homeless Funds Should Be Combined Into Single Program
To increase the effectiveness of homeless funding, we recommend that

$773,000 in cold weather homeless funds be combined with the existing
$2 million in homeless funding for a single program allocation. (Delete
Provision 1 of Item 2240-105-0001.)

Current-Year Cold Weather Funding Unused. The Emergency Hous-
ing Assistance Program (EHAP) is a grant program that provides funds
to local governments and nonprofit organizations to support shelters and
services for the homeless. As has been the case in recent years, the budget
proposes an appropriation of $2 million to fund EHAP local assistance
grants. The 1999-00 budget passed by the Legislature included a
$1.365 million augmentation for EHAP, which the Governor vetoed. Sub-
sequent legislation (Chapter 793, Statutes of 1999 [AB 612, Jackson]) ap-
propriated the same level of vetoed funds to both HCD ($773,000) and
the Military Department ($592,000) for the funding of cold weather shel-
ter facilities. Funding in the Military Department’s budget was desig-
nated for the use of National Guard armories as homeless shelters in those
counties which have available armories. For those counties without an
available armory, funding was made available through HCD to each
county government for alternative sites. Of the 22 counties eligible for
HCD allocations from this cold weather funding, 7 counties—totaling
48 percent of the allocation—declined to accept the funding.

Governor Proposes to Continue Funding. The Governor’s budget
proposes the continuation of this $1.365 million in cold weather funding
on a permanent basis. For the $773,000 included in HCD’s budget, con-
verting Chapter 793’s appropriation into a permanent program presents
two major problems.

• Funding Requirements Too Specific. While the regular EHAP pro-
gram allows the department to select grant recipients from among
both counties and nonprofit shelter providers, the cold weather
supplement requires that the funds only be available to the county
government. Thus, although a nonprofit provider might be able



Housing and Community Development F - 133

Legislative Analyst’s Office

to provide shelter services more efficiently, they are not eligible
for the supplemental allocation. Furthermore, if the county gov-
ernment declines to accept the funding, no homeless funding is
provided to that area.

• Excessive Administrative Effort. By continuing the separate cold
weather funding, the administration’s proposal creates a second
ongoing homeless services program—with separate applications
and separate contracts. As we have noted over the past two bud-
get years, the EHAP program suffers from high administrative
costs. Extending the supplemental cold weather program will
prevent the department from implementing cost savings previ-
ously identified.

Combine Funding. Rather than continue to fund homeless services
through two separate allocations, we recommend combining the dollars
and distributing them through the normal EHAP allocation. This would
(1) allow each county to use its allocation most effectively and (2) elimi-
nate unnecessary restrictions and contracts. If, however, the Legislature
chooses to continue funding the use of the National Guard armories for
homeless services, then the cold weather allocations for counties without
armories could simply be added to their normal EHAP allocations.
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TRADE AND COMMERCE AGENCY
(2920)

The Trade and Commerce Agency, created in 1992, is the state’s pri-
mary economic development entity for promoting the establishment, re-
tention, and expansion of business, employment, and international trade
in California. It promotes tourism and foreign investment as well. The
agency also has been designated as the entity leading the state’s efforts in
defense conversion.

The budget proposes expenditures of $318.9 million from various
funds, including $81.7 million from the General Fund, for the agency in
2000-01. The total budget is $150.2 million, or 89 percent, more than esti-
mated current-year expenditures. This increase is due primarily to the
carryover of $222.4 million in the Infrastructure Bank for local infrastruc-
ture projects that is expected to be spent in 2000-01 rather than the cur-
rent year. Proposals for the budget year total $35 million and include the
“New Economy Initiative,” loan and grant programs, and resources for
the agency’s Web site and regional offices.

NEW ECONOMY INITIATIVE

We recommend that the Legislature delete $7.7 million of the
$14.7 million (General Fund) request for the “New Economy Initiative”
because some proposals are conceptual and the agency has not demonstrated
the need for others. Further, we withhold recommendation on $1.2 million
for the Manufacturing Technology Program pending receipt and review of
the final report on the agency’s operation of of this program as required by
the 1999-00 Budget Act and updated funding information. (Delete $665,000
from Item 2920-001-0001 and $7,000,000 from Item 2920-101-0001.)

The Governor’s budget proposes $14.7 million (General Fund) for a
“New Economy Initiative”—$13.7 million for local assistance and $1 mil-
lion for state operations. Figure 1 shows the three components of the pro-
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posal. Of the $13.7 million requested for local assistance, $6.7 million, or
49 percent, is to continue or augment existing programs.

Figure 1

New Economy Initiative

(In Thousands)

Proposed
Amount

Information Technology and E-Commerce
• Next Generation Internet Network. State match for establishing

a center to develop software applications to take advantage of
high-speed Internet network infrastructure.

$5,000

• E-Commerce in Rural Areas. Eight $250,000 grants to rural
communities to improve access to e-commerce for small- and
medium-sized businesses.

2,094

Air and Space Industry
• Aerospace Retention/Joint Strike Fighter Competition. Com-

pete for aerospace-related projects ($250,000 for two years only).
$358

• Space Commerce. One-time funding to continue Space Flight
and Highway to Space Grant programs and activities to attract
VentureStar development.

3,459

• Supplier Database. Maintain database (assembled by Southern
California Edison) of California companies that supply defense-
and space-related activities (two years only).

213

Manufacturing
• California Technology Investment Partnership Program.

Increase number of matching grant awards for existing program.
$2,252

• Manufacturing Technology Program. Increase state support to
maintain $33 million program level.

1,199

Agency Support $156

Total $14,731

Information Technology and E-Commerce
This component includes the Next Generation Internet Network and

the E-Commerce in Rural Economic Regions Demonstration Project.

The Next Generation Internet Network is a proposal from a nonprofit
organization under consideration by the federal government for fund-
ing. The still-developing proposal would establish nonprofit centers
in five high-tech areas nationwide, including Los Angeles and San Jose/
Silicon Valley, to support joint projects between companies and uni-
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versities to develop software applications for the general market that
take advantage of the capabilities of high-speed Internet network in-
frastructure. According to the agency, the $5 million request is to fund
part of one center. The agency has indicated that there are federal funds
for which the agency also can compete, but the agency has not yet
applied for these funds. In the absence of federal funding, the agency
believes that the nonprofit group involved with the proposal would
provide additional funds.

The E-Commerce in Rural Economic Regions Demonstration Project
proposal includes $2.1 million for one position and eight $250,000
grants to rural communities to improve access to e-commerce for small-
and medium-sized businesses. Projects could include developing a tele-
communications plan to identify hardware needs, resolving rural net-
work problems, technology application, and training and development
programs.

At this time, these two proposals are more conceptual in nature and
are not supported by any definitive information. For example:

• Next Generation Internet Network. This proposal lacks specific
funding commitments from the federal government and the non-
profit organization involved. In addition, the agency has not ap-
plied for existing federal funds because the proposal has not been
developed. Furthermore, while the agency indicates an estimated
cost of $5 million to $10 million for the proposed center, it is not
clear what amount of federal and nonprofit support the center
may receive or what the total cost will be. It is also not clear what
the ongoing costs will be.

• E-Commerce in Rural Economic Regions Demonstration Project.
This proposal lacks criteria for evaluating applications.

• Both Programs. For both programs there are no measurable out-
comes from the state’s investment.

Given the lack of details for these projects, as well as the lack of spe-
cific outcomes, we recommend deleting the $7.1 million request.

Air and Space Industry
This component includes the aerospace retention and Joint Strike

Fighter activities, a space commerce package, and a supplier database
project.

The aerospace retention and Joint Strike Fighter activities are allocated
$358,000 and one position for an ongoing effort to lobby the federal gov-
ernment and contractors to locate the assembly, testing, and other work
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related to the Joint Strike Fighter project and other U.S. Department of
Defense contracts in California. It is not clear why more staff is needed
for these efforts since the agency has its Red Team program to attract and
retain large investments and the Governor has an office in Washington,
D.C. If this proposal is a priority, the agency should direct existing re-
sources to these efforts. Consequently, we recommend the Legislature
delete the proposal.

The supplier database project would take over from Southern Califor-
nia Edison (SCE) a database compiled by SCE of California companies
that supply goods and services to the state’s aerospace manufacturing
industry. The budget proposes $213,000 and one position to maintain and
analyze the database for two years. It is not clear why the state should
maintain a list of suppliers, what statewide purpose it would serve, and
what would happen with the database after two years. In addition, this
proposal raises the question of whether the state should have similar
databases for other industries. Consequently, we recommend that the
Legislature delete the proposal.

Manufacturing
This component includes the California Technology Investment Part-

nership and the Manufacturing Technology Program.

The Manufacturing Technology Program (MTP) funds three centers that
provide consulting services and technical assistance to small- and me-
dium-sized manufacturers. In addition to the $6.7 million in state fund-
ing for the program, the centers also receive federal funds, fees paid by
clients, and in-kind services. Federal funding for each center decreases
over six years from one-half federal support to one-third. The proposed
$1.2 million augmentation would pick up part of the federal support
scheduled to end in the budget year.

The 1999-00 Budget Act required the agency by September 1, 1999
to (1) develop a small manufacturers competitiveness strategy and
specific program goals for MTP and (2) take control of the program
from the centers. In September, the agency advised the Legislature that
it would submit a final report in April 2000. In addition, at the time
this analysis was written, the agency had not provided updated infor-
mation on budget-year funding for each center. As a result, we with-
hold recommendation on the $1.2 million request, pending receipt and
review of the finalized competitiveness strategy and the funding in-
formation noted above.
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OTHER ISSUES

Small Business Loan Guarantee Program
We recommend the Legislature delete the request for $3 million

(General Fund) for the Small Business Loan Guarantee Program because
(1) an annual General Fund appropriation to pay for bad loans creates a
poor incentive for selecting good loans and (2) the authorizing legislation
directs the program to be self-sufficient. (Delete $3 million from Item 2920-
011-0001.)

The Small Business Loan Guarantee Program guarantees bank loans
made to small businesses that otherwise would not receive the loans.
Current law specifies that the program should (1) have a maximum ratio
of 4-to-1 for guaranteed loans to reserve funds and (2) be self-supporting
(that is, not dependent on the General Fund). The program currently has
reserves of approximately $33 million and is leveraged at a ratio of 2.8-
to-1. In 1998-99, the program guaranteed 731 loans. Eight Financial De-
velopment Corporations (FDCs) around the state administer the program.
Program operations are funded by a $2 million annual appropriation from
the General Fund, fees paid by borrowers, and interest earned on the
reserve. Because these resources have not covered all operating expenses,
some ongoing costs are funded from the reserve fund as well.

The budget proposes $3 million from the General Fund to pay pro-
gram operating costs (including about $1.8 million in loan losses each
year) and end the current practice of using reserve funds to cover expen-
ditures, as described above. The Supplemental Report of the 1999-00 Budget
Act required the agency to submit a report on the program by January 1,
2000 to address the following:

• Alternative methods of allocating loan reserves to maximize per-
formance.

• Raising borrower fees to cover more of the program costs.

• Merging the program with another existing loan program.

• Alternatives to the current pay-for-performance component of
the contracts with the FDCs, which is based not on loan perfor-
mance but the number of loans made.

At the time this analysis was written, the agency had not submitted this
report to the Legislature. The Legislature required this report to address
concerns regarding the program’s structure—in particular, the pay-for-
performance provisions of the FDC contracts and the poor incentive cre-
ated by an annual General Fund appropriation to cover loan defaults,
both of which remove the cost of bad loan decisions from the FDCs. Be-
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cause the General Fund augmentation creates the wrong incentive and
because the statutory direction is that the program should not be depen-
dent for monies on the General Fund, we recommend the Legislature
delete the request.

Replacement of Underground Storage Tanks
We recommend that the Legislature approve for one year only (instead

of the two years requested) the $5 million proposal to provide grants to
businesses to replace underground gasoline storage tanks because (1) the
two-year grant effort cannot exceed an estimated $7.5 million and
(2) this preserves the legislative oversight specified in statute to
appropriate grant funds needed for the program.

Chapter 812, Statutes of 1999 (SB 989, Sher) established new environ-
mental standards for underground gasoline storage tanks and authorized
the agency to use existing funds for grants or loans to small businesses to
replace underground storage tanks. Chapter 812 specifies that grants are
subject to legislative appropriation and cannot exceed 33 percent of total
funds awarded (grants and loans) to comply with the new standards.
While tanks within 1,000 feet of public drinking water wells must be in
compliance by July 1, 2001, most businesses have until December 31, 2003
to comply. The agency estimates that $22.5 million will be needed over
the next two years to address tanks not in compliance. Based on the 33 per-
cent limit, only $7.5 million in grant funds would be available.

The agency, however, is requesting $5 million in grant funds in each
of the next two years—for a total of $10 million. This exceeds the $7.5 mil-
lion estimate of grants allowable by $2.5 million. We recommend that the
Legislature approve the $5 million proposal for one year only. This ac-
commodates the possibility that grant demand might be skewed toward
the first year of the program, while preserving the Legislature’s over-
sight role specified in Chapter 812 to appropriate grant funds needed for
2001-02.

Biomass-to-Energy Incentive Grant Program
We recommend that the Legislature delete the $10 million (General

Fund) proposal for a biomass-to-energy grant program because the
proposed program duplicates the Energy Commission’s Renewables
Program and has no defined criteria for awarding the funds. (Delete
$10 million from Item 2920-101-0001.)

The budget proposes a one-time $10 million (General Fund) appro-
priation for an incentive payment program to subsidize biomass facili-
ties that convert agricultural waste into electricity. Grants would be
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awarded to air quality management districts, based on criteria yet to be
established. The districts would make the incentive payments to the fa-
cilities, also based on criteria yet to be determined. The agency intends to
promote legislation to create a tax incentive in future years.

The Renewables Program in the Energy Commission already subsi-
dizes biomass facilities based on criteria developed to implement the pro-
gram. In view of this existing program, it is not clear what the benefits
would be to establish a similar program in the agency.
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CALIFORNIA ARTS COUNCIL
(8260)

The California Arts Council carries on a range of activities in order to
further the arts in California. The council’s enabling legislation directs it
to (1) encourage artistic awareness and expression, (2) assist local groups
in the development of arts programs, (3) promote the employment of art-
ists in both the public and private sectors, (4) provide for the exhibition of
artworks in public buildings, and (5) ensure the fullest expression of ar-
tistic potential. In carrying out this mandate, the Arts Council has fo-
cused its efforts on the development of competitive grant programs to
support artists and organizations in various disciplines. In addition, in
recent years the Legislature and Governor have also included funds in
the Arts Council’s budget for distribution to specific museums and other
cultural institutions.

The Governor’s budget proposes expenditures of $54 million, mostly
General Fund, for support of the council in 2000-01. This amount repre-
sents an increase of $2.2 million, or 4.4 percent, above estimated current-
year expenditures. This increase is somewhat misleading, however, be-
cause the 1999-00 budget included one-time grants to museums and cul-
tural institutions that mask the impact of a 2000-01 proposal to create a
$10.1 million Arts in Education Program. This proposal represents a 50 per-
cent increase to the council’s ongoing programs. The Governor’s budget
also includes a one-time $10 million augmentation for an Urban Public
Park at the Performing Arts Center of Los Angeles County.

New Arts in Education Program Poses Questions
The Governor’s budget proposes $10.1 million for the creation of an

Arts in Education Program which would augment existing grant programs
and establish a new Adopt-A-School Program. Whether the Legislature
wishes to approve the augmentation for the existing programs is a matter
of policy preferences and priorities for General Fund resources.
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We withhold recommendation on $1.5 million proposed for the new
“Adopt-A-School” Program, pending receipt and review of program
details and clarification from the council as to how funds will be spent.

As indicated earlier, the budget includes $10.1 million from the Gen-
eral Fund for an Arts in Education Program. This amount includes
$8.5 million to augment existing council programs and $1.5 million for a
new Adopt-A-School Program. In addition, the budget proposes $125,000
and two new positions for administration of the programs.

Augmentation for Existing Programs. The budget proposes to dis-
tribute $8.5 million to existing grant programs as follows: (1) $3.5 million
for Artists in Residence, (2) $2.5 million for Organizational Support,
(3) $1 million for Performing Arts Touring and Presenting, (4) $500,000
for California Challenge, and (5) $1 million for State-Local Partnership.
Using these programs, the new funds would be allocated to increase grants
to those artists and organizations that serve K-12 students. The proposal
would provide a substantial boost in funding for the council’s existing
grant programs, ranging from 25 percent in the Organizational Support
program to more than 80 percent in the Performing Arts Touring and Pre-
senting program.

Our review indicates that the augmentation is consistent with the
Arts Council’s overall mission to expand resources for the arts. We be-
lieve that the council’s existing grant allocation process, which distrib-
utes monies based on merit using a competitive process with peer review
panels, is appropriate and well-equipped to distribute additional grant
funds. In addition, we think that the existing process contains adequate
mechanisms to protect the state’s interests by ensuring a degree of state
oversight and accountability from the grantees.

Ultimately, however, we believe that whether the Legislature wishes
to approve an increase in funding of this magnitude is really a matter of
the Legislature’s policy preferences and its priorities for the use of new
General Fund resources.

New Adopt-A-School Program. The new Adopt-A-School Program
would receive $1.5 million and be established in 2000-01. According to
the council, the art, corporate, and nonprofit sectors will be encouraged
to “adopt” a school to work on arts education projects of mutual interest.
At the time this analysis was prepared, the Arts Council had yet to fully
develop this program and was unable to provide information on how the
$1.5 million will be allocated. For this reason, we withhold recommenda-
tion on the Adopt-A-School Program, pending receipt and review of a
detailed program and expenditure plan.
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Funding for Urban Public Park Not Justified
We recommend a General Fund reduction of $10 million for the Urban

Public Park at the Performing Arts Center of Los Angeles because funding
it as an arts project is not appropriate. If the Legislature wishes to support
projects such as this, it should establish a new grant program that would
allow this and other similar projects to compete for state funds. (Delete
Item 8260-103-0001)

The 1999-00 Budget Act provided a one-time appropriation of $5 mil-
lion for the Performing Arts Center of Los Angeles County to oversee the
construction of Phase I of the Urban Public Park. Phase I of the Urban
Public Park is the public gardens surrounding the Walt Disney Concert
Hall. The Governor’s budget requests an additional $10 million to be used
for Phase II, which will turn the existing concrete Music Center plaza into
an urban public park and festival site, providing a setting for outdoor
performances and festivals and space for retail businesses.

We have several concerns with this proposal. First, the Arts Council
was able to provide little information about the plans for this project. The
only information available about Phase II is that it includes garden spaces,
landscaping, artistic lighting and paving, water features, colorful ban-
ners, and outdoor seating.

 Second, based on the description provided, it appears that Phase II
is not really an art project consistent with the council’s existing programs,
which promote artistic services to the public, but rather an urban renewal
or park and recreation project. As such, funding from other sources, such
as funds for state or local parks projects, may be more appropriate.

For these reasons, we find that the proposal is not justified and rec-
ommend that it be deleted.

Even if it is determined that Phase II should be considered an arts project,
we note that earmarking funds for a particular project is inconsistent with the
Arts Council’s funding process which disperses awards on a competitive
grant basis. If the Legislature wishes to fund these types of projects, it should
create a new grant program within the Arts Council. This would allow the
council to establish guidelines and directions for applicants and a competi-
tive peer review process to determine how grant funds are expended, which
would provide more accountability. This process would require submission
of a comprehensive description of the Phase II plans, allow for a complete
analysis of the merits of such a project, and permit it to be considered along-
side other potentially meritorious projects that may be submitted by other
arts organizations throughout the state.
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DEPARTMENT OF
PERSONNEL ADMINISTRATION

(8380)

The Department of Personnel Administration (DPA) manages the
nonmerit aspects of the state’s personnel system. (The State Personnel
Board manages the merit aspects.) The Ralph C. Dills Act provides for
collective bargaining for most state employees. Under this act, DPA is
responsible for (1) reviewing existing terms and conditions of employ-
ment subject to negotiation, (2) developing management’s negotiating
positions, (3) representing management in collective bargaining negotia-
tions, and (4) administering negotiated memoranda of understanding
(MOUs). The DPA also is responsible for the compensation and terms
and conditions of employment of managers and other state employees
not represented in the collective bargaining process.

The budget proposes a realignment of the department to create a
Policy and Operations Division. No new funding or positions are re-
quested for this reorganization. The new division will absorb (1) the Clas-
sification and Compensation Division (38.9 positions) and (2) 16 posi-
tions from the Administration Division, including activities related to
policy development, development of a new state payroll and personnel
system, drug testing, and communications.

The budget proposes total expenditures of $47 million for support of
the department in 2000-01. The principal funding sources are:

• $24.9 million from the General Fund.

• $15.4 million from reimbursements from other state departments.

• $5.9 million from the Deferred Compensation Plan Fund.

The proposed expenditures for DPA support are $8.7 million, or
23 percent, more than estimated current-year expenditures. This change
includes (1) a $9.1 million General Fund increase to annualize the cur-
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rent-year cost of the new Rural Health Subsidy Program; (2) proposed
expenditure increases of $0.9 million for administration of the rural health
subsidy program, benefits administration analysis and workload, legal
review of DPA contracting, and salary and benefit costing; and (3) $0.4 mil-
lion for various employee and budget adjustments. These increases are
offset by reductions of (1) $1.7 million in one-time expenditures related
to the restructuring of Savings Plus deferred compensation program fees,
a performance audit of the state’s workers’ compensation contract, and
costs associated with the new MOUs.

Rural Health Subsidy Program
We withhold recommendation on (1) $18.3 million (General Fund)

proposed in the Governor’s budget for the 2000-01 cost of the Rural Health
Subsidy Program and (2) $463,000 (General Fund) requested to implement
the program, pending receipt of information from the Department of
Personnel Administration (DPA) on current-year and projected budget-
year eligibility, enrollment, and program costs. This information should
be submitted to the Legislature prior to hearings on DPA’s budget.

The DPA requests $18,763,000 from the General Fund for the rural
health subsidy program established by Chapter 743, Statutes of 1999
(SB 514, Chesbro). This amount includes $18.3 million for benefit pay-
ments and $463,000 to administer the program, including two five-year
limited-term positions and $315,000 for a contract with a third party to ad-
minister the program. Under the proposal, DPA staff would develop the
program policies and procedures, answer questions about the program
from other state departments and individuals, enroll employees and re-
tirees, handle appeals, and oversee the contract. The third-party admin-
istrator would verify claims eligibility, authorize reimbursements, keep
account records, send account information to enrollees, and provide cus-
tomer service staff for inquiries related to program administration.

Program Established by Statute and Collective Bargaining. Effective
January 1, 2000, Chapter 743 established a program to subsidize health
care costs for state employees and retirees who live in rural areas without
a health maintenance organization (HMO) option for health insurance
(see Figure 1, next page). These individuals live in areas (1) that are not in
the service territory of any HMOs approved by the Public Employees’
Retirement System (PERS) or (2) where the PERS-approved HMOs are
not accepting new enrollees. This program reimburses out-of-pocket
health care costs that would normally be covered by a PERS-approved
HMO, such as deductibles and coinsurance payments, as well as a por-
tion of health insurance premiums in specified circumstances. The an-
nual cost to cover the maximum reimbursable amounts (discussed be-
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low) for each eligible employee and retiree is to be paid by the General
Fund, with reimbursements from special funds for employees and retir-
ees whose salaries or pensions are paid from special funds.

Figure 1

Counties Without an HMO Option for 
State Employees and Retirees

Del Norte

Siskiyou Modoc

Lassen

Tehama

Monterey

Calaveras
Alpine

Tuolumne

Mono

Inyo

Chapter 743 provides for reimbursement up to an amount agreed
upon through collective bargaining for represented employees. The new
MOUs establish a two-tiered system of reimbursements. Under this sys-
tem, a separate account is to be established for each of the state’s 21 bar-
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gaining units. The amount deposited in each account would be $1,500
times the number of eligible employees represented under the account.
Under the first tier, an employee may receive annual reimbursements of
up to $1,500. An employee who receives this maximum but has further
claimable expenses can be reimbursed above the $1,500 under the second
tier if funds remain in his or her bargaining unit account at the end of the
year. (This would occur, for instance, if not all the eligible employees in
the bargaining unit received the $1,500 maximum reimbursement.) If the
total expenses claimed for this secondary reimbursement exceed avail-
able funds in the bargaining unit account, then the employee will receive
a proportionate payment. Any funds remaining in an account at the end
of the year will roll over to the next year and be available in addition to
the $1,500 per eligible employee deposited into the account for that next
year. The DPA established the same two-tiered system and a separate
account for nonrepresented employees.

Separate accounts for Medicare and non-Medicare retirees will be
funded in the same manner as the employee accounts—the maximum
reimbursement (discussed below) times the number of eligible retirees.
However, retirees do not have the secondary reimbursement option, even
though funds remaining at the end of the year roll over, as with the em-
ployee accounts. Retirees not enrolled in Medicare may be reimbursed
for deductibles only, up to $250 per year for an individual or up to $500
per year for two- or three-party enrollment. Retirees who are enrolled in
Medicare Part B will automatically be reimbursed for the cost of their
Part B premium, which is $45.50 per month or $546 per year.

Number of Eligible Individuals Unclear. Based on information pro-
vided by PERS regarding the number of retirees living in zip codes with-
out a PERS-approved HMO and the State Controller regarding the num-
ber of state employees living in these zip codes, the Department of Fi-
nance (DOF) estimates the program benefits will cost $9.1 million in the
current-year and $18.3 million in 2000-01. However, DPA has informed
us that the department is still working with PERS to firmly establish the
number of eligible retirees. Thus, when this Analysis was written, it was
unclear how many people are eligible for this program. The number of
eligible individuals affects not only the direct program costs but also the
administrative costs because the proposed contract with the third-party
administrator is based on a per person fee.

As a result, we withhold recommendation on the entire request, pend-
ing receipt of information from DPA on current-year and projected budget-
year eligibility, enrollment, and program costs. This information should be
submitted to the Legislature prior to hearings on DPA’s budget.
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Current-Year Costs. In addition, DOF has indicated that trailer bill
legislation will be required to appropriate an estimated $9.1 million (Gen-
eral Fund) for the current-year cost of the program. The concerns out-
lined above for the amount requested for 2000-01 apply to this proposed
amount as well. As a result, the Legislature should have the same data
(discussed above) for the current year when considering this legislation.

Statute Requires Requested Positions to Be Permanent. In addition, the
two positions requested are proposed as five-year limited-term to extend
through the program’s January 1, 2005 sunset date. Government Code Sec-
tion 19080.4 specifies that limited-term positions cannot exceed two years.
Therefore, if the Legislature approves positions with this funding request,
the positions should be permanent to comply with existing law.
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DEPARTMENT OF FINANCE
(8860)

The Department of Finance (DOF) advises the Governor on the fiscal
condition of the state; assists in developing the Governor’s budget and
legislative programs; evaluates the operation of the state’s programs; and
provides economic, financial, and demographic information. In addition,
the department oversees the operation of the state’s accounting and fis-
cal reporting systems.

The Governor’s budget proposes expenditures of $36.4 million to
support the activities of DOF in 2000-01. This is an increase of $1.5 mil-
lion, or 4.4 percent, above estimated current-year expenditures. The prin-
cipal reason for the increase is the department’s plan to establish 23 new
positions, many of which would be established in the middle of the bud-
get year, to accommodate additional workload.

Department Should Advise Legislature on
Magnitude of Underfunding Problem

In recent years, the state has required departments to absorb price
and cost increases and unallocated reductions. Among the consequences
of this policy is a large number of positions deliberately held vacant by
departments in order to generate savings to cover the additional costs.
We recommend that the Department of Finance report at the time of the
May Revision on the magnitude of this underfunding and strategies it
would propose to address the situation.

Different Treatment of State Departments for No Apparent Reason.
Our review of the Governor’s proposed spending plan for 2000-01 found
that the budgets of five departments—the Departments of Fair Employ-
ment and Housing, Industrial Relations, and Justice; the State Library;
and the State Treasurer’s Office—include augmentations to offset higher
rental costs set by the Department of General Services for state-owned
buildings. In our analyses of these five departments, we recommend that
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the funding requests be denied because we can find no analytical basis
for granting an augmentation to these departments when other depart-
ments did not receive similar increases.

Requiring Departments to Absorb Cost Increases. In our view, the
funding for rent increases is indicative of a larger problem with the state
budget. That is, for a number of years, departments have not been pro-
vided with funds to cover price and cost increases.

For many years and through several administrations, departments
have been forced to absorb a number of increases without augmentations
to their budgets. These include: (1) costs for operating expenses and equip-
ment that are higher because of the effects of inflation; (2) merit salary
adjustments that all departments provide to eligible employees each year;
and (3) “unallocated reductions” in which departmental budgets are re-
duced, but no accompanying changes are made to modify or reduce
workload or program responsibilities. Many of these actions were taken
to help the state address budget shortfalls.

Initially, absorbing these additional costs was not a problem for many
departments because they were able to make their operations more effi-
cient and redirect the savings. Over time, however, departments have
had difficulty absorbing the costs and have resorted to other measures,
such as simply not carrying out all of the responsibilities given to them in
statute.

Many Positions Held Vacant. In addition, some departments have
historically had to deliberately hold positions vacant to generate “salary
savings” to cover costs that they have had to absorb. As of December 31,
1999, about 15 percent of all state positions were vacant. In some depart-
ments, the figure was much higher (for example, the Department of Men-
tal Health had a 23 percent vacancy rate). Although the current strength
of the state’s economy and the tight job market is undoubtedly resulting
in some positions going unfilled, it is also likely that substantial numbers
of positions are not being filled in order to balance departmental bud-
gets.

A high staff vacancy rate in a department may mean that it is not able
to carry-out its program responsibilities because of lack of staff. This is a
problem for the Legislature as it reviews individual budgets. It is also a
problem given that the Governor’s budget requests almost 6,000 addi-
tional positions for 2000-01, some of which would be for departments
that currently have many positions unfilled.

Fiscal Situation Gives State Opportunity to Reassess Approach.
Given the state’s positive fiscal condition for the current and budget years,
this is an opportune time to (1) assess the consequences of the policies of
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requiring departments to absorb price and cost increases and (2) reevalu-
ate the high vacancy rates in many state departments.

We believe that such an assessment should be done across-the-board.
Depending on the findings, the Governor and Legislature could decide
which departments, if any, should receive additional funding, based on
their priorities and the severity of the underfunding.

Given DOF’s fiscal oversight role for the administration, it is in the
best position to undertake such an assessment. For this reason, we rec-
ommend that the department report to the Legislature during budget
hearings on the magnitude of the underfunding and strategies it would
proposed to address the situation.
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MILITARY DEPARTMENT
(8940)

The Military Department is responsible for the command and man-
agement of the California Army and Air National Guard and four other
related programs. To support the operations of a force of 23,000, the de-
partment maintains a headquarters complex in Sacramento, 127 armor-
ies, 33 equipment maintenance facilities, and 10 air bases throughout the
state.

The missions of the National Guard are to provide combat-ready forces
to the federal government at the direction of the President, to contribute
emergency public safety support at the direction of the Governor, and to
otherwise assist the community as directed.

The 2000-01 Governor’s Budget proposes expenditures of $526 million
by the department. Of that sum, $485 million would come from the fed-
eral government, although only $34.9 million in federal funds would be
appropriated through the budget bill. The budget bill would also autho-
rize the expenditure of $39.6 million from the state General Fund for the
department, an increase of $14.5 million, or 58 percent, in the budget year.
The balance of the request ($2.3 million) is from reimbursements and a
special fund.

Juvenile Boot Camp Program Not Justified
We recommend the Legislature deny the request for $9.2 million from

the General Fund to support Turning Point Academy, a juvenile boot camp,
because (1) juvenile boot camps have been found to be ineffective, (2) the
proposal is costly on a per-student basis and not well defined, and
(3) the department lacks experience in working with a serious juvenile
offender population. (Reduce Item 8940-001-0001 by $9.2 million.)

The budget proposes $9.2 million from the General Fund to establish
“Turning Point Academy,” a year-long residential military boot camp for
serious juvenile offenders. These offenders would be students, age 15 to
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17, who have been expelled from school for “zero tolerance” offenses—
weapons possession, selling a controlled substance, or sexual assault and
battery. According to the administration, the purpose of the program is to
provide an alternative sanction to committing these offenders to the Cali-
fornia Youth Authority (CYA).

According to the proposal, the program would begin with 20 stu-
dents and increase by 20 students every two weeks. By January 2001, the
program would be operating at full capacity, employing 103 military and
28 civilian educational staff to provide services to 160 students. Program
activities would include educational services at Cuesta College (San Luis
Obispo County), intense physical training, and substance abuse avoid-
ance.

We have a number of concerns with this proposal.

Research Finds Juvenile Boot Camps Not Effective for Reducing Delin-
quency. Juvenile boot camp programs have repeatedly been found to be
ineffective at reducing delinquency in numerous rigorous evaluations.
Following program completion, boot camp participants have often been
rearrested at a higher rate than participants in comparison treatment pro-
grams. A report released by the U.S. Department of Justice indicated that
boot camps may fail to produce better outcomes than alternative treat-
ment programs because boot camps place an emphasis on intense physi-
cal training, which may not address offender rehabilitation needs.

High Cost Per Student. The cost to treat each student in the academy,
in the budget year, is about $58,000. In contrast, the annual cost to treat a
similar offender in the CYA is about $36,000, and the annual cost to treat
the most violent and emotionally disturbed CYA ward is about $45,000.
The academy’s higher cost per student might be justified if more services
were provided than an offender might receive in an intensive or special-
ized program like those operated by CYA. However, the proposal indi-
cates that offenders in the academy will not have access to specialized
mental health, group counseling, drug treatment, or aftercare services
that are available to CYA wards.

No Experience in Treating Juvenile Offenders. Although the Military
Department currently operates several youth programs, these programs
often require that participating youth be drug free, not on probation or
parole for offenses other than juvenile status offenses, and not convicted
of any felonies. For example, the department’s Challenge Youth Program
targets high school dropouts with no criminal history. Thus, the depart-
ment is unlikely to have staff experienced with developing a program
that can effectively meet the treatment needs of the target population of
serious juvenile offenders.
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Proposal Lacks Important Detail. The proposal indicates that trailer
bill legislation will be proposed to address various issues. One of the more
important issues concerns creation of a legal process by which juveniles
will enter, proceed through, and exit the program.

Information about key program components is necessary for evalu-
ating the proposal, but such details are currently unavailable. Further-
more, the proposal fails to address several issues that are important in
the design of any juvenile offender rehabilitation program, including:

• A curriculum plan for training staff to interact with a juvenile
offender population.

• A process for determining individual treatment needs, in addi-
tion to an educational plan.

• Providing aftercare to ensure that students do not reoffend upon
program completion.

• Development of a rigorous plan for evaluating program outcomes.

Alternative Already Exists. It is not clear why this new program is
necessary. The proposal contains no evidence that existing alternatives to
deal with zero-tolerance offenders, such as alternative schools, are fail-
ing.

Analyst’s Recommendation. For these reasons, we recommend the
Legislature deny this proposal, for a General Fund savings of $9.2 mil-
lion.

Funding for Oakland Military Institute (OMI) Not Justified
We recommend the Legislature reject the request for $1.3 million from

the General Fund to establish the Oakland Military Institute because
the program will be eligible for sufficient charter school funds through
the State Department of Education. (Reduce Item 8940-001-0001 by
$1.3 million.)

The budget proposes $1.3 million from the General Fund to establish
the OMI. The majority of the cost would support 11 administrative and
6 instructor/mentor positions, with the remainder for operating expenses.

 The OMI Proposal. The OMI is proposed as a joint effort of the Mili-
tary Department, the City of Oakland, and the Oakland Unified School
District to establish a military charter school for Oakland students in
grades 7 to 12. Funds to support charter schools (both Proposition 98 and
federal monies) are available from the State Department of Education
(SDE). The funds requested in this budget proposal would be in addition
to any charter school funds allocated by the SDE.
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According to the administration, the program objective is to promote
the academic achievement of disadvantaged students through the use of
a strictly structured and disciplined environment. In addition to the stan-
dard state curriculum, students would receive instruction in military sub-
jects, such as military customs, physical training, drill, and map reading.
The OMI would start with a cadet class of 162 students and expand by
one class per year for six years, until it serves 972 cadets in grades 7 through
12. The program expects to graduate at least 100 cadets annually.

Military personnel would be responsible for administration of the
OMI, including activities such as budgeting, program management, policy
development, and coordinating campus security. In addition to these du-
ties, military staff would escort students to and from the school, provide
instruction in military subjects, and serve as classroom mentors. The Oak-
land Unified School District would provide instructional staffing, books,
and educational supplies; and the City of Oakland would provide facili-
ties, furniture, and computers.

We have the following concerns with the proposal.

Existing Fund Sources Should Support Charter School Costs. The OMI
is eligible for up to $300,000 in federally-funded charter school planning
and implementation grants from the SDE. These funds have generally
been used for charter school startup costs such as procuring facilities,
equipment, and administrative staff. In addition, SDE would provide a
standard annual allocation of about $6,000 per student (Proposition 98)
to pay for costs such as ongoing administration, teacher salaries, educa-
tional supplies, and general operating expenses.

Funds provided through the SDE, both charter school grants and per
student allocations, should be sufficient to pay for the standard costs for
OMI facilities, administration, teachers, books, and supplies. Thus, it is
not clear whether the city or school district would expend any of its own
funds to support OMI.

No Clear Rationale for Additional Subsidy to OMI. The OMI plans
to provide a specialized military curriculum. Thus, the proposal requests
additional staff to provide military instruction, mentoring, and support
related to security and school safety. Funds provided by SDE may be in-
sufficient to pay for these costs.

We note that currently there are 220 charter schools in California and
more schools are being established each year, most of which offer a spe-
cialized curriculum which differs from that of traditional public schools.
The administration has not advanced any rationale for why this one pro-
posed charter school—OMI—should receive an additional General Fund
subsidy not provided to any other charter school in the state.
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Effectiveness of Military-Style Schools Unsupported. There is no
supporting evidence that military-style programs reduce dropout rates
among disadvantaged students or facilitate their college enrollment. In
addition, the Military Department has no experience in operating a mili-
tary academy, thus making the academy’s effectiveness less likely. Finally,
OMI does not have a well-defined evaluation plan and no funds have
been allocated in the budget for evaluation.

The OMI Will Have Increasing Long-Term Costs. Since the program
plans to increase the number of cadets each year, the annual cost when
the program is fully operational would be higher than the request cur-
rently before the Legislature, due to the increase in supervising military
staff. At the time this analysis was prepared, the department was unable
to provide a projection of program costs over the six-year phase-in pe-
riod. Although the budget proposal is not for multiyear funding, the Mili-
tary Department is likely to request additional General Fund support to
implement the proposed six-year plan. Based on the first-year request,
we estimate that the cost will increase by at least $250,000 annually.

Analyst’s Recommendation. We recommend the Legislature deny the
request for $1.3 million from the General Fund because funding to sup-
port basic charter school functions is already available from SDE. In ad-
dition, the unproven effectiveness of military educational programs does
not justify the additional state subsidy to support the OMI. We note that
this recommendation to deny funding to the Military Department for OMI
does not preclude the Oakland Unified School District and the City of
Oakland from using existing charter school fund sources and other sources
(including local funds and private donations) to establish and operate an
alternative charter school. Under this approach, for example, the school
district could reimburse the Military Department for desired services.

Additional Support for California Cadet Corps Not Justified
We recommend the Legislature delete $1.5 million proposed for

enhancements of the California Cadet Corps because the proposed
augmentation to this existing elective activity has not been justified.
(Reduce Item 8940-001-0001 by $1.5 million.)

Background. The California Cadet Corps is an educational program
administered by the Military Department that currently serves 6,500 stu-
dents in 61 public schools. The objective of the program is to reduce drop-
out rates and juvenile delinquency by increasing student discipline
through military activities. The program is an elective activity which is
not part of the state-mandated educational curriculum, but students may
receive academic credit for military instruction in lieu of physical educa-
tion. Program activities include instruction in military subjects such as
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leadership, first aid, drill, and military customs. Instruction at each school
is provided by a credentialed teacher, who is appointed as Commandant
of Cadets by the Adjutant General and is an employee of the school dis-
trict.

In addition to the school-based program, selected students attend a
ten-day training seminar that includes instruction in military subjects,
physical fitness, record keeping, and outdoor living. Program expenses
(such as educational materials) are paid for through the local school dis-
tricts with the amount of funds provided based on average daily atten-
dance allocations from the SDE. Currently, the program does not receive
any funding through the Military Department.

Budget Proposal. The budget proposes $1.5 million from the General
Fund for enhancements for the California Cadet Corps. Most of these
funds would cover the costs uniforms for the 6,500 cadets and 6 military
administrative positions, with the remainder for drill competition, camp,
and training seminar expenses.

We have the following concerns with this proposal.

Schools Already Receive Funds for Elective Curriculum. Extracurricu-
lar activity expenses are generally the responsibility of the local school
district. Each district allocates funds from its own budget to support ex-
penses associated with such extracurricular activities such as sports teams,
clubs, and the California Cadet Corps. Local Cadet Corps programs al-
ready receive funding from the SDE for military instruction. The major-
ity of the proposed funds would be for uniforms and for activities which
are not part of the school-based program. If these expenses are of a high
enough priority, the local school districts could allocate funds to them.

No Evidence That Military-Style Programs Are Effective. Although
this program has been in operation since 1911, no formal evaluation of
the program’s effectiveness in reducing juvenile delinquency or improv-
ing academic performance has been conducted.

Analyst’s Recommendation. For the reasons stated above, we recom-
mend that the Legislature reject the budget request for $1.5 million to
enhance the California Cadet Corps program operations.

State Should Seek Federal Funding for Military Funeral Honors
We recommend the Legislature approve a one-time allocation of

$1.3 million from the General Fund to implement the federal mandate for
military funeral honors and direct the administration to seek federal
funding for future years.
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Background. The U.S. Department of Defense Authorization Act of
1999 states that a veteran is entitled to a military funeral and such a fu-
neral must be performed upon request by the National Guard. Military
funeral services have traditionally been provided by volunteers from all
military services, but the military base closures which occurred during
the past few years have reduced the personnel available to perform these
services. In California, about 6,000 requests for military funeral honors
are made annually. Due to the demographics of the veteran population,
the number of funeral requests is expected to increase annually in the
near future.

With current resources, the Military Department and Veteran Service
Organizations have been able to meet about 4 percent of the demand for
military funeral services. The Military Department expects to receive a
share of federal funds appropriated for this purpose, but the amount will
not exceed $80,000 annually.

Budget Request. In order to meet the demand for military funerals,
the Governor’s budget requests $1.3 million to establish 27 temporary
help positions which would serve as a State Honor Guard and provide
military honors at veteran funerals. Regional teams would be located in
areas with dense veteran populations and daily funeral requirements.
The funds would provide base pay and travel reimbursements to Guard
members.

A Federal Responsibility. The provision of military funeral honors is
a federal responsibility and should be paid for with federal funds. How-
ever, since the federal government did not allocate sufficient funds for
this purpose, we recommend that the Legislature approve this budget
request to fund military funeral honors for one year.

In addition, we recommend the adoption of supplemental report lan-
guage instructing the Military Department, in partnership with the ad-
ministration and the National Guard Bureau, to explore alternative fed-
eral funds to implement the military funeral mandate. The following lan-
guage is consistent with this recommendation:

The Military Department, in consultation with the administration, the
National Guard Bureau, and its counterparts in other states, shall seek
to obtain federal funds to implement requirements of federal law that
entitle veterans to military funerals. The department shall report to the
Legislature on December 1, 2000, on its progress in obtaining permanent
federal funds.
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DEPARTMENT OF VETERANS AFFAIRS AND
VETERANS’ HOMES OF CALIFORNIA

(8955-8966)

The Department of Veterans Affairs (DVA) provides services to Cali-
fornia veterans and their dependents, and to eligible members of the Cali-
fornia National Guard. The principal activities of the DVA include:
(1) providing home and farm loans to qualifying veterans using the pro-
ceeds from the sale of general obligation and revenue bonds; (2) assisting
eligible veterans and their dependents to obtain federal and state ben-
efits by providing claims representation, subventions to county veterans
service offices, and direct educational assistance to qualifying dependents;
and (3) operating veterans’ homes in Yountville, Barstow, and beginning
this year, Chula Vista, with several levels of medical care, rehabilitation
services, and residential services.

The budget proposes total expenditures of $341 million for DVA in
2000-01. This is $7.9 million, or 2.4 percent, more than the estimated cur-
rent-year expenditures. Total expenditures from the General Fund dur-
ing the budget year would be $65 million, which is $7.8 million, or 14 per-
cent, more than the estimated current-year level.

This increase in the budget reflects the final staffing and funding for
the activation of the new veterans’ home in Chula Vista, along with sig-
nificant new staffing and funding to address quality of care issues at
Yountville and Barstow. Other DVA spending remains largely unchanged.

Veteran Health Care and New Veterans’
Homes Pose Challenges for DVA

The changing health care needs of the state’s veteran population and the
expansion of the state’s role as an operator of nursing homes for veterans
have created significant challenges for the Department of Veteran Affairs.
Because of deficiencies in the operations of the two existing homes, the budget
proposes a significant increase in staffing for the homes in the budget year.
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Aging Veteran Population. The DVA has provided home and farm
loans, education and information services, and domicile and health care
for several generations of California veterans. However, the changing
demographics of California’s veterans and their needs is presenting new
challenges for the department. These changes are being driven predomi-
nantly by two groups of veterans: a World War II generation well ad-
vanced in years and a maturing Vietnam War generation approaching
their early retirement years.

 California’s World War II veterans began moving into the Yountville
Veterans Home in significant numbers in the late 1980s. Over the years,
however, this population continues to move from independent residen-
tial living and domiciliary care within the home, where staffing require-
ments are low, into residential care facilities for the elderly and skilled
nursing facilities, where the staffing requirements are higher. The
Yountville and Barstow homes have had to make adjustments to their
levels of care in order to accommodate more residents in the more staff-
intensive levels.

Vietnam veterans, many with medical needs, have already begun to
arrive at the veterans’ homes, and although they share many of the basic
characteristics of previous generations, these vets bring with them a
unique set of health and social problems. Meeting these needs places sub-
stantial demands on DVA resources.

Increasing Role in Veteran Nursing Home Care. In recent years, DVA’s
mission has increasingly focused on nursing home operations. Currently,
more than 84 percent of the department’s total staff is dedicated to nurs-
ing home care. In addition, staffing for the homes has increased 93 per-
cent since 1993-94 while staffing for other DVA programs and adminis-
tration has declined by 12 percent.

In addition to the Yountville home, which can accommodate 1,125
residents in five levels of care, the Legislature has authorized four sepa-
rate 400-bed facilities in Southern California. The first of these facilities
was opened in Barstow in San Bernardino County in February 1996. A
second southern California home in Chula Vista is now in the final stages
of staffing and is scheduled to open by April 1, 2000. Chapter 91, Statutes
of 1997 (SB 584, O’Connell) provides that additional veterans’ homes are
to be established in the future in Lancaster (Los Angeles County) and in
Saticoy (Ventura County).

Serious Problems Cited at Homes. Both the Yountville and Barstow
homes have had a number of difficulties in recent years, in part because
of management problems and difficulties in hiring health care workers.
A 1997 review of the Yountville home by the Bureau of State Audits pointed
out serious deficiencies with overall staff utilization and the mix of beds
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for each level of care. In addition, reviews of the homes in recent years by
the Department of Health Services (DHS) and follow-up actions by the
U.S. Health Care Financing Administration have pointed out problems
with the quality of care for patients, in part because of inadequate and
poorly trained staff.

Although the Legislature has provided virtually all the resources re-
quested by DVA in recent years to address issues raised in these reviews
(and, in some years, even more than the department requested), prob-
lems of quality care and staffing remain unresolved.

Budget Proposes Substantial Increase in Positions. The proposed
budget includes an augmentation for 129 new positions to address prob-
lems regarding quality of care and to implement new programs to recruit
and retain staff. The requests fall into five broad areas:

• Patient Care. The budget includes 21 new positions to address
health care issues raised by DHS and to insure continuous qual-
ity care for veterans. These positions generally include direct
health care providers, such as nurses and physicians.

• Training and Quality Assurance. The budget requests nine new
positions at the Barstow home to provide additional staff train-
ing and ensure that staff competency levels remain current.

• Information Technology, Insurance, and Reimbursements. The
budget requests 16.5 positions to gather, input, and monitor in-
formation used by the Veterans Home Information System (VHIS)
to update patient files and secure payments and reimbursements
from the federal government and private insurance companies
for services provided to residents of the homes. Some of these
positions are meant to relieve health care personnel of these in-
formation-oriented tasks and allow medical workers to return to
their primary responsibility of patient care.

• Facilities and Maintenance. The budget requests 49 positions to
maintain the Yountville and Barstow homes. The request would
terminate contracts with the private sector to provide these ser-
vices and instead bring this work in-house.

• Elimination of Salary Savings. The budget requests 27.8 posi-
tions to provide full-staff coverage and essentially eliminate sal-
ary savings requirements for critical health care positions at the
Yountville and Barstow homes. We discuss this proposal below.

• Other. The budget also includes an additional chaplain position
and five positions to consolidate contract functions into a single
unit.
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Figure 1 shows the requested positions by type and location.

Figure 1

Department of Veterans Affairs
New Positions Requested

2000-01

Yountville Barstow
Chula
Vista

Head-
quarters Totals

Patient care 5.5 12.5 3.0 — 21.0
Training and quality

assurance — 7.0 — 2.0 9.0
Information technology,

insurance, and
reimbursements 8.5 2.0 3.0 3.0 16.5

Facilities and
maintenance 29.0 20.0 — — 49.0

Elimination of salary
savings 21.6 6.2 — — 27.8

Other — 1.0 — 5.0 6.0

Totals 64.6 48.7 6.0 10.0 129.3

Our review found that several adjustments need to be made to the
Governor’s proposed augmentation, which we discuss below.

Additional Reimbursements Should Offset General Fund Costs
We recommend that the Department of Veterans Affairs submit a

revised proposal at the time of the May Revision that fully accounts for
additional federal funds and insurance reimbursements resulting from
the homes’ new information system and that the state’s General Fund
costs of operating the homes be adjusted accordingly.

The VHIS computer projects were designed to assist the homes in
claiming federal funds and insurance reimbursements to offset the state’s
costs of operating the homes. The Feasibility Study Report justifying the
projects estimated that they would generate $1.5 million in increased home
revenues from federal funds and reimbursements in the first year of imple-
mentation (originally to be 1995-96, but actually 1999-00 due to delays)
and $6.9 million in the second year (2000-01).

Our review indicates that this level of federal funds and reimburse-
ments has not fully materialized. As a result, the General Fund will bear
a larger share of the operating costs of the homes than it should. The DVA
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advises that it is currently implementing program modules that will al-
low the department to recover previously unrealized federal funds and
reimbursements.

For this reason, we recommend that the department submit a revised
proposal at the time of the May Revision that fully accounts for the addi-
tional federal funds and reimbursements resulting from implementation
of the VHIS system. At a minimum, we believe that the budget request
for $372,000 for additional staff to enhance the operation of the system
should be offset by federal funds and reimbursements rather than paid
for entirely from the General Fund.

Proposal to Eliminate Salary Savings Not Justified
We recommend that the budget’s proposal to assume no salary savings

for the home be rejected because it does not recognize the reality of staff
turnover, for a General Fund reduction of $1.4 million. (Reduce Items 8960-
011-0001 by $1.1 million and 8965-001-0001 by $319,000.)

Background. Each year, departments incur “salary savings.” These
savings result from two factors. First, departments experience vacancies
in authorized positions because of delays in hiring staff for new posi-
tions, as well as filling existing positions, vacant due to staff turnover.
Second, new staff are generally hired at salaries that are lower than the
amounts budgeted for departing employees.

Generally, most departments experience a salary savings that is
equivalent to about 5 percent of their personal services budget. In some
cases, however, departments may deliberately hold positions vacant and
generate a larger amount of salary savings in order to spend the money
for some other purpose, such as to pay for merit salary adjustments or
price increases which were not funded.

Budget Proposal. The budget proposes $1.4 million from the General
Fund and 27.8 positions aimed at fully staffing all critical health care po-
sitions at the Yountville and Barstow homes. This proposal would essen-
tially fund the positions at 105 percent of their costs and, thus, assumes
no salary savings.

This budget proposal anchors its justification around “position va-
cancies” and salary savings but provides no justification based upon
workload. We find no evidence that the department would be required to
keep positions vacant in order to meet salary savings requirements. In
our view, salary savings occur naturally because it is virtually impossible
to keep all positions filled all of the time and, inevitably, new employees
will fill positions at lower salaries than departing employees. Funding
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the positions at 105 percent of their costs does not recognize this and is an
inappropriate way to develop a budget.

We would note that the budget proposes $4.5 million to reduce posi-
tion vacancies by offering substantial salary inducements, student loan
repayment assistance, and assistance in home purchases. These actions
will help reduce the number of vacancies at the homes.

For these reasons, we recommend that the Legislature deny the pro-
posal, for a General Fund savings of $1.4 million ($1.1 million at Yountville
and $319,000 at Barstow).

Budget Assumes Unrealistic Hiring Schedule
We recommend that funding proposed for new positions be reduced

by $965,000 to reflect a more realistic hiring schedule. (Reduce Item 8960-
011-0001 by $473,000, Item 8965-001-0001 by $408,000, and Item 8966-
001-0001 by $84,000.)

The budget provides full-year funding for all of the new positions,
which essentially means that the department assumes that all of the posi-
tions will come on board on July 1, 2000. Even with the recruitment pro-
posals included in the budget, we think that this assumption is unrealis-
tic given the substantial amount of time it takes to recruit and hire new
staff, especially health care professionals.

We think that the amount requested should be adjusted to assume
that the positions will be phased in over a slightly longer period. A more
realistic assumption, in our view, would be that positions will be filled by
September 2000. This would not mean that the department could not fill
the positions until September, but rather that they will be filled, on aver-
age, by September, with some positions being filled as early as July and
some as late as December.

Thus, in order to account for this more realistic hiring schedule, we
recommend a total reduction of $965,000 ($473,000 for Yountville, $408,000
for Barstow, and $84,000 for Chula Vista).

Uncertainty About Chapel and Cemetery Renovations at Yountville
We withhold recommendation on $2.4 million proposed for

renovations to the chapel and cemetery at the Yountville home, pending
receipt and review of information about the scope, costs, and timetable
for the project.

The budget proposes $2.4 million for renovations and repairs to the
chapel and cemetery at the Yountville home. Although we do not ques-
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tion the need for the renovations, our review of this proposal found that
it lacks adequate information on the scope, costs, and timetable for the
project. For this reason, we withhold recommendation, pending receipt
of this additional information.

The Cal-Vet Home Loan Program Overhead Costs Continue to Climb
We recommend that the Department of Veterans Affairs report during

budget hearings on (1) the reasons for the continuing increase in the
overhead costs of the Cal-Vet Loan program and (2) steps it is taking to
reduce those costs.

In our January 1998 report, Rethinking the Cal-Vet Loan Program, we
reviewed the status of the Cal-Vet program and outlined a proposal to
phase out additional Cal-Vet lending activity and to direct surplus Cal-
Vet funds to programs that will benefit both aging war veterans and state
taxpayers. We noted that far fewer veterans than in the past need home
loans, but that these veterans have a growing need for medical care, nurs-
ing home care, Alzheimer’s treatment, and other types of state assistance.
We concluded that it was time to rethink the state’s approach to veterans’
assistance given the changes which have occurred in recent times.

Our review indicates that no significant changes have occurred since
we first advised the Legislature of the condition of the program. The total
number of loans in the Cal-Vet home loan portfolio declined by 2,647
loans (a reduction of 7.4 percent) in 1998-99, continuing a trend of the
past two decades. Near the end of 1999, this decline, at least momen-
tarily, seems to have flattened out. It is too soon, however, to conclude
that the number of loans in the Cal-Vet portfolio has stopped shrinking.

Loan Overhead Costs Continue to Climb. Equally as troubling as the
decline in the Cal-Vet loan portfolio is the continued escalating overhead
costs to service these loans. Total program administration expenses in-
creased from $25.6 million for 1998-99 to $28.2 million in 1999-00, result-
ing in the overhead cost per loan increasing to $814. Figure 2 (see next
page) shows the trend in the overhead costs over the past ten years.

We are particularly concerned about this trend because discussions
at a meeting of the California Veterans Board in November 1999 appear
to indicate that DVA is considering adding a substantial number of addi-
tional staff to the Cal-Vet program, which would likely drive overhead
costs even higher.

Although funding for the Cal-Vet program is not appropriated in the
annual budget bill, we nevertheless believe that it is important for the
Legislature to provide oversight of the program and to obtain an expla-
nation from DVA on (1) the reasons for the continuing increase in the
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program’s overhead costs and (2) steps it is taking to reduce those costs.
We recommend that the department report to the Legislature during bud-
get hearings on these issues.

We note that the Bureau of State Audits is conducting an audit of the
Cal-Vet program, which it anticipates completing by the spring.

Figure 2

Cal-Vet Overhead Costs Continue to Climb

Overhead Cost per Contract
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PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(1900)

The Public Employees’ Retirement System (PERS) administers the
retirement benefit program for state employees (excluding the Univer-
sity of California) and the health benefits program for employees and
annuitants. The current value of the Public Employees’ Retirement Fund
is about $160 billion. As a result of Proposition 162, which was approved
by voters in November 1992, PERS has authority to spend funds to ad-
minister the retirement program for state employees without appropria-
tion by the Legislature. However, because the health benefits program is
separate from the retirement program, the Legislature does approve the
budget for the health program. The entire PERS budget, however, is in-
cluded in the budget bill as an informational item, with budget bill lan-
guage that requires PERS to report specified budget information to the
Legislature.

The Governor’s budget shows 2000-01 expenditures for PERS of
$272 million, an increase of $1.8 million, or less than 1 percent, over esti-
mated current-year expenditures. However, the PERS Board will approve
the 2000-01 PERS budget in the spring. Thus, the budget amount reflects
a continuation of existing activities and does not include any new spend-
ing proposals for 2000-01.

Large Growth in Expenditures Since Passage of Proposition 162
As noted above, the passage of Proposition 162 in November 1992

gave PERS authority to spend funds for administration of the retirement
program for state employees without legislative appropriation. Figure 1
(see next page) shows expenditures and staffing levels from three years
prior to Proposition 162 through 2000-01. In 1992-93, the year voters ap-
proved Proposition 162, investment operations expenditures—mostly
external investment advisors—jumped from $6 million in 1991-92 to
$45 million. The next year, investment expenditures nearly doubled again
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to $86 million. In the current year, investment spending is projected to be
$85 million.

Similarly, spending for non-investment-related operations has in-
creased from $50 million in 1991-92 to $186 million in the current year, an
increase of 272 percent. Staffing has followed a similar course, rising from
802 personnel-years (PYs) in 1991-92 to 1,481 PYs in the current year, an
85 percent increase. In comparison, the State Teachers’ Retirement Sys-
tem (STRS) employment grew by 29 percent and all other state employ-
ment, including higher education, increased by 16 percent in the same
time frame.

Figure 1

Public Employees' Retirement System (PERS)
Administrative Expenditures

(Dollars in Millions)

Year Operations Investments Total
Personnel-

Years

1989-90 $41.0 $5.0 $46.0 738.7
1990-91 51.7 1.2 52.9 783.5
1991-92 49.9 6.0 55.9 802.1
1992-93a 55.3 45.4 100.7 810.2
1993-94 64.3 85.8 150.1 870.3
1994-95 79.2 74.2 153.4 930.7
1995-96 90.5 75.3 165.8 943.6
1996-97 102.0 68.5 170.5 982.9
1997-98 136.0 67.9 203.9 1,100.8
1998-99 152.0 74.4 226.4 1,178.6
1999-00 estimated 185.5 84.8 270.3 1,480.9
2000-01 proposedb 187.0 85.1 272.1 1,472.9
a

Voters approved Proposition 162, which granted PERS authority to spend funds without appropriations
by the Legislature, in November 1992.

b
Does not include any new spending proposals.

Information Technology Oversight
We recommend that the Public Employees’ Retirement System explain

to the Legislature during budget hearings (1) how it exercises oversight
and control of its information technology projects and (2) why it does
not submit its projects to the Department of Information Technology and
the Department of Finance to take advantage of their expertise and the
external accountability provided by their review processes.
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To promote independent oversight of information technology (IT)
projects, most departments are required to submit IT project proposals to
the Department of Information Technology (DOIT) and the Department
of Finance (DOF) for review and approval. This external oversight is de-
signed to decrease project risk and increase the cost-effectiveness and ef-
ficiency of IT projects. Because of Proposition 162, PERS is not required
to submit IT projects to DOIT or DOF for review and approval. Nothing
precludes PERS from voluntarily doing so, however. We noted in our
analysis of STRS that STRS has established an internal review process for
proposed projects. The PERS, on the other hand, has indicated that it has
no written internal procedures to review proposed IT projects. Nor does
PERS exercise options for external independent oversight (such as, sub-
mitting its projects to DOIT and DOF or to a private entity for review).

Given this lack of internal and external oversight, it is not clear how
PERS exercises sufficient control over its projects. Therefore, we recom-
mend that PERS explain to the Legislature during budget hearings
(1) how it exercises oversight and control of its IT projects and (2) why it
does not submit its projects to DOIT and DOF to take advantage of their
expertise and the external accountability provided by their review pro-
cesses.
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STATE TEACHERS’ RETIREMENT SYSTEM
(1920)

The State Teachers’ Retirement System (STRS) administers the retire-
ment benefit program for public school teachers from kindergarten through
the community college system. As a result of Proposition 162, which was
approved by voters in November 1992, STRS has authority to spend funds
to administer the teachers’ retirement program without appropriation by
the Legislature. Thus, the budget bill does not include items of appropria-
tion. Instead, the STRS budget is presented as an informational item with
budget bill language that requires STRS to report specified budget informa-
tion to the Legislature. This informational item and budget language give
the Legislature a degree of oversight of the STRS budget and activities.

The Governor’s budget shows budget-year spending for STRS of $54 mil-
lion, a $2.2 million, or 4.3 percent, increase in expenditures in 2000-01. This
includes (1) $6.1 million in information technology (IT) projects, including
funding for the State Teachers’ Automation Redesign Team (START), pro-
posed to begin operation in July 2000; and (2) $2 million for a variety of other
augmentations. These increases are partially offset by reductions in one-time
expenditures in the current year, primarily for IT projects.

Even though STRS is not dependent on legislative appropriations for
its budget, STRS continues to submit budget change proposals for re-
view by the Legislature during the budget process. We believe this coop-
erative approach to the budget process best serves the Legislature’s and
STRS’ interests, and we encourage STRS to continue this practice.

Information Technology Oversight
Given the number of information technology-related projects the State

Teachers’ Retirement System (STRS) proposes, we recommend that STRS
explain to the Legislature during budget hearings why it does not submit
its projects to the Department of Information Technology and the
Department of Finance to take advantage of their expertise and the
external accountability provided by their review processes.
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Figure 1 summarizes STRS’ proposed augmentations for IT projects.
As noted above, funding for these proposals totals $6.1 million. The pro-
posals include a number of ongoing initiatives, such as:

• Positions to research and implement e-commerce technologies.

• Bringing servers in-house from Teale Data Center which is counter
to the Department of Information Technology’s (DOIT) approach
of consolidating computing facilities at the state’s data centers.

• Additional staff and ongoing maintenance for the STRS Web site.

• First-year funding for a $4.4 million imaging project to automate
files for retrieval. According to Teale Data Center, other depart-
ments’ imaging projects (1) have had extreme difficulty finishing
on time and on budget and (2) require many business process
changes for which departments are often unprepared.

• Automation of the file backup process, including ongoing equip-
ment maintenance funding of $30,000, or about 25 percent of the
equipment cost.

Figure 1

State Teachers' Retirement System
Information Technology Proposals

(In Thousands)

State Teachers’ Automation Redesign Team (START)
Overtime and temporary help for implementation $250
“Backfilling” positions temporarily redirected to START 422
Programming changes to implement benefit changes 600
Design changes postponed until after implementation 1,300

Subtotal ($2,572)

Other Projects
Implement and support e-commerce technology $164
Research and implement emerging technologies 89
Support for intranet system 181
Support for new e-mail system 73
Support for Web site 111
Imaging project to automate files for retrieval 2,557
Computer upgrades and leasing pilot project 182
Automate file backup process 148

Subtotal ($3,505)

Total $6,077
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In addition to these numerous proposed IT-related projects, STRS
plans to bring its multiyear START project online in July 2000. As a result,
STRS proposes $2.6 million for costs associated with implementing the
new system. These include overtime and temporary help, “backfilling”
to cover the work of positions previously redirected to work on START,
and implementing system changes to account for new benefits, other leg-
islative changes, and necessary design changes postponed until after
implementation.

To promote meaningful oversight of IT projects, most departments
are required to submit IT project proposals to DOIT and the Department
of Finance (DOF) for review and approval. This external review is de-
signed to decrease project risk and increase the cost-effectiveness and ef-
ficiency of IT projects. Because of Proposition 162, STRS is not required to
submit IT projects to DOIT or DOF for review and approval. Nothing
precludes STRS from voluntarily doing so, however.

The STRS has instead established its own internal review process for
proposed projects. Given the number of IT-related projects STRS proposes,
we recommend that STRS explain to the Legislature during budget hear-
ings why it does not submit its projects to DOIT and DOF to take advan-
tage of their expertise and the external accountability provided by their
review processes.
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HEALTH AND DENTAL BENEFITS
FOR ANNUITANTS

(9650)

This appropriation provides for the state’s contribution toward health
and dental insurance premiums for annuitants of the Judges’, Legisla-
tors’, District Agricultural Employees’, and Public Employees’ Retirement
Systems, as well as specified annuitants of the State Teachers’ Retirement
System. The program provides annuitants the option of selecting from 20
state-approved health plans (depending on where an annuitant lives).

Budget-Year Costs Are Uncertain
We withhold recommendation on the $386.9 million General Fund

request for annuitant benefits pending final determination of health
insurance premium rates for calendar year 2001.

The budget proposes total expenditures of $386.9 million from the
General Fund for health and dental benefits for annuitants in 2000-01.
This is $39.6 million, or 11.4 percent, more than estimated expenditures
for this purpose in the current year. This increase reflects expected growth
in the number of annuitants and a dental insurance premium increase. It
does not include any changes in health insurance premiums that would
go into effect January 1, 2001. Figure 1 (see next page) displays General
Fund expenditures for annuitant health and dental benefits for the three
fiscal years starting with 1998-99. Although these costs are initially paid
from the General Fund, the state recovers a portion of these costs from
special funds (about 33 percent) through pro rata charges.

The actual amounts needed in the budget year are dependent on ne-
gotiations over health insurance premiums currently underway between
the Public Employees’ Retirement System and providers. These negoti-
ated premium rates—which will cover the 2001 calendar year—should
be available for review during legislative budget hearings. Pending re-
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ceipt of the new rates, we withhold recommendation on the amount re-
quested under this item.

Figure 1

Health and Dental Benefits
For Annuitants

(In Millions)

Program
1998-99
Actual

1999-00
Estimated

2000-01
Budgeted

Health $277.5 $312.7 $345.8
Dental 32.5 34.6 41.1

Totals $310.0 $347.3 $386.9
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AUGMENTATION FOR
EMPLOYEE COMPENSATION

(9800)

A significant portion of state government expenditures is for com-
pensation of state employees. The Governor’s budget projects $15.7 bil-
lion in salary and wage expenditures for more than 304,000 authorized
personnel-years in 2000-01 (including $5.0 billion and nearly 96,000 per-
sonnel-years in higher education). Including benefits (such as contribu-
tions to retirement and health insurance), estimated employee compen-
sation expenditures are projected to exceed $18 billion for the budget year.

Employee Pay/Benefit Increases
We withhold recommendation on $60 million ($30 million General

Fund) requested for as yet unspecified employee compensation
adjustments until the specific compensation proposals and the costs
associated with each proposal are available for legislative review.

State Civil Service Employees. In September 1999, the Legislature
approved memoranda of understanding (MOUs) for all of the state’s
21 collective bargaining units. (This does not include employees in higher
education.) These agreements replace the MOUs that expired June 30,
1999 and are effective for a two-year period beginning July 1, 1999. The
new MOUs provide a 4 percent general salary increase retroactive to
July 1, 1999 and another 4 percent effective September 1, 2000. For em-
ployees not covered by collective bargaining (such as managers and su-
pervisors), the Department of Personnel Administration (DPA) approved
a compensation package similar to that approved in the MOUs. Figure 1
(see next page) shows a history of general salary increases for state civil
service employees and the consumer price indices for the United States
and California since 1981-82.
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 Figure 1

State General Salary Increases

1981-82 Through 2000-01

Fiscal
Year

State General
Salary

Increases

Consumer Price Index

United States California

1981-82 6.5% 8.8% 10.7%
1982-83 — 4.2 2.3
1983-84 6.0 3.7 3.6
1984-85 8.0 3.9 4.9
1985-86 6.0 2.9 4.0
1986-87 6.0 2.2 3.3
1987-88 3.8 4.1 4.2
1988-89 6.0 4.6 4.8
1989-90 4.0 4.8 5.0
1990-91 5.0 5.5 5.3
1991-92 — 3.2 3.6
1992-93 — 3.1 3.2
1993-94 5.0 2.6 1.8
1994-95 3.0 2.9 1.7
1995-96 — 2.7 1.4
1996-97 — 2.9 2.3
1997-98 — 1.8 2.0
1998-99 5.5 2.1 2.3
1999-00a 4.0 2.5 3.2
2000-01a 4.0 2.6 2.9
a

Legislative Analyst's Office estimate of consumer price indices.

Funding for the current-year costs of the new MOUs was included in
Chapter 776, Statutes of 1999 (SB 339, Burton). The budget-year costs of
the agreements (with the exception noted below) are included in each
department’s budget in the 2000-01 Budget Bill.

The Governor’s budget includes $60 million ($30 million General
Fund, $20 million special funds, and $10 million nongovernmental cost
funds) to provide unspecified additional employee compensation adjust-
ments. According to the Department of Finance, these adjustments are to
address pay issues (such as recruitment and retention pay differentials)
that (1) are referenced in the new MOUs but not yet resolved or (2) were
not part of the new MOUs. We withhold recommendation on the $60 mil-
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lion requested until the specific proposals, and the associated cost for
each, are available for legislative review.

Employees in Higher Education. In higher education, the Governor’s
budget proposes $110 million for the University of California and $116 mil-
lion for the California State University for employee compensation to
provide salary and benefit increases to faculty and staff. Figure 2 shows
how these amounts will be allocated.

Figure 2

Higher Education
Salary and Benefit Increases
2000-01 Governor's Budget

General Fund
(In Millions)

University of California

Merit salary increases $39.0
Average 2 percent cost-of-living increase

(effective 10/01/00) 35.2
Full-year cost of 1999-00 salary/benefit

increases 14.1
Health and dental benefit cost increases 10.6
1 percent parity increase for faculty

(effective 10/01/00) 6.7
Market adjustment increases for agricul-

tural and information technology staff
(effective10/01/00) 4.1

Subtotal $109.7

California State University

5 percent compensation pool
(effective 7/01/00) $94.3

Full-year cost of 1998-99 and 1999-00
salary/benefit increases 12.9

Health and dental benefit cost increases 9.0

Subtotal $116.2

Higher Education Total $225.9
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TAX RELIEF
(9100)

The state provides tax relief—both as subventions to local govern-
ments and as direct payments to eligible taxpayers—through a number
of programs contained within this budget item. The budget proposes to-
tal relief of $2.3 billion, of which almost $566 million is appropriated
through the budget bill.

Of the items appropriated in the budget bill, the homeowners’ ex-
emption is the largest. This provision, which is required by the State Con-
stitution, grants a $7,000 property tax exemption on the assessed value of
owner-occupied dwellings, and requires the state to reimburse local gov-
ernments for the resulting reduction in property tax revenues. The ex-
emption reduces the typical homeowner’s taxes by about $75 annually.
The Governor’s budget proposes an expenditure of $409 million on this
program in 2000-01. This is an increase of $8 million, or 2 percent, which
reflects the expected growth in the number of homeowners claiming the
exemption.

The Vehicle License Fee Offset Costs
Reflect Growing Tax Relief

The largest program of tax relief is the Vehicle License Fee (VLF) Off-
set, which is continuously appropriated and therefore does not appear in
the budget bill. The VLF is an annual fee on the ownership of a registered
vehicle in California, levied in place of taxing vehicles as personal prop-
erty. The revenues are distributed to cities and counties. As part of the
1998 budget agreement, the VLF was permanently cut by 25 percent, with
the potential of additional reductions beginning in January 2001 if spe-
cific revenue levels (or “triggers”) are reached. As part of the 1999 budget
agreement, the cumulative reduction was increased to 35 percent for cal-
endar year 2000 only, without affecting the previously agreed to triggers.
We are currently projecting that the first trigger will be reached in the
budget year—continuing the 35 percent reduction for calendar year 2001.
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For all VLF reductions, cities and counties continue to receive the
same amount of revenues as under prior law, with the reduced VLF
amounts replaced by General Fund spending. This spending, known as
the VLF “backfill,” is reflected in the tax relief budget item. The Governor’s
budget shows $1.712 billion for the offset in 2000-01. This is an increase
of $362 million from 1999-00, which reflects the full-year fiscal impact of
the 35 percent reduction. Our estimate of the budget-year expenditures
for the VLF Offset is $82 million higher than the administration, due largely
to higher projected growth of VLF revenues in the current year. Since the
offset is continuously appropriated, any higher-than-expected expendi-
tures would be reflected in a lower General Fund reserve amount.

Under our current revenue projections, we would expect that each of
the maximum attainable trigger reductions will be reached through
2003-04, resulting in a permanent reduction of 67.5 percent. As a result,
under our forecast, the offset cost would total more than $4 billion by
2003-04. Under current law, the future VLF percentage reductions would
be lowered slightly to account for other tax relief that the Legislature has
passed after 1998 (in order to keep total tax relief constant). Figure 1 shows
the projected VLF backfill expenditures, as well as the corresponding VLF
reduction percentages.

Figure 1

Vehicle License Fee (VLF) Backfill
Projected Reductions and Costs a

(Dollars in Billions)

VLF Reduction

Calendar Year

1999 2000 2001 2002 2003

Current lawb 25.0% 35.0% 35.0% 44.5% 65.0%

VLF Backfill

Fiscal Year

1999-00 2000-01 2001-02 2002-03 2003-04

Current lawb $1.4 $1.8 $2.2 $3.3 $4.1
a

Legislative Analyst's Office estimates of future costs.
b

Reflects tax reductions passed in 1999. Under the Governor's proposal, the VLF reductions would be
46.5 percent in 2002 and 67.5 percent in 2003, with slightly higher backfill costs in 2001-02 through
2003-04.

The administration proposes deleting the provision which lowers the
VLF reduction percentages in cases of additional tax relief. As a result,
under the administration’s proposal, any other tax relief passed by the
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Legislature after 1998 would not lower the future VLF reduction percent-
ages, thereby increasing the level of total tax relief. Thus, in evaluating
the Governor’s proposal, the Legislature will face the basic issue of
whether new tax relief proposals should be in lieu of VLF tax relief or in
addition to VLF tax relief.
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LOCAL GOVERNMENT FINANCING
(9210)

This budget item contains funding for local governments for four
purposes:

• Citizen’s Option for Public Safety (COPS). The COPS program
was created in 1996 to provide local governments with funds
for law enforcement. The budget proposes to expand the
program’s funding to $121 million in 2000-01, which we dis-
cuss below.

• Property Tax Administration Loan Program. This program was
created in 1995 to provide forgivable loans to counties for addi-
tional spending on property tax administration. The budget pro-
poses an appropriation of $60 million and to extend the program,
which is due to sunset at the end of 2000-01. We discuss the
Governor’s proposal below.

• Special Supplemental Subventions. Three programs provide
specified local governments with special funding: (1) qualify-
ing redevelopment agencies for revenues lost as a result of the
repeal of the business inventory exemption in 1984 ($3 mil-
lion), (2) counties with no incorporated cities on the basis that
they are not eligible to receive the city portions of the gas tax
and vehicle license fee distributions ($147,000), and (3) cities
which paid jail booking fees to counties in 1997-98 ($36 mil-
lion, continuously appropriated).

• State-Mandated Local Programs. This item includes funding to
reimburse local governments for costs incurred in complying with
certain state-mandated local programs ($6 million).
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The COPS Augmentation and
Existing Funding Structure Flawed

We recommend the Legislature reject the Governor’s proposed
augmentation for the Citizens’ Option for Public Safety program because
the proposal contains a number of flaws. With regard to the base funding
for the program, we recommend that the Legislature consider a number
of modifications to the funding structure that would better target the
funds, and adopt budget bill or trailer bill language to require law
enforcement agencies to report on their use of the funds as a condition of
receipt of such funds.

Background. In 1996, the Legislature enacted Chapter 134, Statutes
of 1996 (AB 3229, Brulte), which created the COPS program. Under this
program, counties and cities receive state funds, on a population basis, to
augment public safety expenditures. The Legislature has provided
$100 million for the program each year since 1996-97, for a total of $400 mil-
lion through the current year. Under the terms of Chapter 134, the
$100 million of COPS funds is allocated as follows:

• $75 million to cities and counties for front line law enforcement.

• $12.5 million to district attorneys for criminal prosecution.

• $12.5 million to sheriffs for county jail construction and opera-
tions.

Chapter 289, Statutes of 1997 (AB 1584, Prenter) clarified the report-
ing requirements of the program and required the State Controller to com-
pile a summary report on the allocation and expenditure of the COPS
funds. This report, which covers 1996-97 and 1997-98, was released in
October 1999. Statutory authorization for the program expires at the end
of the current-fiscal year.

The Governor’s Proposal. The Governor’s budget proposes to increase
the General Fund allocation to the COPS program to $121.3 million and
extend the program for five years to July 2005. The budget bill appropri-
ates $100 million and adds a new provision that would allow the Depart-
ment of Finance to augment the item by $21.3 million.

Under the Governor’s proposal, the current $100 million will con-
tinue to be allocated as it has been previously. The additional $21.3 mil-
lion would be added to the existing money for front line law enforcement
and distributed to those local law enforcement agencies that would oth-
erwise receive an allocation of less than $100,000. As a consequence of
this proposal, all police and sheriff’s departments would receive a COPS
allocation of at least $100,000. Allocations to jails, local correctional de-
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partments, and district attorneys would not increase as a result of the
total increase in program funding.

We have a number of concerns regarding the proposed augmenta-
tion which raise questions about the likely effectiveness of this proposal.

• Proposal May Not Actually Result in Additional Officers. The
stated purpose of the Governor’s proposed $21.3 million aug-
mentation is to provide sufficient funding to all jurisdictions
so that they can hire at least one new law enforcement officer
because current allocations to some jurisdictions are too small
to do so. However, law enforcement agencies would not be
required to use the additional funds to hire additional offic-
ers. The COPS allocations could continue to be used for a vari-
ety of law enforcement expenses besides officer salaries, such
as equipment and support services. In addition, based on our
current calculations, we believe that the proposed increase may
not even be sufficient to raise all law enforcement agency allo-
cations to $100,000. This is because state population, which is
the basis for the distribution, will likely increase by the time
the money is distributed.

• Proposed Augmentation Benefits Only Very Small Jurisdictions.
We estimate that the jurisdictions that would benefit from the
increase in funding are those cities and counties with popula-
tions of 45,000 persons or less, and 15 of the potential beneficia-
ries are jurisdictions with less than 1,000 persons. Given that the
state’s worst crime problems are generally located in the larger
urban areas, it is not clear that providing additional state monies
to these very small jurisdictions will provide the maximum re-
turn in terms of public safety.

• Local Fiscal Condition Not Considered. We also note that some
of the jurisdictions which would benefit from the augmentation
have the clear ability to support law enforcement operations from
their own local revenue sources. Examples include cities such as
Atherton, Beverly Hills, Carmel-by-the Sea, Mill Valley, and San
Marino.

• Hiring Additional Law Enforcement Has Hidden Costs. To the
extent that jurisdictions do, in fact, hire additional officers,
there are other costs beyond salary and benefits which may
have to be paid for by the local jurisdiction. For example, an
additional officer may require a full complement of equipment,
a vehicle, and overhead costs. Additional officers are also likely
to increase the number of arrests which could increase the costs
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to the county and state judicial, public defense, and correc-
tional systems.

For all of these reasons, we recommend that the Legislature reject the
Governor’s augmentation proposal and delete the proposed budget bill
provision.

Analyst’s Concerns With the Existing COPS Program. In addition to
the problems in the Governor’s proposed augmentation, there are sev-
eral deficiencies in the existing program that should be addressed.

• Lack of Targeting. Continuing to allocate COPS funds on a popu-
lation basis is unlikely to have a significant effect on statewide
public safety, because population is not the most important de-
terminant of crime rates. For example, a small jurisdiction in a
rural area is likely to have a lower crime rate and different law
enforcement needs than a jurisdiction of equal size that is part of
an urban metropolitan area. Targeting law enforcement funds
based on a combination of factors, such as population, crime rate,
numbers of at-risk individuals, and economic demographics is
more likely to result in increased public safety than the current
distribution structure.

• Lack of Accountability. Currently, COPS monies are an entitle-
ment in that jurisdictions are not required to meet any conditions
in order to receive their allocation. Although the enabling legis-
lation did establish minimal reporting requirements, no penalty
exists for lack of compliance. The absence of a clear accountabil-
ity mechanism has resulted in many jurisdictions reporting their
COPS expenditures inaccurately or not at all.

• Lack of State Oversight. Under the current reporting procedures,
jurisdictions are required to submit an annual report to the State
Controller detailing the allocation and expenditure of COPS mon-
ies. The county auditor and city treasurer of each jurisdiction are
responsible for recording monthly expenditures and the State
Controller only reviews the annual report for minimal reporting
compliance. There is no requirement for the state to ensure that
jurisdictions are using the COPS funds in the manner which meets
program objectives. While the annual reports provide informa-
tion about whether funds are being spent on personnel or equip-
ment, the reports contain no detailed information which could
be used to determine statewide trends in law enforcement per-
sonnel and equipment needs.

• Lack of Evaluation Requirements. Generally, we believe that re-
cipients of state grant funds should be required to evaluate their
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efforts in order to measure their success. Although the objective
of the COPS program—to increase the overall funds for law en-
forcement services—is broad, agencies should still be able to
measure the impact of their specific COPS expenditure on public
safety. For example, in the annual report, an agency should be
able to discuss the impact of an additional officer or a new piece
of equipment on public safety.

What Should the Legislature Do? Although the COPS program has
been in operation for four years and has provided $400 million in local
fiscal relief to law enforcement agencies, there is little information avail-
able about how well the program has worked or what the impact of aug-
menting public safety expenditures has been.

In the past, we have recommended that the Legislature make these
funds more generally available for local fiscal relief. However, the Leg-
islature has chosen to direct the money for local law enforcement pur-
poses. The expiration of the COPS program at the end of the current
year provides an opportunity for the Legislature to evaluate the cur-
rent funding structure and consider changes which could increase the
effectiveness of this program if it is extended for an additional five
years.

Consider a Variety of Modifications, Including Better Targeting. Based
on our review of the Governor’s proposal and the existing COPS pro-
gram, we recommend that the Legislature consider modifying the pro-
gram in several ways. Specifically, we suggest that, at a minimum, the
Legislature modify the allocation formula so that the money is better tar-
geted to those jurisdictions with the most significant crime problems. This
could be accomplished in a number of ways. For example, funding could
be distributed so that all jurisdictions receive a minimum base funding level,
regardless of population, with the remainder of the COPS monies allo-
cated based on a formula that takes account of the relative crime prob-
lems across the state, such as each jurisdiction’s average crime rate over a
given period of time. An alternative approach would not provide a mini-
mum base funding level. Rather, a portion of the total COPS fund could
be distributed on a population basis and the remaining portion distrib-
uted based on each jurisdiction’s average crime rate over a given period
of time.

Increase Accountability and Oversight. Whether or not changes are
made to the funding structure, we believe that additional accountability
and oversight is needed in this program. We think that one way to ac-
complish this would be to require jurisdictions to file expenditure reports,
as was intended by Chapter 289, as a condition of receiving the funds. In
our view, this would not be an additional administrative burden on any
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jurisdiction. Thus, we recommend that the Legislature adopt the follow-
ing language with respect to the program, either in budget bill Item 9210-
101-0001, or in a budget trailer bill:

Each jurisdiction shall receive their respective allocation from the
Supplemental Law Enforcement Services Fund when the State Controller
has certified that the respective jurisdiction has filed a complete
expenditure report for the prior reporting period. Jurisdictions that fail
to receive certification by September 1, 2001 shall forfeit their allocation.
Jurisdictions shall forfeit the unexpended balance of their allocation, as
of June 1, 2001. Any funds forfeited pursuant to this provision shall
revert back to the General Fund.

Property Tax Administration Funding Not Ideal Approach
We recommend that the Legislature not extend the sunset of the

Property Tax Administration Loan Program and instead consider
alternatives that would provide a long-term structural improvement to
the property tax system.

Background. Counties are the level of government with the primary
responsibility for assessing property and collecting property tax revenues,
totaling over $20 billion annually. County assessor offices assess the value
of property, and then county tax collectors and auditors collect the rev-
enues and allocate them among local governments. It is estimated that
$400 million is spent annually on the property tax administration sys-
tem.

In the early 1990s, county assessor offices suffered two financial
strains:

• The property tax shifts—which redirected over $3 billion in prop-
erty taxes from local governments to schools—forced counties to
make budget cuts to many discretionary spending programs, in-
cluding assessor offices.

• The statewide economic recession dramatically increased many
assessors’ workloads by requiring the processing of downward
assessments and assessment appeals.

Since the property tax shifts reduced the share of each property tax
dollar collected that goes to a county, counties experienced a decline in
the financial incentive to invest in the property tax administration sys-
tem. Although cities and special districts are required to pay for their
share of property tax administration costs, school districts are not. As a
result, counties pay more than 70 percent of property tax administration
costs, yet they now receive less than 20 percent of the revenues.
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Loan Program to Sunset. Although the property tax is a local tax it
nevertheless benefits the state, as a result of California’s education fi-
nancing system. Under this system, increases in property taxes generally
translate into reductions in the required state contribution for education.
Recognizing the fiscal strains facing counties and the state interest in a
well-administered property tax system, the Legislature created the Prop-
erty Tax Administration Loan Program by enacting Chapter 914, Statutes
of 1995 (AB 818, Vasconcellos). This program was later extended through
2000-01 by Chapter 420, Statutes of 1997 (AB 719, Torlakson). The legisla-
tion appropriates $60 million each year for loans to counties for addi-
tional spending on property tax administration. These loans may be for-
given if counties can demonstrate that they have generated or preserved
sufficient revenues for schools to offset the costs of the loans. In recent
years, 47 counties have participated in the program, with all the loans
being forgiven (totaling $51 million in 1998-99). The Department of Fi-
nance is responsible for administering the program and determining
whether to forgive the loans. Under current law, the program will sunset
at the end of 2000-01. The Governor has proposed to modify and extend
the program, but has yet to offer a specific proposal.

Short-Term Benefits but Long-Term Concerns. The program was de-
signed as a short-term solution to the growth of assessor workload back-
logs. In this regard, the program has been relatively successful. By both
increasing property tax revenues to governments and helping to ensure
that taxpayers receive a fair assessment, the program has strengthened
the property tax administration system. Work backlogs in most counties
have been significantly reduced. However, extension of the program is
not the most effective method for achieving a stable and efficient prop-
erty tax administration system in the long term. Below, we discuss a num-
ber of the problems with the program.

• Does Not Address Underlying Disincentives. While providing an
infusion of needed funding into many counties’ property tax ad-
ministration systems, the loan program does nothing to alter the
underlying disincentive for counties to invest in their own sys-
tems. A county continues to receive a very small proportion of
the benefits for each dollar it chooses to spend on property tax
administration.

• Awkward Governance Structure. For the majority of their bud-
gets, assessors seek approval from their county Boards of Super-
visors. However, for the portion of their budget funded from the
loan program, the assessor instead seeks approval from the state
Department of Finance. The state must try to evaluate the fund-
ing needs of local departments, each with their own set of cir-
cumstances. Thus, the program creates an awkward system in
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which an assessor’s budget is reviewed twice but never from a
comprehensive perspective. The current system also creates a siz-
able workload for the Department of Finance. Each year, the de-
partment must review and renew contracts with up to 58 coun-
ties and then evaluate each county’s performance to determine
whether its loan ought to be forgiven.

• Nonuniform Benefits. While the loan program has benefitted
many counties, 11 counties have elected not to participate for
administrative or political reasons. Therefore, the benefits of the
program have not been uniform across the state. Moreover, the
program does not adjust to the changing demands of individual
assessor offices. The maximum loan amounts for which each
county is eligible is set in statute and has not been amended since
the program’s inception.

Options for a Permanent Solution. Continuing the property tax ad-
ministration loan program could be considered in two contexts: (1) im-
proving the property tax administration infrastructure and (2) providing
general fiscal relief to counties. Based on which of these goals is a higher
priority, the Legislature could implement one of the following options in
place of extending the sunset of the loan program. We believe each of
these options would offer a better long-term approach.

• State Share of Growth Cost. One option would be for the state to
pay for the schools’ pro rata share (about 52 percent) of all growth
in property tax administration expenditures. Counties would be
required to continue to maintain their baseline spending on prop-
erty tax administration with the costs shared along their current
ratios. However, increases in administration costs would be paid
for by all of the entities benefitting from property taxes—accord-
ing to their share of the benefits. Counties would, therefore, make
future decisions about whether to spend additional dollars on
property tax administration knowing that the benefits of such
investments would be commensurate with their costs. If state-
wide property tax administration costs increased by 5 percent,
this option would cost the state about $10 million annually. This
option is discussed in more detail in The 1997-98 Budget: Perspec-
tives and Issues (please see pages 215 to 226).

• State Share of All Costs. Another option would be for the state to
simply pay for the schools’ entire share of property tax adminis-
tration costs (base and growth), at a cost of about $200 million.
Since state funds would replace county funds already invested
in the property tax administration system, we would expect coun-
ties to spend most of these savings on priorities outside of the
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property tax system. This option, therefore, is primarily one that
promotes general fiscal relief to counties. It would, however, es-
tablish the same type of positive incentives for future spending
as the incremental cost option discussed above (though at a much
higher state cost). The implementation of this option was included
in Chapter 84, Statutes of 1999 (AB 1661, Torlakson)—contingent
on the passage of a constitutional amendment by November 2000
which reforms local government finance.

• Use Funds for Broad Fiscal Reform. The Legislature has expressed
a long-standing concern with improving local government finance
(beyond just the property tax administration system). As we dis-
cuss in our recent report Reconsidering AB 8: Exploring Alternative
Ways to Allocate Property Taxes (please see The 2000-01 Budget: Per-
spectives and Issues, Part V), setting aside funds for the implemen-
tation of a local finance reform proposal could ease the fiscal im-
pact of the proposal on local governments. One option for setting
aside funds would be the redirection of funds currently allocated
for various local government subvention programs (created partly
in response to the impaired fiscal capacity of local governments).
If the reform proposal addressed the disincentives for counties
to invest in the property tax administration system, then the
$60 million allocated for the loan program could be one such
source of funds.
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CONTROL SECTION 3.60

This control section specifies the contribution rates for the various
retirement classes of state employees in the Public Employees’ Retire-
ment System (PERS). The section also authorizes the Department of Fi-
nance to adjust any appropriation in the budget bill as required to con-
form with changes in these rates. In addition, the section requires the
State Controller to offset these contributions with any surplus funds in
the employer accounts of the retirement trust fund.

State Overpaid PERS in 1999-00
The state overpaid the Public Employees’ Retirement System  (PERS)

$18 million ($10 million General Fund) in the current year. We recommend
the Legislature adopt budget bill language requiring PERS to credit this
amount plus interest to the state’s retirement payments due in the budget
year, thereby making these funds available for the Legislature’s priorities
in the budget.

Chapter 555, Statutes of 1999 (SB 400, Ortiz) provided retirement ben-
efit enhancements to state employees. Coupled with these enhancements,
Chapter 555 required PERS to change two actuarial valuation methods to
recognize excess assets more quickly. These changes partially offset the
state’s costs related to the new benefits and reduced the state’s retire-
ment costs in the current year and in 2000-01. (After 2000-01, the state’s
costs will be higher than would have been the case prior to adopting the
new benefits.) To account for this reduced cost in the current year, the
Legislature adopted Chapter 800, Statutes of 1999 (AB 232, Alquist) to
change the contribution rates included in the 1999-00 Budget Act. These
rate changes and projected rates are shown in Figure 1. As shown in the
figure, the state owes about $300 million less for current-year retirement
contributions than it would have otherwise owed under the rates ap-
proved in the 1999-00 Budget Act.

The state pays its retirement contributions one quarter in arrears. For
the current year, the state made the first-quarter (that is, July through
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September 1999) payment of $129 million to PERS at the beginning of
October. This payment was made before Chapter 800 became law and
was based on the higher rates included in the 1999-00 Budget Act. The
PERS subsequently notified the state that based on the reduced rates, the
state’s total contribution for 1999-00 is $111 million. Consequently, accord-
ing to PERS, with the October payment the state has overpaid PERS
$18 million for the entire year.

This overpayment plus interest should be credited to the state’s re-
tirement contribution payments for the budget year. (The first payment
is due in October 2000.) Using an average interest rate of 5.25 percent for
the Pooled Money Investment Account, we estimate PERS should credit
$21 million ($11 million General Fund) toward the October 2000 payment.
We recommend that the Legislature adopt language in Control Section
3.60 requiring PERS to credit the state’s 2000-01 retirement contribution
payments as described above. This credit increases the amount available
for appropriation by the Legislature by $21 million ($11 million General
Fund). This amount would be in addition to reductions in the state’s con-
tribution that should occur through lower contribution rates in 2000-01
as discussed below.

State Contribution Rates to PERS
We withhold recommendation on 2000-01 state contribution rates

for retirement benefits pending (1) final determination of the actual rates
to be applied in the budget year and (2) receipt and review of information
regarding the actuarial assumptions underlying the rates.

Budget-Year Rates Not Yet Determined. The PERS projects that state
costs will decline again in the budget year. The lower rates result from
PERS changes in actuarial calculations that were coupled to the recent
enhancements in state retirement benefits. (As shown in Figure 1 on page
192, however, state costs are expected to increase by more than $350 mil-
lion in 2001-02—the first year that PERS recognizes the increased liability
for the new benefits.)

When this Analysis was prepared, a final determination of the 2000-01
rates had not been made. The condition of the Public Employees’ Retire-
ment Fund as of June 30, 1999 is one factor that will determine the 2000-01
state retirement contribution rates. Given the positive performance of the
stock market through that date and the actuarial changes noted above,
we expect the downward trend in the state’s contribution rates to con-
tinue. (As an example, if the state’s average contribution rate fell 1 per-
cent, the General Fund savings would be about $40 million.)
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Consequently, we withhold recommendation pending final determi-
nation of 2000-01 rates and receipt and review of information from PERS
regarding the actuarial assumptions underlying the determined rates. This
information is typically available in March or April.

Figure 1

PERS Contribution Rates and State Costs

Retirement
Class

1998-99
Budget

Act

1999-00
2000-01

Projected b 2001-02
Projected bBudget Act Revised a

Rates

Miscellaneous,
Tier 1 8.54% 5.03% 1.49% .49% 4.04%

Miscellaneous,
Tier 2 6.44 2.98 — — 5.60

Industrial 4.58 .03 .03 .03 .03
Safety 9.44 9.51 7.49 5.41 12.69
Peace Officer/

Firefighter 9.59 4.58 — — 3.60
Highway Patrol 13.54 13.35 13.35 13.35 19.94

Compositeb 8.42% 4.98% 1.71% 1.07% 4.65%

State Costs

General Fundc $421 $255 $87 $57 $256
Special fundsc 345 209 72 46 210

Totals $766 $464 $159 $103 $466
a

Chapter 800, Statutes of 1999 (AB 232, Alquist) amended the rates approved in the 1999-00 Budget
Act.

b
Information provided by the Public Employees' Retirement System.

c
Legislative Analyst's Office estimate of cost distribution between General Fund and special funds based
on information provided by the Department of Finance.
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CONTROL SECTION 27.00

Section Language Needs Clarification
We withhold recommendation on this control section pending

discussions with the Department of Finance on how to clarify the
appropriate use of this delegated expenditure authority.

Through Control Section 27.00, the Legislature delegates to the ad-
ministration the ability to spend money not specifically authorized in the
budget act. It authorizes departments to spend at rates which will result
in deficiencies by the end of the fiscal year. The Legislature still has to
appropriate monies later on to fund the deficiencies, but at that time it
usually has no practical option but to provide the funding.

Purpose of the Section. The basic reason for the Legislature to del-
egate this authority to the administration is to deal with certain unforseen
circumstances, especially when the Legislature is not in session (prima-
rily the fall). For example, a department could learn shortly after the start
of the fiscal year that due to an unanticipated event (say, a court order or
a natural disaster), it needs to spend at a higher rate than the budget act
assumed. In this case, Section 27.00 allows the department to incur a de-
ficiency after notifying the Legislature.

Concerns With Recent Submittals. This past December, the Depart-
ment of Finance (DOF) submitted several Section 27.00 proposals to the
Legislature which—in our view—were inappropriate uses of this control
section:

• Some proposals seek to implement legislation that did not con-
tain an appropriation for first-year costs.

• Others seek funding to start new programs that have not been
reviewed by the Legislature or for which there is no authority.

• Some requests address issues that the administration knew
about—or should have known about—last spring (that is, in time
to include in the 1999-00 Budget Act). Therefore, they are not “un-
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anticipated expenses” as required under the provisions of this
control section.

Given the importance of this control section, we believe it is critical
to clarify the language of Section 27.00 so that the Legislature is delegat-
ing only the authority it determines is appropriate. We will be talking
further with DOF to provide alternate language for the Legislature’s con-
sideration. Accordingly, we withhold recommendation on the sections at
this time.
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Regulatory Activities

Department of Insurance

F-14 � Holocaust Claims Program. Withhold recommendation
on the request for a $3.8 million General Fund loan to
review, investigate, and resolve insurance claims related to
the Holocaust, pending receipt of the forthcoming
biannual report on the current status of the program.

F-14 � Antirebate Investigation and Enforcement Unit. Delete
$115,000 From Item 0845-001-0217. Recommend that the
Legislature delete the request for $115,000 to continue the
Antirebate Investigation and Enforcement Unit because
the department has not demonstrated the effectiveness of
this pilot.

F-15 � Automobile Fraud Program Augmentations. Delete
$480,000 From Item 0845-001-0217. Withhold recommen-
dation on $16,052,000 of the proposed augmentation of
$16,532,000 and 114 positions to implement legislation
authorizing an increase in the auto insurance policy fee of
up to 80 cent to augment automobile fraud program
activities, pending receipt of further information on the
proposal. Further, we recommend that the Legislature
reduce the request by $480,000 to fund new positions at the
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first step of the salary range in accordance with Department
of Finance budget instructions and standard budget
practice.

California State Lottery Commission

F-17 � The Bridge Project. The California State Lottery (lottery)
should provide the Legislature with information demon-
strating that the Bridge Project and associated recent
changes in administrative expenses and revenue distribu-
tion have furthered the purpose of the Lottery Act by
providing increased revenue to education.

F-17 � Revenue Allocation Justification. The lottery should
report to the Legislature on its authority to allocate more
than 50 percent of lottery sales revenues to prizes rather
than distribute the excess to education as required under
the Lottery Act.

F-20 � Continued Legislative Oversight. Recommend that the
Legislature amend the 2000-01 Budget Bill to extend the
reporting requirement from the 1999-00 Budget Act and
include an additional reporting requirement that the
Legislature be notified of changes in lottery revenue
estimates.

California Gambling Control Commission

F-22 � Gambling Commission Not Appointed. We withhold
recommendation on the proposed $1.2 million in support of
the California Gambling Control Commission because the
commission’s workload has yet to be determined.

Department of Consumer Affairs

F-24 � Consumer Information Center and Ombudsmen. Reduce
Various Items by $1,766,000. Recommend deletion of the
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$1.8 million ($1.2 million General Fund) and eight positions
proposed to (1) augment the department’s consumer
information center ($1 million General Fund) and (2) create
eight “consumer ombudsman” positions in various board
and program field offices ($766,000 from various funds
including $185,000 General Fund).

F-26 � Private Postsecondary and Vocational Education. With-
hold recommendation on the bureau’s budget pending
receipt and review of information that explains why the
bureau has been unable to eliminate its workload backlog
and what steps will be taken to assure that the bureau fulfils
its responsibilities.

F-28 � Smog Check Program. Recommend the Legislature not act
on the bureau’s budget until the bureau and the Air
Resources Board provide the Legislature a report on the
status of each aspect of the Smog Check Program and the
February 2000 program evaluation to be submitted to the
federal Environmental Protection Agency.

Fair Employment and Housing

F-32 � Establish Mediation Unit. Recommend approval of the
department’s request for $1,047,000 from the General Fund
and two new positions on a two-year, limited-term basis to
establish a pilot mediation program for alternative dispute
resolution. We also recommend the Legislature adopt
supplemental report language detailing the goals and
evaluation criteria for the program.

F-33 � Additional Administrative Staff Requested. Delete
$273,000 From Item 1700-001-0001. Recommend deletion of
$273,000 from the General Fund and six positions requested
to provide administrative services because the department
has not demonstrated a need for additional positions.
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F-33 � Public Information and Technical Assistance. Delete
$113,000 From Item 1700-001-0001. Recommend deletion of
$113,000 from the General Fund and two permanent
positions requested to provide public information and
technical assistance because the department has not
demonstrated a need for additional positions.

F-34 � No Basis for Augmentation for Rent Increases. Delete
$199,000 From Item 1700-001-0001. Recommend deletion of
augmentation to cover the costs of rent increases because
we find no analytical basis for granting an adjustment to the
department that has been denied to virtually all other state
agencies.

Department of Managed Care

F-36 � Legislature Needs More Information on Formation of
New Department. Withhold recommendation on the entire
budget proposal for the Department of Managed Care—
$13.9 million and 221 positions in the current year and
$27.9 million sand 321 positions in 2000-01—until the
Legislature receives more complete information on the
establishment of the new department.

Energy Resources, Conservation and
Development Commission

F-39 � Additional Resources for Siting Program. Withhold
recommendation on the $400,000 request for consulting
funds for anticipated workload in the Energy Facilities
Siting program until the commission provides an updated
schedule of expected application filing dates and
corresponding workload projections prior to budget
hearings. Further recommend that the Legislature consider
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requiring applicants to pay a siting application fee to cover
the commission’s costs to review proposed projects.

F-40 � Fuel Cells and Clean Fuels Projects. Withhold recommen-
dation on the proposal for $12.5 million from Petroleum
Violation Escrow Account (PVEA) funds and one two-year
limited-term position pending receipt of (1) information on
the future costs of the proposed projects and (2) the low-
emission vehicle analysis and program plan for the
proposed vehicle subsidy program. Also funding for this
proposal, along with an additional $30 million from the
PVEA, is dependent on the Legislature’s decision to fund
PVEA projects through the budget bill or separate
legislation.

Agricultural Labor Relations Board

F-43 � Budget Augmentation Not Justified. Delete $160,000
Under Item 8300-001-0001. Recommend deletion of 2.5
positions and $160,000 from the General Fund because the
board has not substantiated the need for additional staff or
an increased travel and training budget.

Department of Industrial Relations

F-45 � Budgeted Retirement Costs. Delete $664,000 From
Various Funds. Recommend deletion of $664,000 from
various funds including $565,000 from the General Fund
because the department incorrectly budgeted retirement
contributions for the positions requested.

F-46 � Wage and Labor Law Enforcement in the Garment
Industry. Withhold recommendation on $1.2 million from
the General Fund to convert 15 limited-term to permanent
positions in the Targeted Industries Partnership Program
because it is not clear if these positions will be needed in
conjunction with the 43 positions and $3.1 million
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requested for garment industry wage enforcement called
for under Chapter 554, Statutes of 1999 (AB 633, Steinberg).

F-47 � No Basis for Augmentation for Rent and Related
Increases. Delete $1,853,000 From Various Funds.
Recommend deletion of augmentation to cover the cost for
rent and related increases for various offices because we
find no analytical basis to provide an adjustment for the
department that has been denied to virtually all other state
agencies.

F-48 � Funding Redirection for Information Technology. Delete
$660,000 From Unidentified Programs. Recommend
deletion of a redirection of $660,000 from unidentified
programs and 12 new positions for the Information Services
program because the department has neither identified the
programmatic effect of redirecting $660,000 nor justified the
need for 12 new positions.

F-48 � Labor Standards Investigation and Reporting. Delete
$1,039,000 From Item 8350-001-0001. Recommend deletion
of $1,039,000 from the General Fund and eight positions,
including two limited-term positions, requested for the
Division of Labor Statistics and Research to conduct
investigations, perform prevailing wage studies, and issue
field reports because the department should accomplish
these long-standing responsibilities with existing re-
sources.

F-49 � Establish Special Fund for Amusement Ride Regulation.
Recommend establishing a separate fund to deposit the fees
collected to cover the cost of administering the new
amusement ride regulatory program established under
Chapter 585, Statutes of 1999 (AB 850, Torlakson) and fund
this $2,149,000 proposal from the special fund rather than
the General Fund.
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California Department of Food and Agriculture

F-50 � Export Promotion and Agricultural Policy Augmenta-
tions. Reduce Item 8570-001-0001 by $373,000 and Four
Positions. Recommend the Legislature delete $373,000 to
augment the department’s export promotion program
($123,000 and two positions) and to participate in a
multistate coalition to influence national agricultural policy
($250,000 and two, two-year limited term positions)
because the department currently has resources for these
activities.

F-52 � Audit Staff. Reduce Item 8570-001-0191 by $210,000 and
Two Limited-Term Positions. Recommend the Legislature
approve two of the requested four audit staff to more
accurately the reflect the audit workload related to county
and citrus fairs.

F-52 � Comprehensive Agricultural Pest Plan Needed. Recom-
mend that the department provide by October 1, 2000 a
comprehensive statewide plan for all plant pest prevention,
detection, and eradication program. This plan should
include the coordination of state and county programs.

F-55 � Medfly Augmentation and Continuation Proposal Is
Premature. Reduce Item 8570-001-0001 by $630,000.
Recommend the Legislature delete $630,000 (General Fund)
and 11 permanent positions requested to augment the
Medfly Preventive Release program and deny the
department’s request to make the program permanent. The
program was approved as a five-year project and will not
expire until the end of 2000-01. Consequently, the request
for an augmentation and permanent funding is premature.
Also recommend the Legislature ask the department to
report on the effectiveness of the current program in the
upcoming year.
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F-56 � Agricultural Parcel Inspection Program. Reduce Item
8570-001-0001 by $1,860,000. Recommend the Legislature
delete $1.9 million (General Fund) for continuation of the
Agricultural Parcel Inspection Program. The program is not
a cost-effective use of the state’s pest detection funding.

F-57 � Pest Detection and Public Education. Withhold recom-
mendation on the $1.8 million General Fund requested to
increase the department’s pest detection and public
education programs. The department should provide
additional data to indicate how these augmentation benefit
the state’s detection and education programs.

F-57 � Agricultural Waste Mitigation. Reduce Item 8570-001-
0001 by $328,000. Recommend deletion of $328,000 from the
General Fund and two positions requested primarily to
address potential ground and surface water contamination
resulting from animal agriculture production operations
because this is the responsibility of the State Water
Resources Control Board.

F-58 � Milk and Dairy Foods Program. Withhold recommenda-
tion on $1.5 million ($377,000 General Fund and $1,117,000
Agriculture Fund) and nine positions requested for various
components of the Milk and Dairy Foods program. It is
unclear exactly how the requested funding and positions
would be used by the department.

Public Utilities Commission

F-60 � Maintenance and Repairs Identified in Five-Year Plan.
Delete $230,000 from Item 8660-001-0462, $30,000 from
Item 8660-001-0461, and $7,000 from Item 8660-001-0412.
Corresponding deletion of $267,000 from Item 1760-001-
0666. Recommend that the Legislature delete $267,000 for
maintenance and repairs at the Public Utilities Commission’s
San Francisco headquarters because the request includes
capital outlay projects and an unnecessary infrastructure
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study. Further, withhold recommendation on the $460,000
balance of the request pending receipt of information
justifying the need for and cost of the remaining projects.

Tax Programs

Board of Equalization

F-62 � Information Technology Costs. Reduce various items by
$1,388,000. Recommend the Legislature delete $1.4 million
from various funds requested for an increase in the board’s
master rental agreement information technology compo-
nents because the board initially planned to absorb this cost
and has not provided any justification as to why it cannot
absorb the increase. Withhold recommendation on
$3.7 million from various funds requested for increased
costs for the board’s computer system operations and data
storage needs at the Teale Data Center pending receipt of
information on data processing and storage use.

F-64 � Field Automation Pilot Expansion. Reduce various items
by $393,000. Recommend the Legislature delete the request
to extend the Field Office Automation Pilot Project to two
additional field districts because the augmentation is not
necessary to gather additional information.

Franchise Tax Board

F-66 � Child Support Collections. Withhold recommendation on
the board’s request of $5.5 million ($1.9 million General
Fund and $3.6 million reimbursements) to expand it’s child
support collections program. The board’s program is one
piece of a larger overhaul of the child support collections
and management system for the state. The board needs to
submit a complete proposal, coordinated with the new
Department of Child Support Services (DCSS), detailing
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how the board will fulfill its new responsibilities under this
program.

F-69 � Child Support Automation. Withhold recommendation on
$14.1 million ($4.8 million General Fund and $9.3 million
reimbursements) proposed for the child support automa-
tion project because the new DCSS has not yet identified its
direction for the system and the Franchise Tax Board has
indicated a new, more complete proposal will be provided
during the budget hearings. We further recommend that
the Director of Child Support Services report at budget
hearings as to the state’s direction for the procurement of
the new child support automation system.

F-70 � Filing Workload Reduction. (Reduce Item 1730-001-0001
by $366,000.) Recommend the Legislature delete $366,000
(General Fund) to fully reflect the second-year savings from
a reduction in filing staff.

F-71 � Savings From Reduction in Tax Booklet Mailings. Reduce
Item 1730-001-0001 by $567,000. Recommend the Legisla-
ture delete $567,000 (General Fund) from the board’s
budget to reflect the reduction in mailing tax booklets
related to the increasing number of taxpayers that file either
electronically or use a tax preparer.

F-71 � Business Tax Reporting Program. Reduce Item 1730-001-
0001 by $69,000 and One Position. Recommend the
Legislature delete $69,000 to administer the Business Tax
Reporting program because when the mandate for this
program was repealed in the current year, the board
retained the associated administrative funds and position.

Information Technology

Department of Information Technology

F-73 � Information Technology Innovation Fund. Delete Item
9905-001-0001. Recommend proposal be denied because
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proposal contains numerous flaws, for a General Fund
savings of $10 million.

F-76 � New Organizational Structure Forthcoming. Department
will provide the Legislature with a proposal for a new
organizational structure and a new model for meeting its
legislative requirements. Recommend that the Legislature
not act on the proposals until Department of Information
Technology can adequately demonstrate how it will
achieve its legislatively-mandated responsibilities.

Health and Human Services Agency Data Center

F-81 � Reporting on Projects. Recommend the adoption of
supplemental report language requiring the Health and
Human Services Agency Data Center (HHSDC) to report
project expenditures consistent with state policies.

F-83 � Budget Control Language. Recommend changes in
HHSDC budget control language to: (1) clarify legislative
intent concerning workload growth budget adjustments,
and (2) provide clear direction concerning authorized
expenditure authority to ensure consistency with the
Stephen P. Teale Data Center’s budget control language.

F-84 � Clarification Needed on Electrical System Upgrade
Proposal. Withhold recommendation on $788,000 pro-
posed for upgrades to centers power supply system,
pending receipt of additional information. Recommend
that Legislature consider the proposal a capital outlay
project.

F-85 � Project Placement to be Determined. Recommend that no
action on the projects budget proposals until Legislature
receives project placement report in April 2000.
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F-86 � New Department Needs to Clarify Direction for Support
on Interim Child Support Systems. Withhold recommen-
dation on proposed expenditure authority for the support
of interim child support systems since the new department
has recently been established. Recommend that the Director
of the new department report at budget hearings as to the
state’s direction for support, maintenance, and operation of
the interim child support systems.

F-88 � Conversion of Consulting Funds to Positions for Child
Welfare Services (CWS)/Child Management System
(CMS) Premature. Recommend that the Legislature reject
HHSDC’s proposal to convert consulting services dollars
into funding for 23 permanent positions because project
placement has not been determined and the new
maintenance and operation contract has not been awarded.

F-89 � Application Maintenance Proposal for CWS/CMS Prema-
ture. Reduce Item 4130-001-0632 by $5.1 million. Recom-
mend reduction because new contract has not been
awarded.

F-92 � Statewide Automated Welfare System Consortium
Approach Needs to Reexamined. Recommend that the
Legislature direct the Health and Human Services Agency,
in conjunction with the Department of Information
Technology and Department of Finance, to reexamine the
need for a consortium-based approach for welfare
automation and report during budget hearings, on the costs
and benefits of pursuing four separate consortia and
potential changes in automation funding responsibilities
between the state and the counties.

State Administration Functions

State Controller

F-99 • Unclaimed Property Program. Recommend approval of
proposed funding to meet projected workload. Recom-
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mend that Legislature consider alternative strategies to
addressing backlog of notifications to potential owners of
unclaimed property.

Secretary of State

F-103 � Mixed Results From Calvoter Project. Recommend that
Secretary of State report on ways to improve the state’s
financial return from the project.

F-106 � Business Automation Project. Withhold recommendation
on $8.6 million to upgrade computerized systems for
managing corporate and other public records because it
lacks approval by the appropriate state agencies.

F-107 � Offset General Fund Costs With New Fees. Reduce Item
0890-001-0001 by $2.6 Million, Increase Item 0890-
001-0228 by the Same Amount. Recommend change to
account for new fee revenue generated under new laws for
registration of domestic partnerships and expendited
handling of corporate documents.

State Treasurer

F-109 � No Basis for Augmentation for Rent Increases. Reduce
Item 0950-001-0001 by $186,000. Recommend deletion of
augmentation to cover the costs of rent increases because
we find no analytical basis for granting an adjustment to the
Treasurer’s Office that has been denied to virtually all other
state agencies.

F-110 � Local Investment Reporting Mandate. Delete $3,342,000
Under Item 0950-295-0001. Recommend Legislature enact
trailer legislation to make investment report mandate
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optional because report does not appear necessary to
promote local oversight.

Department of General Services

F-113 � Access Compliance Plan Check Staff. Delete 2.8
Personnel-Years and $253,000 From Item 1760-001-0006.
Recommend deletion of funds for additional access
compliance plan checking staff because insufficient
justification has been submitted to conclude workload will
increase.

F-114 � Project Delivery Behind Schedule. Recommend supple-
mental report language directing the department to submit
a report to the Legislature annually on November 1
identifying project delivery improvement goals, records for
meeting schedules during the past year, reasons specific
phases of project work were not completed on time, and
steps it is taking to improve performance.

F-115 � Public Utilities Commission Building Special Repairs.
Delete $267,000 From Item 760-001-0666(a) and Withhold
Recommendation on the Balance of the Request.
Recommend deletion of $267,000 for maintenance and
repairs and withhold recommendation on the $460,000
balance of the request pending receipt of information
justifying the need for and cost of the remaining projects.

F-116 � Microwave Network Master Plan Overdue. Plan was due
by December 1, 1999, but has not been provided to
Legislature.

F-117 � New Public Safety Radio System. Withhold recommenda-
tion on $1.8 million for design of new system pending
receipt of microwave master plan and information on how
department will address a number of uncertainties
regarding implementation.
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F-121 � Public School Construction Web Site. Reduce Item 1760-
001-0001 by $2.4 Million. Recommend denial of proposal
because information for proposed site is already available.

F-123 � California Integrated Information Network. Recommend
department report at budget hearings on status of network
problems, contract, and progress towards reducing risk of
disruptions in future.

F-126 � Electronic Business Center Proposal Not Justified.
Reduce Item 1760-001-0001 by $2.1 Million. Recommend
denial because information proposed for new Web site is
already available.

Housing and Community Development

F-128 � California Teachers Homebuyers Assistance Program.
Recommend deleting $50 million appropriation and
instead using the funds, in combination with other teacher
recruitment funds, for local school district block grants.

F-130 � Child Care Facilities Financing Program’s Direct Loan
Program. Recommend reducing the $26 million appropria-
tion to $5 million to better reflect the amount of funds that
the program can realistically distribute in the budget year.

F-132 � Combine Homeless Funding for Increased Effectiveness.
Recommend combining cold weather homeless funds with
base homeless funds for a single program allocation.

Trade and Commerce Agency

F-134 � New Economy Initiative. Delete $665,000 From Item 2920-
001-0001 and $7,000,000 From Item 2920-101-0001.
Recommend that the Legislature delete $7.7 million of the
$14.7 million (General Fund) request for the “New
Economy Initiative” because some proposals are concep-
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tual and the agency has not demonstrated the need for
others. Further, withhold recommendation on $1.2 million
for the Manufacturing Technology Program pending
receipt and review of the final report on the agency’s
operation of this program as required by the 1999-00 Budget
Act and updated funding information.

F-138 � Small Business Loan Guarantee Program. Delete
$3 Million From Item 2920-011-0001. Recommend the
Legislature delete the request for $3 million (General Fund)
for the Small Business Loan Guarantee Program because
(1) an annual General Fund appropriation to pay for bad
loans creates a poor incentive for selecting good loans and
(2) the authorizing legislation directs the program to be self-
sufficient.

F-139 � Replacement of Underground Storage Tanks. Recom-
mend that the Legislature approve for one year only
(instead of the two years requested) the $5 million proposal
to provide grants to businesses to replace underground
gasoline storage tanks because (1) the two-year grant effort
cannot exceed an estimated $7.5 million and (2) this
preserves the legislative oversight specified in statute to
appropriate grant funds needed for the program.

F-139 � Biomass-to-Energy Incentive Grant Program. Delete
$10 Million From Item 2920-101-0001. Recommend that the
Legislature delete the $10 million (General Fund) proposal
for a biomass-to-energy grant program because the
proposed program duplicates the Energy Commission’s
Renewables Program, and has no defined criteria for
awarding the funds.

California Arts Council

F-141 � Arts in Education Program. Augmentation of existing
program consistent with Arts Council’s mission, but is a
matter of priorities of the Legislature. Withhold recommen-
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dation on the Adopt-A-School Program until further
information is provided.

F-143 � Urban Public Park. Delete funding for park because project
has not been justified.

Department of Personnel Administration

F-145 � Rural Health Subsidy Program. Withhold recommenda-
tion on (1) $18.3 million (General Fund) proposed in the
Governor’s budget for the 2000-01 cost of the Rural Health
Subsidy Program and (2) $463,000 (General Fund)
requested to implement the program, pending receipt of
information from the Department of Personnel Administra-
tion (DPA) on current-year and projected budget-year
eligibility, enrollment, and program costs. This information
should be submitted to the Legislature prior to hearings on
DPA’s budget.

Department of Finance

F-149 � Department Should Advise on Magnitude of
Underfunding Problem. Recommend that the department
report at the time of the May Revision on the magnitude of
underfunding resulting from policy requiring departments
to absorb price and costs increases and unallocated
reductions.

Military Department

F-152 � Turning Point Academy Boot Camp. Reduce Item 8940-
001-0001 by $9.2 Million. Recommend the Legislature deny
the request to support Turning Point Academy because
juvenile boot camp programs have not been effective for
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reducing juvenile delinquency and the proposal is not well
defined.

F-154 � Oakland Military Institute Not Justified. Reduce Item
8940-001-0001 by $1.3 Million. Recommend the Legislature
deny the request to fund the proposed charter school with
an allocation through the Military Department, because
funding is already available through the State Department
of Education.

F-156 � Augmentation for California Cadet Corps Not Justified.
Reduce Item 8940-001-0001 by $1.5 Million. Recommend
denial of proposed augmentation because proposed
augmentation has not been justified.

F-157 � Temporary State Support of Military Funeral Honors.
Recommend the Legislature provide one-time General
Fund support for federally-mandated military funeral
honors while alternative federal fund sources are explored.

Department of Veterans Affairs and
Veterans’ Homes of California

F-159 � Veteran Health Care and New Veterans’ Homes Pose
Challenges. Changing health care needs of the state’s
veteran population and the expansion of the state’s role as a
major operator of nursing homes for veterans have created
major challenges for the Department of Veterans Affairs
(DVA). Because of deficiencies in the operations of the two
existing homes, the budget proposes a significant increase
in staffing for the homes in the budget year.

F-162 � Reimbursements Should Offset General Fund Costs.
Recommend that the DVA submit a revised proposal at the
time of the May Revision that fully accounts for additional
federal funds and insurance reimbursements resulting
from the homes’ new information system and that the
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state’s General Fund costs of operating the homes be
adjusted accordingly.

F-163 � Proposal to Eliminate Salary Savings Not Justified.
Reduce Items 8960-011-0001 by $1.1 million and 8965-001-
0001 by $319,000. Recommend that proposal to assume no
salary savings for the home be rejected because it does not
recognize the reality of staff turnover.

F-164 � Budget Assumes Unrealistic Hiring Schedule. Reduce
Item 8960-011-0001 by $473,000, Item 8965-001-0001 by
$408,000, and Item 8966-001-0001 by $84,000. Recommend
that funding proposed for new positions be reduced to
reflect a more realistic schedule for hiring the new
positions.

F-164 � Uncertainty About Chapel and Cemetery Renovations.
Withhold recommendation on $2.4 million proposed for
renovations to the chapel and cemetery at the Yountville
home, pending receipt and review of information about the
scope, costs, and timetable for the project.

F-165 � The Cal-Vet Home Loan Program Overhead Costs
Continue to Climb. Recommend that the department
report during budget hearings on (1) the reasons for the
continuing increase in the overhead costs of the Cal-Vet
Loan program and (2) steps it is taking to reduce those costs.

State Employment and Retirement

Public Employees’ Retirement System

F-168 � Information Technology Oversight. Recommend that the
Public Employees’ Retirement System explain to the
Legislature during budget hearings (1) how it exercises
oversight and control of its information technology projects
and (2) why it does not submit its projects to the
Department of Information Technology and the Depart-
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ment of Finance to take advantage of their expertise and the
external accountability provided by their review processes.

State Teachers’ Retirement System

F-170 � Information Technology Oversight. Given the number of
technology-related projects the State Teachers’ Retirement
System (STRS) proposes, recommend that STRS explain to
the Legislature during budget hearings why it does not
submit its projects to the Department of Information
Technology and the Department of Finance to take
advantage of their expertise and the external accountability
provided by their review processes.

Health and Dental Benefits for Annuitants

F-173 � Budget-Year Costs Are Uncertain. Withhold recommenda-
tion on the $386.9 million General Fund request for health
and dental benefits for annuitants pending final determina-
tion of health insurance premium rates.

Augmentation for Employee Compensation

F-175 � Unspecified Compensation Adjustments. Withhold rec-
ommendation on $60 million ($30 million General Fund)
requested for as yet unspecified employee compensation
adjustments until the specific compensation proposals and
the costs associated with each proposal are available for
legislative review.

Tax Relief and Local Government

Local Government Financing

F-182 � COPS Augmentation and Extension. Recommend the
Legislature reject proposed augmentation and consider
modifications to the existing program.
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F-186 � Property Tax Administration Loan Program. Recommend
that the Legislature not extend the sunset of the program
and instead consider alternatives that would provide a
long-term structural improvement to the property tax
system.

Control Sections

Control Section 3.60

F-190 � State Overpaid Public Employees’ Retirement System
(PERS) in 1999-00. The state overpaid PERS $18 million
($10 million General Fund) in the current year. We
recommend the Legislature adopt budget bill language
requiring PERS to credit this amount plus interest to the
state’s retirement payments due in the budget year, thereby
making these funds available for the Legislature’s priorities
in the budget.

F-191 � State Contribution Rates to PERS. Withhold recommenda-
tion on 2000-01 employer contribution rates for retirement
benefits pending (1) final determination of the actual rates
to be applied in the budget year and (2) receipt and review
of information regarding the actuarial assumptions
underlying the rates.

Control Section 27.00

F-193 � Language Needs Clarification. Withhold recommendation
pending discussions with the Department of Finance on
how to clarify the appropriate use of this delegated
expenditure authority.
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