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Jomnt Lircispativie Auptt CoMMITTER
CALIFORNTA LEGISLATURE
November 1, 1969

The Honorable President of the Senate
The Honorable Speaker of the Assembly
The Honorable Members of the Senate, and
The Assembly of the Legislature of California

Sirs:

We transmit herewith our report covering the activities
of your Joint Legislative Audit Clommittee for the cal-
endar years 1967 and 1968. In this report we sununarize
the work of the Committee and the Office of the Auditor
General, and our program of independent post-audits of
the executive branch of state government.

During the two-year period covered by this Biennial
Report your Joint Committee issued a total of 125 reports
of all kinds, containing 380 recommendations for im-
provements in accounting and related procedures. Of
these current recommendations, a total of 899 have been
accepted and implemented by the state agencies con-
cerned, and we are awaiting several responses which will
probably inerease this favorable pereentage.

Our state government is composed of almost 200 sep-
arate departments, agencies, and offices. Kach of these
has been audited on at least one occasion during the life-
span of this Committee. The high degree of acceptance
and implementation of our recommendations indicates the
responsibility of your Committee, and the outstanding
performance and technical competence of the Aunditor
General and his staff.

The nature of our assignment makes it most difficult
to estimate the total savings in manhours, administrative
delays, and actual eash expenditures our recommenda-
tions have achieved. TTowever, we have compiled a hreak-
down of estimated savings, and this is included in the
Introductory Chapter. We believe you will agree that we
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have returned to the people of the state, many times over,
the operating costs of your Committee and the Office of
the Auditor General.

Respectfully submitted,

GrEorGE E. DANIELSON
WirriaMm K. CooMmBs

Ricmarp J. Dorwic
Vice Charrman

MikeE CULLEN
Ray E. JorNsoN

VINCENT THOMAS
Chairman
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INTRODUCTION

During the two vear period, 1967-68, covered by this
Biennial Report the Joint Legislative Audit Committee
issued a total of 125 reports of all kinds, containing 380
recommetidations for improvements in accounting and
related procedires.

Of these current recommendations, a total of 899
have been accepted and implemented hy the state ageneies
concerned, and we are awaiting several responses which
will probably inercase this favorable percentage.

Your Joint Committee takes pride in the suceessful
efforts of the Committee and the Office of the Auditor
General to upgrade and improve state fiscal procedures.

We have received excellent cooperation from almost
all echelons of the state government in our assigned task,
and we take this opportunity to thank the state personnel
at all levels who have assisted us in making the record
of accomplishment possible.

Your Joint Committee highly commends the Auditor
General and his dedicated staff for their valuable service
over the past two years. Im our opinion, the office of the
Auditor General congists of the most qualified group of
governmental auditors anywlhiere in the nation, and the
Legislature is receiving daily benefit from their work
and performance.

The Office of the Auditor General has established a
reputation across the country which brings considerable
credit to the California State Legislature. Members may
be interested to know that in the past two vears one
emplovee of the Auditor General’s Office has heen se-
lected as the Liegislative Auditor for the State of Nevada,
and another emplovee has been selected ax the Legislative
Auditor for the State of Montana.

Iy addition, over the past ten vears the Office of the
Auditor General has served as a training ground for
many  governmental auditors from foreign countries.
Under programs instituted by the Ageney for Toterna-
tional Development the Auditor Generals Office has
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provided on-the-job training for auditors from Thailand,
Burma, Iraq, Jordan, Jamaica, and Panama.

It is clear that California is one of the leaders in the
field of legislative postauditing, and we have become the
model for others to follow.

In our last Biennial Report for the years 1965-66, we
reported that we had received a total of 26 requests for
mformation from members and committees of the State
Legislature.

During the period covered by this present Biennial
Report we are pleased to note that the number of such
requests has increased to 49. These include requests from
almost every major commiittee of the Legislature, and we
wish to point out that in conjunction with our regular
audit program the services of the Joint Committee are
always at the disposal of members and fellow committees
of the Legislature.

In our last Biennial Report we discussed at some length
the concept of Program Budgeting and Prograin Account-
ing. We have been pleased to note that the State Depart-
ment of IFinance has been actively studving the possi-
bility of converting the State Budget to a Program
format, and for the first time in California the 1969-70
State Budget will contain a Program Budget supplement
to the traditional line-item bhudget.

We plan to follow the progress of this development
closely, and to provide all the assistance possible to the
administrative branch of government in achieving the
benefits of program budgeting and program accounting.

Algo, in the last Biennial Report we discussed the con-
cept of the Performance Pestaudit, and we can report
that the Auditor General has made important strides in
developing this technique for the legislative hranch of
government.

Chapter One of the present Report summarizes a pilot
program of performance postauditing which was con-
ducted in the California Highway Patrol, and we recom-
mend this Chapter to individuals interested in the con-
cept.

The State Division of ITighwavs and accounting prob-
lems within the Division were given considerable space
in the last Biennial Report. We made a total of 29
recommendations for changes in accounting and related
procedures.
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The fizin of Price Waterhonse & Co. was engaged by
the Dhivision of flighwavs to evaluate our rec oinmenda-
fions md 10 siegest a msmv of cetion, In a report dated
Getober 10, 1968 rice Waterhouse & Co. suggested that
the Divisiou:

e Adopt the recommendaiions in the Auditor Gen-
eval’s report

e Make a study of eencral aceonnting vecords and
procedures in order to streambine and heing them
up to date

o Strengthen top levels of aceonnting management
@ Take action to deal with problems of vecord storage

e Revise the internal audit ovganization, programs,
and procedures

The Price Waterhouse study estimates that 178 man-
mounths will be requirved to fully implement all reeom-
mendations.

While most implementation work will he performed
by emplovees of the Depavtment of Public Works, a
request for proposals from consultants to perform a
study of the general accounting vecords and procedures
has heen issned. The oxtimated cosf of thiv st wdyv i $100,-
000, and all work with full imnlementation of the svs-
tem is to he completed by the summer of 1970,

The end produet of the study is to he (1) an operating
gencral accounting svstem which s in aceordanece with
generally accepted governmental acconnting principles
and which produces timels financial information in aec-
cordance with such nrincinles, and (2) an un-to-date
general accounting mannal.

Effeetive January 150 1969 the headauarters aceount-
ing department of the Divicion of Thighwave, together
with other adiministrative vnits, were transforved to the
newly created Divikion of Administrative Sevvices in the
DOD‘H""‘W*M of P‘nﬂvli«" Worke,

While this chiange 18 not diveetly velated to onr recom-
1114}1141313«»3&: i Jh»m ndicate thnt ;-_v,‘a ‘stw» nportanee is
heing given 1o accounting aiud velated administrative ae-
tivities.

Independent!s of the wcm:m study bvoa private

consnltant, personnel of th - Divigion of Adminisivative
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Services are continuing to study our recommendations.
Financial statements for the year ended June 30, 1968
will be in the format suggested and set forth in the ap-
pendix of our report for the year ended June 30, 1966.

Our recommendations regarding inventories are to be
incorporated into new supply procedures, and a study of
our recommendations regarding fixed assets is nearing
completion.

Several years ago, the Auditor General advised the
Joint Committee that some federal reimbursements for
design costs incurred before July 1, 1964 on the inter-
state highway system were not being recovered due to
the fact the accounting system did not adequately iden-
tify these costs.

Although accounting personnel agreed with the Au-
ditor General’s findings, it was recognized that recovery
of these costs would require considerable time with proj-
ect records back to 1956 being analyzed.

This work has been completed in highway district 2
(Redding), and we have been advised that an additional
federal reimbursement of approximately $300,000 is in
process of recovery.

Similar work is also in process in other highway dis-
trict offices. If the recovery in other distriets is propor-
tionately the same, the potential recovery of these design
costs could approximate $3 to $4 million.

The current billing system for claiming federal reim-
bursements has been in operation since July 1, 1967.
Although this system enables more rapid receipt of fed-
eral progress payments, it does not improve the ability
to recover maximum federal aid. As a result, the Auditor
General is in process of reviewing all federal aid pro-
cedures and examining specific reimbursements.

To assist members of the Legislature in understanding
the value of the work performed by the Auditor Gen-
eral’s Office, we have compiled a breakdown of the esti-
mated savings and benefits resulting from the efforts of
the Auditor General’s Office and your Joint Committee.

In some cases we have been unable to specify the cash
saving involved, and we have designated these cases as
undetermined amounts. However, we believe that Mem-
bers will readily agree that the work performed by the
Office of the Auditor General has repaid to the people of
California many times over the cost of operation of your
committee and the Auditor General’s Office.

BIENNIAL RE

EDUCATION
Recovery of surplus in County School
Adjustment of ADA errors and overpa;
distriets_ ...
Department of Education computatior

Fund.___ . _____ R
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FISCAL AFFAIRS
State Controller—
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Finance—
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HEALTH AND WELFARE
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EDUCATION

Recovery of surplus in County School Service funds_ -
Adjustment of ADA errors and overpayments to school
distriets. ..
Department of Fducation computation errors in School
FPond___ . ___ . ___. B
Improvements in administration and zu‘(ruunting for
Teachers’ Retirement System__

FISCAL AFFAIRS

State Controller—
Payroll exceptions under Section 20 of budget act . _
Finance—-
Disclosure of accumulation of $+ million printing
fund surplus used to expand printing plant without
legislative approval

HEALTH AND WELFARE

Reversion of special fund and federal reimbursements
to General Fund - . -

Transfer of social welfare audit from State Controller
to Social Welfare to gain federal reimbursement .

MILITARY AFFAIRS

Elimination of non-contributory retirement sysi/em for
full-time National Guard employees o -

Intercst benefits on progress billings for Almolv con-
struction funds

RESOURCES

Long Beach Tideland oil revenues  imformation l(w]—
ing to erease In State’s share from 509, to 857,
Water Resources:
Correction of wholly in:uleqlmte :wm\mt‘im: proee-
dures
Disclosure of %30() 000 exeessive payvments on T her-
malito Power Canal Change Order

13
Estimated

Savings and
Benefits

$10,500,000
2,000,000
$270,000

a

$-100,000

5,500,000

1$10,000

1$10,000

450,000
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TRANSPORTATION

Highway Patrol—

JOINT LEGISLATIVE AUDIT COMMITTERE

Reduection in costs, improvement in measurement
of performance, internal controls, internal audit-

ing, and systems and procedures

Division of Highways:

Cut overhead and profit on cost-plus contracts_____
Prompt recovery of federal reimbursements—inter-

est savings on reduced receivable_______________
Recovery of advance design costs on old federal jobs_ $3 to 4 million
Reimbursement of audit costs by federal government,
Recommend faster sale of excess lands ($50 million)

and return to tax rolls

Disclosed inadequate accounting of Highway Fund

(55 recommendations)—CPA
changes________________

to  implement

Recommend consolidation of transportation funds:

Speed up use of $224 million in fund pipeline, in-

cluding $36 million for cities and counties_ ______

2 Undetermined amount.
b Annual savings.

v$225,000
»$1,000,000
$1,500,000
v$75,000

a
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CHAPTER ONE
LIFORNIA MIGHWAY PATROL

PERFORMANCE FPOSTAUDIT PILOT PROGRAM

In the Bicimial Report of the Joint Legislative Audit
Committee for the period 1965-1966 the concept of the
performance postandit was discussed in considerable de-
tail. ollowing the publication of that Diennial Report
muech favorable comment was received by members and
staff of the Joint Committee, and it was decided that a
pilot program for a performance postaudit would be
instituted within a sclected ageney or department of the
state government.

3y definition, o ]wim» wmnee postaudit oan independ-
ent examination, conducted by the ‘\rmihw General, for
the purpose of providing the State Tegislature with an
evaluation and report of the marmer in which adininis-
trators of agencies and departments of the state have
dischareged their responsibilitios to faithfully, efficiently,
and effectively administer programs of the state.

After o complete evaluation of all major departments
of state government the Joint Committee selected the
Department of the California Iighway Patvol for the
performance postandit pilot program, and the Auditor
General was divected to make a survey of the Patrol’s
operations. "The purpose of the survey was to:

a. Provide the Legisbdtore with information on C1IP
operations

h, Assist CTIP to develop hefter neacticos and pro-
cedures, and

c. Ldentify opoortunmities for savings

To attnin these cohjectives the Office of the Aunditor
General reviewed ond nnnbvzed the practices and pro-
codures of the Patvol, and made o total of 48 vecommen-
dations for improvements. For purposes of this «urvey,
the teehnies! enforecnient and ¢ \H(fﬁ(m aetivitios of the
CTIT wrere not considered w SH,iH the weone of the Aunditor
Gw M“H wwork,
w0 of b ndrior fiesean
,;‘;MJ 1o el Troining 1o the teelinigues
POt the national acreonnting
Wors Bross o Montooineey was ve-

1hiv

o,
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tained. Staff members of this company worked in con-
junction with the staff of the Auditor General for the
duration of the pilot program.

The survey was not carried out to the same depth in
all organizational units of the CHP. A preliminary
review was made of each unit, and practices, procedures,
or activities were evaluated to determine the potential
for improvement. If the preliminary review disclosed no
opportunities for improvement in a unit, further inquiry
was discontinued.

The preliminary review did find opportunities for im-
provement in the following organizational units:

e Administrative Services Division

e Operational Planning and Analysis Division
Field offices

Internal audit unit, Office of Inspection

Due to the recent introduction of program budgeting
in state government, particular emphasis was placed on
CHP’s objectives and the programs developed to achieve
those objectives. This included a review of program def-
initions and performance measurements.

A number of survey findings indicate the need for
further detailed study of systems and procedures. The
time allocated for the survey did mnot permit such a
detailed study, and this has been pointed out in the full
survey report.

HISTORY AND ORGANIZATION OF THE
CALIFORNIA HIGHWAY PATROL

The California Highway Patrol was created in 1929.
For the first time in California, uniform interpretation
and enforcement of motor vehicle laws was attained.
Traffic officers serving under contracts between the state
and counties were brought together, and from that time
forward were paid out of motor vehicle revenues.

In 1947 the Patrol was separated from the Department
of Motor Vehicles, and established as the Department of
the California Highway Patrol. It is now one of the
three Departments within the State Transportation
Agency.

within its zor
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The Commissioner of the California 1lighway Patrol
is a c¢ivil executive officer appointed by the Governor
with the advice and the consent of the State Senate. A
deputy commissioner carries out duties rvelated to traffie
law enforecement, and a chief of staff carries out duties
related to administrative affairs.

Reporting and dirvectly  accountable to the Commis-
sioner is an Hxecutive Office. This stafl anit includes:

o Jixccutive Assistant
a. Information and Education Office
b. Safety Program Standards Office

e Special Representative

e Office of Inspection
a. Auditor

The Office of Inspection was created on July 1, 1968,
and the internal audit unit was transferred from the
Administrative Services Division. This Office is responsi-
ble for:

Personnel and other investigations

Review and evaluation of punitive actions
Processing of applicant investigations

Review and processing of personnel complaints
Internal audit

Special studies as assigned

S L W00

The Patrol is divided into two main organizational
responsibility arcas. These are:

a. Field operations, directed by the deputy commis-
sioner

b. Administrative affairs, directed by the chief of staff

Six zone offices direet field operations. Their locations
and zone numbers ave:

I Redding

11 Sacramento
ITI San Franeisco
IV Fresno

V Lox Angeles
V1 San Diego

Laech zone office ix responsible for area offices located
within its zone or territory. Area offices range in number
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from nine in Zone I (Redding) to 13 in Zone IT (Sacra-
mento). There are 64 area offices throughout the state.
Additionally, 22 substations and 7 scale or inspection
facility locations are attached to area offices.

Four organizational Divisions provide administrative
support to the California Highway Patrol. These Divi-
sions are:

a. Operational Planning and Analysis
b. Administrative Services

c. Safety Services

d. Training

Each Division is further subdivided into functional
units.

Increase in uniformed strength

Increases in the uniformed strength of the CHP have
occurred in each of the past five years. However, the
most significant increase resulted from the passage of
Scnate Bill 317 (Chapter 2031) in 1965.

These amendments to Sections 9250 and 9253 of the
Vehicle Code incrcased motor vehicle registration fees
by one dollar in each of the years 1966, 1967, and 1968.
The additional revenue was to be used for doubling the
size of the California IHighway Iatrol.

The CHP had little or no advance notice of the Legis-
lature’s intention to double uniformed strength. Conse-
quently, plans were not formulated to reeruit, train, and
absorb this large increase in strength by December 31,
1968, the date set by Chapter 2031.

A problem arose in determining the base force to be
doubled due to new positions included in the Budget
Act of 1965. The Act anthorized 500 new traffie officers
for the Operation 500 study (discussed later in this
chapter), and 51 new traffic officers for the increased
workload on urban freeways.

‘Whether the base force to be doubled includes or
excludes these 551 traffic officers has not been resolved,
and although the TPatrol has increased its uniformed
strength significantly since the passage of Chapter 2031
the strength was mnot doubled by December 31, 1968.

The table on the mnext page shows the actual and
estimated growth of the CHTP from 1965 through Decem-
ber 31, 1968.

CHP POSITIONS AND GROWTH
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Vacant

Authorized  Filled

erEanRargval >0
WL i
[ax B} =

o ed =g

AR
- o

115“_

06

Juune 30, 1966
June 30, 196

L

June 30,
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Note:

1. The 551 new traffic officers referred to in the text arve excluded from the authorized number of 2,566 traffic officers shown on June 30, 1965, but

36 traffic officers requires a foree of 5,132 by December 31, 1963, CHP estimates there will be 455 vacancies.

)

ber of 3,117 on June 30, 1966.

force of 2,5

»f the base
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JOINT LEGISLATIVE AUDIT COMMITTEE

OBJECTIVES AND PROGRAMS

The responsibility of the California Highway Patrol
is to ensure the safe, lawful, rapid, and economical use
of the highway system. To accomplish this mission CHP

established the following specific objectives:

Encourage the most economic use of the state highway
system by supervising traffic flow, and to prevent
or alleviate congestion and the resulting economic
loss by removing impediments to traffic flow.

Increase highway safety by improving vehicle driver
behavior and attitudes, encouraging compliance with
the provisions of the Vehicle Code, and assisting
other law enforcement agencies in the preservation
of law and order.

Protect the public’s investment in the highway sys-
tem and the users of the highways by control and
inspection of commercial vehicles.

Promote safety by disseminating vehicle operation
and engineering safety information, encourage good
vehicle maintenance practices by Vehlcle inspection,
and assisting the public during periods of disaster.

Protect the public and the state’s highways by
developing regulations governing vehicles used on
the highways and standards of mechanical and
equipment safety.

The Programming and Budgeting System, also known
as program budgeting, has been recently introduced into
state government and is designed to improve the use of
resources. The system is predicated on hetter budgetary
planning, and each department is required to:

® Set up its objectives

® Define programs to fulfill these objectives

® (Classify proposed expenditures by program

® Project expenditures for several years ahead

® Develop and use quantitative data to measure the

results yielded by cach program

To meet these requirements, and to achieve the objee-
tives outlined above, the CHP has set up five programs.
The proposed 1969-70 budget for the programs is as
follows:
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Program Positions Percent Amount Percent

I. Traffic supervision and
services on the state

highway system________ 5,075 61 $75,811,123 65

2. Selective deployment on
the county road system_ 1,014 12 15,006,770 13

3. Regulation and inspec-
ton. ... . 1,155 1 12,778,877 11
4. Records_______________ 198 2 2,441,809 2
5. Administrative support 904 11 10,871,404 9
Total . 8,346 100 $116,912,983 100

In the opinion of the Auditor General’s staff the first
two programs should be redefined. The first and also the
second statement of the Patrol’s objectives are contained
in both programs.

In addition, other matters were found which require
attention before CIP’s planning and budgeting system
can operate effectively. These are:

e CHP’s present accounting system doces not provide
the information needed for cffeetive planning and
budgeting.

e Inspectors and commanders of CTITP zone and arca
offices are not adequately informed about the five
programs referred to above.

Two of the departmental vequivements already  dis-

cussed for the Programming and Dudgeting System arve
the need to:

e Sctup objectives

e Define prograins to fultill these objectives

Generally, objectives are established by statute, and

prior to the adoption of program hudgeting there was no
need to define programs. IHowever, they are now of
eritical importance.

Programs represent orgaunized activity to achieve ob-

jeetives, and program definitions are developed by identi-
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fying the specific objective served by each activity. Ac-
tivities may change or be modified ; these are management
decisions. Similarly, programs and objectives are mnot
static or fixed, and may change from time to time.

However, a program should not group together activ-
ities designed to accomplish more than one objective.
Such a practice indicates the need to redefine programs,
or the neced to bhe more specific in identifying and
describing activities.

For example, a traffic officer’s duties during his shift
of work will encompass many combined activities that
serve to fulfill more than one objective. He may:

. Be in view in a moving patrol car

. Issue citations for traffic violations
. Investigate accidents

4. Assist drivers of disabled vehicles
5. Appear in court

1
2
3
4

Activities one through four serve to accomplish two
of CHP’s objectives, as follows:

e Activities 1. and 2. increase highway safety

e Activities 3. and 4. encourage economie use of the
highway

Activity 5. (appear in court) may serve either ob-
jeetive depending on the reason for court appearance.
Consequently, it would not suffice to have a single activity
for court appearances. A more specific description is
needed.

As discussed earlier, the first two programs defined by
CHP are:

1. Traffic supervision and services on the state highway
system

2. Selective deployment on the county road system

These two programs represent 78 percent of the pro-
posed 1969-70 budget, and they inelude 73 percent of
the budgeted positions.

The principal distinetion hetween the two programs as
now defined is highway classification, or the location
where services are performed. Neither CHP’s statement
of objectives nor the Vehicle Code indicates any differ-
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ence in CHIP responsibility or authority with respeet
to these road systems.

Since the Patrol’s statement of objectives implies no
difference in responsibility for the two road %\stun% it
should not be the designated veason for the Jistinetion
between the first two prograins,

Plans are heing made to change the (P accounting
system so that 1t will aceumulate costs in lne with the
recently introduced program budgeting concept. Tlow-
ever, the changes will not provide aded uaie cost informa-
tion for CIHIP management. Guly man-hours will be
classified by program, and all other costs will be pro-
rated between several programs.

The plans should be changed to provide hetter eost
information by program, progiam clements, or subdivi-
sions of programs. This will cnable CTTP management
to:

¢ Compare planned cost with actual cost for cach pro-
gram and program element

e (‘ompare benefits resulting from ecach program or
program clement with (0%1:% incurred

® Develop information for the T.egislature so it can
evaluate the reasonableness of costs e urred to pro-
vide services

Administrative personnel at CTIT headguarters devel-
oped the concepts for ('HP's prograin budgeting, Also,
they have developed new field operations reports o be-
come effective Tmn(n\ 11969, "Fhese reports will show
man-hours spent on cach program, but will not show
budgeted man-hours applicable to ¢ el aren office,

At the time the Auditor General’s staff visited CHP
zone and area offices, Tnspectors and Convmanders did not
know how they would use program hudeeting in the ficld.

Most decisions regarding manpower deplovinent ave
made 1n the field, and these decisions often cause man-
power to he shifted from one program to another. Tn-
spectors aud Commanders <hould he insdvected o pro-
graiy hudgeting as goore ax possible. T thix i not done,
management at (TP headguarters will not e able 10
control program hudgeting effectively.
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PERFORMANCE MEASUREMENTS

In the preceding section we listed the requirements
for program budgeting. One of these is to develop and
use quantitative data to measure the results achieved
by each program.

With few exceptions, CHP’s program budget does not
set forth such quantitative data, and we identify this
type of data as program output measurements or per-
formance measurements.

CHP program number 3. (Regulation and Inspection)
contains 16 program elements, and some output measures
are implied. However, most of these do not measure
performance, but serve as indicators of program size
or volume. A true measurement of performance is pre-
ferred, but this is not possible for some licensing and
inspection activities.

Performance measurements are essential whenever
possible. They provide the means to evaluate results
achieved by each program, and the basis to analyze
costs and benefits.

Similarly, performance standards are also necessary.
They provide the yardstick against which progress in
achieving objectives is measured. In addition, they estab-
lish the expected accomplishments or results for each
program.

Due to the fact that performance measurements are
not now used, it is impossible to determine:

e How CHP’s existing uniformed strength can best be
used, and

e What CHP’s optimum strength should be

As reliable measurements of program results are
identified and developed, CHP should begin to use them
to answer questions on manpower utilization and other
related problems. This can be done with models simulat-
ing performance under various conditions, and will pro-
vide information upon which to base better decisions.

To meet requirements for program bhudgeting the
following recommendations are presented:

1. Develop performance measurements and perform-
ance standards for each program
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2. Provide the Transpoitation Ageney with capability
to supervise, coordinate, and control all budgets
within the ageney

3. Intensify analysis of data gathered in the Operation
500 study

4. Begin development of models

CHP has conducted two studies to determine the
influence manpower increases have on traffic accidents.
One study, Operation 101, was conducted in 1964, Ifor
this study, a 35 mile section of Ilighway 101 near Ocean-
side was selected for intensive traffic enforcement, and
traffic officers were incereased in number from 18 to 36.
When compared with the experience of the preceding
three years, the study showed a decrease in the rate of
personal injury accidents.

Due to the positive results of Operation 101, a second
study, Operation 500, was instituted in January 1966
and completed in Mareh 1968.

For this study, 500 additional traffic officers were
assigned to six arcas with high accident frequencies.
Purpose of the study was to obtain additional informa-
tion on the correlation between intensified patrol efforts
and the accident rate.

These studies have pointed out the difficulty in analyz-
ing and measuring results of  enforcement  activities
designed to reduece accidents. Some factors are diffienlt
to identify, and others may not he influenced by enforce-
ment activities. Kxamples of factors tnvolved are:

o Weather

e Highway congestion
e Road construction

® Speed

® Driver inattention

There ix a critical need to evaluate all the factors
involved n accidents. Fuvlier, there s need to know
which contributing factors can he diminished or elimi-
nated by inereased enforeement aectivities.

The Patrol ix continuing to analyvze the results of the
two studies mentioned above. Considerable work remains
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to be done before conclusive statements can be made on
the subject.

One purpose of the Programming and DBudgeting
System is to bring together all costs ineurred in achiev-
ing an objective so that decisions can be made in the
allocation of resources.

In most cases, such decisions do mnot involve more
than one department or organizational unit. However,
in part the objectives of the California Highway Patrol
coincide with objectives of the State Division of High-
ways. Both these organizations are units within the
Transportation Agency.

The objectives of the CHP to increase highway safety
and encourage economic use of highways are also prime
objectives of the Division of Highways.

The CHIP and the Division both contribute to achicev-
ing these major objectives. Consequently, analyses should
be made to identify their respective contributions. Their
separate performance should be measured and evaluated,
and the results of their program activities will provide
a basis to study costs and benefits. These studies are
important because:

e CHP and the Division have common objectives

e Support for each is provided from the same revenue
source

® Decisions to allocate this revenue can be made on the
basis of measured benefits derived from the dollars
expended

While CHP and the Division have common objectives
and support, cach will pursue its own objectives inde-
pendently. With these competing demands on the same
revenue source the Transportation Ageney should take
a more active role in planning for CHP and the Division.

Although the Division budget is under the jurisdiction
of the State IHighway Commission, while the CHP
budget is subject to regular administrative and legisla-
tive control, the Transportation Ageney should have re-
sponsibility to:

e Review and approve program definitions

® Review performance measurements

® Prepare analy

e Kivaluate the
ing common ol

® Determine the

The Operation
cussed carlier wa
the correlation be
ment. After full ¢
lishing standards

The incomplete
number of signifi
tion shows that:

e Overall, the
anticipated, b

® There is no ¢«

® Personal inju
creased mark

® The number
number of p
creased.

This informati

e Why did the
pated ?

e Why did the
tern of chang

e Did intensifi
creases in the
number of v
tributable to

e e Weather
e e [Tichway
® ¢ Opening (
e ¢ Change i1

e o Change 11

The answers 1
available from (




DIT COMMITTEE

teinents ean be made on

unming and  Budgeting
costs Incurred in achiev-
ymis can be made in the

w do not invelve more
izational wnit. TTowever,
lifornia Iighway Patrol
State Division of Iligh-
s are units within the

increase highway safety
highways are also prime
ighways.

th contribute to achiev-
squently, analvses should
tive contributions. Their
measured and evaluated,
n activities will provide
efits. These studies are

conimon objectives

1 from the same revenue

cnue can he made on the
lerived from the dollars

have common objectives
its own objectives inde-
o demands on the same
fon Ageney should take
r CHP and the Division.
is under the jurisdietion
ission, while the P
ninistrative and legisla-

Sgeney should have ve-

Cdefinitions

INCeNLE

available from CHP. In addition, 1t cannol he aneer-

BIENNIAL REPORT

® Prepare analvses of costs and benefits

e valuate the vegpective contributions toward achiev-

ing common ohjectives

® Determine the best use of available resourees

The Operation 500 study conducted hy CHP and dis-
cussed carlier was undertaken to develop more data on
the correlation Detween aecidents and intensitiod enforee-
ment. After full analysis this data should assist in extab-
lishing standards and measureinents.

The incomplete analysis already made does reveal a
number of significant points. For example, the informa-
tion shows that:

@ Overall, the number of accidents did not decrease as

anticipated, but incireaged instead.

® There is no congistent pattern of change in aceidents.

® Personal injury and property damage aceidents in-
creased markedly, but fatal accidents deercased.

¢ The number of accident vietims inereased, but the
number of persons killed and severely injured de-
creased.

This information prompts the following questions:

® Why did the results vary so widely from those antici-
pated ?

o Why did the six aveas show sueh an ineconsistent pat-
tern of change in aceidents?

e Did infensified cnforcement  activity produce  de-
creases in the number of fatal secidents and in the
number of vietims killed, or are the decereases al-
tributable to other factors? For example:

e ¢ Weather conditions

e o [[ighway imiproveiments

e o Opening of altermate routes

e e (hange in traffic patternsor voluine
® 0 Chaunge in =peed Tnnts

The answers to questions of this type ave not now
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tained what influence, if any, the study itself may have
had on the results.

Developing more information on accident reduction is
only one of many areas that must be studied by CHP.
Much work remains to be done to find sound and reliable
measurements for all activities, but CHP should begin
as soon as possible to develop models providing alterna-
tives for the best use of manpower resources.

Models are simulated representations of real situations,
and their use in the planning process permits a study of
the probable effects associated with various factors and
alternatives. They also provide the basis to improve de-
cision making.

For example, in deciding the number of traffic officers
to deploy for a special purpose many factors must be
considered. Kach factor represents a variable in the plan-
ning and decision process.

First, consideration must be given on the manpower
required to provide a minimum or other level of service.
Secondly, the effect of the manpower diversion upon
other activities must be determined.

Answers to these and other questions are required for
adequate planning, and simple solutions are not available
due to the dynamic nature of the environment in which
the CHP operates.

The development of models should not be deferred
until all relevant information is collected, fully analyzed,
and evaluated. Meaningful results can be obtained with
assumed information when actual information is not
available.

MANAGEMENT REPORTING SYSTEM

The California Highway Patrol is in need of a better
management reporting system to assist officials at all
levels in reaching decisions. Since September 1, 1968 the
Patrol has been required to use program budgeting, and
this procedure imposes a need for additional cost in-
formation.

In the past, it was sufficient to accumulate expenditures
by such classifications as personal services, operating ex-
penses, and equipment. This must still be done in the
future, but additionally cost information must be ac-
cumulated and classified by program, subprogram or pro-
gram clement, and geographical area.
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In conjunction with the financial cost information, the
Patrol must also accumulate quantitative data relating
to program activities. For example, man-hours spent on
cach kind of program activity must he acenmulated to
determine program cost and program performance.

The Auditor General’s principal reeommendations for
developing a management reporting system are as fol-
lows:

1. Organize a permancnt svstems and procedures unit

to develop and maintain cfficient recordkecping

2. Have the systems and procedures unit develop and
install an improved management reporting system

There arc several opportunities for systems and pro-
cedures improvements. The most significant are these:

e Attendance reporting procedures in CIIT field offices
can be performed more efficiently by computerized
procedures.

® Most forms used hy CIT field offices can be stand-
ardized.

® Accounting procedures in the accounting section can
be simplified, and some procedures climinated.

® Control procedures for citation forms can he simpli-

fied.

® Operating manuals can be improved.

To implement the improvements disenssed above and
to develop and install an prove management reporting
system mueh work will have to he done hy people skilled
In these techniques. This requirement far exceeds the
capacity of the Patrol’s departmental management ana-
Iyst. A lavger and more comprehensive svstems and pro-
cedures unit should he organized for the purpose.

The proposed unit should he staffed with not less than
three syvsfems and procednres specialists, At least one
of them should he experienced 1n designing and installing
computerized procedures. The unit should he responsible
to, and under the divection of, the (hief of Staff, and
it should operate as o staff funetion to all divisions, see-
tions, and offices,

The departmental manacement analvst and the present
supervisor of CITP s office services unit should he trans-
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ferred to the new unit. The latter official should continue
to be in charge of forms control and design.

When the systems and procedures unit has been or-
ganized, CHP should discontinue the use of computer
programmers for systems analysis work. The need for
computer programming work will increase substantially
as soon as the management reporting system begins to
function.

In addition to implementing the improvements already
discussed, the new systems and procedures unit should
begin a work program which will include the following
phases:

1. Improve accounting procedures in the accounting
section

2. Obtain outside help to develop a detailed plan for

designing the most efficient management reporting

system

Study information requirements at all levels of

management

Design an acecount coding system and applicable pro-

cedures

Design management reporting formats

Design recordkeeping input and output procedures

Develop an implementation plan for a management

reporting svstem, and applicable procedures

. Present proposed svstems and procedures to man-
agement at all levels for approval

9. Install approved syvstems and procedures

= ®

®» Ao

FIELD OPERATIONS AND PROCEDURES

California Highway Patrol operations are carried out
by six zone commands, 64 arca offices, 22 area substations,
2 seale stations, and 5 inspection facilities. Therefore, any
improvement in field operations and procedures which
applies to all field commands will have a significant effect
on the overall operation of CHP.

To familiarize themselves with the Patrol’s field op-
erations and procedures, the Auditor General’s staff
visited the following offices:

® .os Angeles zone command

e (Glendale area command

e Baldwin P
e Pomona a1
e South Los
® West Los .
e Oakland a
e San Franc
e Vallejo ar:
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o Baldwin Park area command

® Pomona arca commuand

o South Los Angeles area cotmand

e West Los Angeles area command

o OQakland area command

e San Mrancisco avea conmnand

o Vallejo arca commatid

They found that operations and  proceduies in the
field offices visited were caviied out uniformby with Tew
exceptions. As o vesult, it can be concluded that the in-
formation gathered faiviy represents the manincer in
which operations and procedures ave carried ont ot ail
CHP field commands, exeept for variances in ibe seope
and volume of work.

At cach of the field offices surveyved, a review wag
made of:

e How traffic officers are deployed

e [Tow traffic officers™ performance ix evaluated

® How operating reports received from headquaiters

are used
o The extent to which standavd operating procedures
are used

e (‘ontrol procedures for supplies and equipment

o ('lerical procedures

e Staffing practices in radio dignateh stations

As a resalt of the veviews, it was Tovd that aren com-
manders control the daily deploviment of traliic officers.
This deploviment is based maimlyv on the aves coptain’s
personal judgment, and it has been greatly comnlicated
in certain metropolitan avess by eivil disordens

The survey developed several oppovionitios Tor -
proving present operations and procedures. hese e

e Ntandardizing field ofiice report formy

e sing teaffic officers” fime more offectivels

e Redieing tratfic officers” overtime

o Simplitving attendance reporting procedyres

o Reducing =upply of typewriters

e [iliminating nnnecessaiy fyping
e Simmlifving aceident reporting
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Many field offices design and reproduce their own re-
port forms. In one area office 47 report forms of this
type are presently being used. In many instances these
forms are similar to the report forms required by CHP
heatliiquarters, and they create some duplication of clerical
work.

On the other hand, a field office may develop forms
which help to make procedures more efficient, and when
this is the case other offices should be able to benefit
from it.

Centralized control over report forms should be placed
with the CHP headquarters forms control unit. This unit
now controls most CHP forms.

At the eight area offices surveyed it was found that
32% of the clerical time was spent preparing and proc-
essing reports. Therefore, any improvement in procedures
dealing with report forms can produce significant cost
benefits. In addition, greater standardization of forms
and procedures will reduce the training required when
an individual is transferred from one field office to
another.

The Patrol operates 27 major and 13 minor central
dispatch stations throughout the state. Major dispatch
stations operate around the clock seven days a week,
while minor stations usually operate less than 24 hours
a day.

Three regular dispatch crews operate a station, each
crew working an eight-hour shift. The workload varies
during a 24 hour period, particularly in metropolitan
areas where commuter traffic creates peakloads twice a
day.

To help resolve manpower problems and achieve cost
savings certain dispatchers should work split shifts.
Workload and manpower requirements can be studied
in greater detail, and assignment schedules developed
to meet varying workload needs. The use of part-time
help will also assist the adjustment of the manpower
supply.

The time a CIHP sergeant spends reviewing enforce-
ment and activity reports varies greatly among the eight

area offices visited.
Patrol, the variatic
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area offices visited. Based on information supplied by the
Patrol, the variations are as follows:

Percent of Sergeants’ time

Area office spent on report reviews
San Francisco_____ .. 21
Oakland - ________ 26
Baldwin Park________________________ . __ 27
Pomona________ 35
South Los Angeles _ . _______ __________ 42
Vallejo_ . . 43
Glendale. . .. 54
West Los Angeles_ - ______________________ 65

Much of this review time is spent on checking enforee-
ment and activity reports to see that they are properly
completed. Most of this checking could be done by clerical
employees, and in some offices they are doing it now.
Only reports that are not properly completed should be
given to a sergeant for review and followup action.

Clerks should be assigned to do as much as possible
of the reviewing work, and if this ix done, sergeants can
devote more of their time to field supervision. Thus,
they will be used more effectively.

DUTIES IN CENTRAL DISPATCH STATIONS

Not all field offices staff their central digpateh stations
in the same manner. The following examples shiow how
staffing differs among three of the field offices visited:

Personnel assigned to
radio dispatching duties

Percent of

Percent of Non-
Field office Uniformed total  uniformed total
Vallejo Area Office._ ... __ - - 6 1009,
Oakland Area Office__.___ 14 6497 8 369,
Los Angeles Zone Office__ . 22 487, 24 5207

2—7975¢
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As indicated by these examples, some field offices em-
ploy more non-uniformed employees for radio dispatch-
ing than others. The Vallejo area office has demonstrated
that these duties can be staffed exclusively by non-uni-
formed personnel. Occasionally, when technical questions
come up non-uniformed personnel consult with uniformed
personnel assigned to other duties in the office.

Since most of the radio dispatching duties can be per-
formed satisfactorily by non-uniformed personnel, they
should be employed to the greatest extent possible. This
will provide the following benefits:

® Reduce operating cost of dispatech stations because
non-uniformed radio dispatchers are paid less than
uniformed personnel. (Monthly salaries paid to non-
uniformed dispatehers range from $480 to $584 and
traffic officers are paid from $676 to $783.)

® Increase the time that traffic officers can devote to
patrol duties, thus using them more effectively.

CONTINUE PRESENT ENDEAVORS TO REDUCE
TRAFFIC OFFICERS’ OVERTIME

Recently, the Governor’s Task Force made several rec-
ommendations on how the CHP can reduce traffic officers’
overtime. These recommendations deal with procedures
and endeavors aimed at reducing the time traffic officers
have to be available for court appearances.

The Joint Committec concurs with these recommenda-
tions and suggests that present efforts to implement them
be continued and intensified.

In some areas better arrangements with the courts
have been made to minimize (1) the time a traffic officer
must be available to appear in court and (2) the time a
traffic officer must spend to prepare documents for the
court. For example, the San Francisco area office has
made arrangements with the court to curtail the time to
prepare an accident report by changing it from a de-
tailed to a summarized report.

The overtime referred to above can be further reduced
in some area offices if methods proved to be beneficial in
other offices are introduced to the greatest extent pos-
sible.
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IMPROVE ATTENDANCE REPORTING PROCEDURES

In the eight arvea officex visited, elerical personnel gpend
about 1,10 0 hours a month preparing and processing at-
rendance reports. Most of the imformation used for pre-
paring  these ropmtx ix o already Dbeing transmitted to
CHP s data processing installation, and it would be more
clficient to prepare attendance veports by data processing
methods.

To do this, existing attendanece reporting procedures
Should fivst be stodied in detail to develop the most
cfficient computer procedures. This should be done in
conjunetion with p]annilw and developing the manage-
ment reporting system already recommended.

The estimated savings that ean be realized from proe-
essing  attendance ],(l)Ol‘tb 1)},/ computer will be about
$180,000 a year. Thix estimate is hased on a potential sav-
ing of seven pereent of 400 elerical positions in the field
offices costing about $450 a month plus 20 perecent in
[ringe henefits.

Othm potential savings such as the clerieal time that
could be eliminated in the C'IIP personnel seetion and
applicable filing costs have not heen considered. Also, the
costs of additional required computer procedures have
not been determined. Tlowever, these costs would be in-
significant due to the faet that most needed information
18 already tratsanitfed to the computer svstem through
the daily activity report.

Reduce Supply of Typewrifers

During the smrvey of field offices the Awditor General’s
staff concluded that the qu}\* of typewriters could he
veduced snhstantially, and el of {he fvping work pres-
ontly performed conltd he elbminated.

Baged on an analvsis of the in*[*m*mnﬁun eathered m
nine field offices it was found that only 12 pereent of the
availzhble typewriter hours were need during a day shift.
In addition, the mmnber of tipewriters available execeds
by far the number of <tenographers fypista, and elerieal
peonle emploved.

Clevieal pessonnel 1o the Dox Angeles zone office spend

about 30 pereent of fheiv time ftvping, while elerical
personnel in the area offices devote about 16 percent of
personnel in the avea offices devote about 16 percent of
their timic to fyping work
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Using these percentages and assuming that typewriters
are available for use 126 hours a month, the Auditor
General’s staff calculated the total number of available
typewriter hours, the estimated usage per month, and
the number of hours typewriters are idle.

The tabulation showed that about 400 of the 579 type-
writers presently available are not needed, and the pres-
ent supply of typewriters could be reduced substantially.
A one-time saving can be realized by reducing the supply
of typewriters as recommended above.

At present, many reports and office memos within the
CHP are prepared by hand and subsequently typed on a
separate form. This typing work is unnecessary because
most, if not all, handwritten documents are legible and
serve their purpose just as well as a typed document.

SIMPLIFY CERTAIN ACCIDENT FORMS AND REPORTS

When traffic officers and CHP vehicles or other state
properties are involved in an accident, many CHP forms
and reports must be prepared to:

® Provide the courts with information for adjudicating
accident responsibility and liability

e Establish evidence in documentary form to determine
and authorize compensation to injured CHP em-
ployees

® Record the events that lead to the damage of state
property so that responsibility for the damage and
the recovery thereof can he fixed

o Document relevant events and circumstances to de-
termine what caused the accident

® Accumulate accident data by traffic officer and by
highway location and area.

According to present procedures more than 12 forms or
reports are prepared to fulfill the above requirements.
Most of the information shown in one report is also
shown in other reports prepared for the same accident.

The Auditor General’s staff did not have encugh time
to study and analyze these reports in sufficient detail
to develop detailed recommendations for simplifying the
reporting procedures involved. However, they believe
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it is possible to consolidate two or more reports into one
by redesigning forms so that more than one form can
be prepared in one writing. This would not only reduce
the time it takes for traffic officers and clerks to prepare
them but also reduce opportunitics for making crrors
in transeribing information from one report to another.

The feasibility of preparing some of the abhove reporvts
hy electronic data processing methods should also be
studied.

* * * * *
Implementing the reecommendations in this section can
result in significant savings. These can be made hy:

e Compulerizing attendance reporting (estimated at

$180,000 annually)

Eliminating unnecessary typing and proofreading

Reducing number of typewriters in field offices
Standardizing field office report forms

Changing traffic officers’ work assignimnents

Reducing traffic officers’ overtime.

ADMINISTRATIVE OPERATIONS AND PRQCEDURES

In this section we deseribe the opportunities found
for improving certain operations and procedures per-
formed by the administrative serviees division of CHP.

Except for some weaknesses in accounting controls,
described in a following section, opportunities were found
for:

¢ Reducing handling of supply inventories

e Simplifving citation control procedures

e Improving auto theft recordkeeping procedures

e [mproving accounting procedures

Most CIIP supplies are now available at the followimg
locations:

a. Department of General Services warchouses

b. C'HIP Headguarters stores and equipment warehouse

c. CIIP field offices
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This means that most inventory items are shipped twice
before reaching their final destination. Handling and
shipping inventories in this fashion is expensive, and
results in the stocking of more supplies than necessary.

CHP is one of eight state departments operating a
redistribution warehouse. However, the Department of
General Services has informed the Auditor General that
it plans to take over these warehouse functions as soon
as practicable to eliminate redistribution costs.

To achieve some of these cost savings as soon as possi-
ble the Auditor General has made a number of recom-
mendations to CHP on the requisitioning and shipping
of supplies.

Five clerks in the CHP office services section presently
receive copies of all citations issued to check that cita-
tion serial numbers are accounted for.

This function can be eliminated by the following sim-
plified procedure. The office services section need only:

® Keep a record of the citation book inventory at the
CHP redistribution warehouse (until this facility is
discontinued)

o Keep a file of field office requisitions for citation
books

e Keep a file of control slips for completed citation
books

In the next scetion of this report we deseribe how the
number of copies of each citation can be reduced from
five to three. Future citation books can contain 50 sets
instead of 25, and the office services section would then
have to handle only one-fifticth of the present volume of
paper.

The implementation of this recommendation could save
five clerical positions, or about $30,000 each year. In
addition, it will eliminate the need for many filing cabi-
nets, work desks, and floor space now ocecupied.

The auto theft unit of the CHP special services section
maintains a punched card file on stolen vehicles, stolen
license plates, and felony arrests. The file is also known
as the ““stop card file”’.

CHP’s data processing section punches the cards for
this file automatically when the master license magnetic
tape file is updated by computer. Thus, the punched cards
contain the same information as the master license file.
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More than 50,000 active cards are always in the stop
card file, and combined additions and withdrawals from
the file total 400,000 cards cach year.

It is essential that information on the master license
lile not be lost, and therefore an auxiliary file must be
kept. However, the stop card file does not fulfill this
requirement satisfactorily, and it wonld he more efficient
(o uwse master license magnetic tape files as deseribed
helow.,

The data processing section should keep the following
magnetic tapes in safe storage away from the computer
room:

e Last two dayvs’ master license file tapes

o Current and preceding day’s master license file trans-
action tapes

In this way, a current basis for reconstrueting today’s
master license tape will he veadily available at no addi-
tional cost, and the present stop eavd file can he discon-
{inued.

A clerical cost saving of more than $3,000 a year can
be realized by placing thix recommendation into cffeet.

Most procedures in the CIHT accounting section are
done by hand, and only a few have been automated.
Although the Auditor General’s staff did not make a de-
failed analysis of all accounting procedures and processes
now in use, they found that come can be simplified, elimi-
nated, or performed more officiently by electronic data
processing methods.

The Auditor General has made o numbher of recom-
mendations to CTIP on baprovinge present accounting
procedures, records and files, and reports,

By implementing o1l the recommendations set forth in
this coction, the Joint Connnittee eslinimtes that tangeible
cost savings of appreximately 45000 per vear can he
realized.

In addition. sienifiennt intangeihle henefits can he oh-
tained hy stplifving and computerizing aceounting pro-
cednres wo that they will provide better and more fimely
finaneial information.

INTERNAL AUDIT AND CONTROL

During the survey the Auditor General's stall found
several coudifions that present opporiunities for im-
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proving internal audit and control procedures. Briefly
stated, these are:

o Internal auditing, as now practiced, is capable of
being improved, and its coverage should be extended
to certain activities that are not now examined:

e Citation control procedures should be simplified
e Controls over postage and cash should be strengthened

The Auditor General’s observations should not be con-
strued to be a blanket criticism of accounting and audit-
ing methods. The purpose of the survey is to point out
only those conditions warranting improvements.

The internal auditing function, which is an important
part of the internal control system, may best be under-
stood by first considering the purpose of internal control.

Internal control consists of the functional organiza-
tional plan and all methods and measures adopted by
management to (1) safeguard assets; (2) check accuracy
and reliability of accounting data; (3) promote opera-
tional efficiency; and (4) encourage adherence to pre-
seribed managerial policies.

CHP management, both at headquarters and field
offices, is responsible for internal control, and the respon-
sibility of the internal auditor should be to satisfy him-
self that the system is effective and producing the desired
results.

To improve internal auditing in CHP, the Auditor
General’s staff have made the following recommenda-
tions:

(1) Revise the internal audit program and obtain man-

agement approval

(2) Review internal controls regularly

(3) Improve internal audit reports

(4) Eliminate duplication of work, and clearly define

responsibilities between internal auditing and zone
inspection

(5) Improve testing procedures, documentation of

tests completed, and working paper procedures

(6) Provide opportunity for training an internal audit

sta
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capability beyond that now available to the internal audit
unit. Therefore, a training and self-improvement pro-
eram is necessary so that the andit stadt can, for example:

® Become knowledgeable in the requirvements for pro-
gram budgeting and accounting

® Become familiar with changes in the data processing
applications that can he utilized to improve audit
coverage, and to make audit testing more effective

® Lecarn to apply statistical sampling techniques
e Keep abreast of new or expanded CIHP activities.

Citation econtrol is extremely important to CITI.
Strong control over citations must be established and
maintained so that opportunities for improper use are
minimized, and any irrvegularitics promptly detected.

The principal features of the ecitation control pro-

cedure recommended by the Auditor General are as
follows:

e Tistablishes control in the Office Services Section at
headquarters over unissued citation books held in in-
ventory by the Stores and Fquipment Section, and
over shipments of citation books to field offices

e Hstablishes control in field offices over unused hooks,
and over the numerical sequence of individual cita-
tions issued

o Iliminates two copies from a set of citation forms,
as follows:

Proposed distribution Present distribution

Tield office ield office
Court Court

Traffic violator Traffic violator
(Eliminated) Headguarteis
(Kliminated) Traffic officer

® Provides a positive control in field offices over miss-
ing and voided citation numbers

¢ Provides a file In numerieal order in field offices of
ndividual ecitations issued
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e Histablishes control and positive follow-up procedure
in headquarters for used and long-outstanding cita-
tion books.

Current CHP policy provides that postage supplies
should be replenished quarterly, and that postage on hand
should not exceed three months’ usage.

The Auditor General’s review disclosed that this policy
was not being adhered to by some offices, and in some
cases the supply of postage on hand exceeded five months’
normal usage.

The Auditor General recommends that field offices re-
plenish their postage supply monthly, and the supply on
hand be restricted to one month’s normal usage. He esti-
mates that about $2,600 can be earned annually by in-
vesting the excessive funds now tied up in postage.

The review of cash procedures disclosed the following
control deficiencies:

® Remittances received in the cashiering unit at head-
quarters are not recorded and deposited immediately
upon receipt

® Remittances received in area offices from the sale of
automobiles and motoreycles are not transmitted
promptly to headquarters.

The Auditor General has made recommendations to
correct these deficiencies, and the CIIP accounting officer
has agreed to accept the suggestions to improve control
over cash.

OPERATIONS AND PROCEDURES MANUALS

Due to the widespread geographical operations of
CHP, communication in the form of manuals and di-
rectives is a significant factor in establishing and main-
taining ecfficient operating procedures. Consequently,
CHP has a large number of manuals, and many written
communications are issued to guide operating and cleri-
cal personnel.

To assist in obtaining information during the survey,
the Auditor General’s staff reviewed a number of CHP
manuals, and headquarters, zone, or area office general
orders. As a result, several opportunities were noted to
make CHP’s operations and procedures manuals more
useful.
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In addition, while using the manuals and orders during

the
[ ]

survey several deficiencies were observed. These are:

Manuals, particularly for field operations, were out-
dated

There are no procedures in cffect to regularly up-
date manuals

Headquarters general orders are not incorporated
into manuals

Information is duplicated in several manuals

Field office standard operating procedure manuals
are not standardized, and there are no guidelines in
effect for their preparation

Most manuals do not contain an index

Format and style of writing are not standardized.

These deficiencics should be corrected by (1) develop-
ing efficient procedures for preparing and npdahnn op-

erations and procedure manuals, and (2) bringing

> Pres-

ent manuals up to date on a systematie basis.
In developing these procedures, the following features
should be provided:

Looseleaf standard page format, preferably 814 x 11
inches, with preprinted hoxes for heading informa-
tion, such as manual title, procedure title, date is-
sued, date revised, section number, and page number

Standard three-ring hinder with divider tahs for cach
procedure or mannal seetion

Organization of procedures in smaller sections hy
individual tasks so that sections can he separately
issued where desired

Narrative written in playvseript '1“0‘111;111 ax Hlustrated
in Section VL Toternal Awedit and Conteols, hegin-
ning on page 117

Comprehensive index by subjeed matter 10 make 1t
casier o find wanted information

Procedures for making necessary changes and addi-
trons to manuals.
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The principal purpose of manuals is to communicate
policies, ideas, concepts, and instructions. People are
reluctant to use manuals that:

® Do not look interesting

® Are not well organized as to subject matter
® Do not quickly answer questions

® Do not use descriptive subject titles

® Are filled with details not needed by the user

e Consist of long paragraphs which do not invite easy
reading

® Require intensive reading to understand
® Do not follow a logical action pattern in proper order.

Bringing present manuals up-to-date will be a sub-
stantial and time consuming task. To insure that the
systems and procedures unit of CHP retains control
over manuals at all times it is essential that they be
brought up-to-date according to a predetermined time
schedule.
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CHAPTER TWO
TRANSPORTATION AGENCY

REPORT ON THE REVIEW OF FUNDS USED TO
ACCOUNT FOR HIGHWAY USERS TAXES

In a report dated October 17, 1968 the Auditor General
reviewed the use of the eleven funds, largely under the
authority of the Mransportation Agency, which are used
to account for highway users taxes. The purpose of the
review was to determine whether the management and
reporting of these taxes could be improved with fewer
funds.

As a result of the review we recommended that:

e All present funds, except the Highway Users Tax
Fund, be abolished

® A new State Transportation Fund be established

e All highway users taxes be deposited in the Tlighway
Users Tax Fund

® Refunds, allocations, and expenses of other agencies
applicable to highway users taxes be paid from the
Highway Users Tax Fund.

e All expenditures for transportation, excluding toll
facilities, be made from the State Transportation
Fund

® The flow of funds be expedited by requiring that 90
percent of the net revenues in the Highway Users
Tax Fund at the end of a month he allocated and /or
transferred by the 10th of the following month.

In the review the Auditor General discussed the rvea-
sons why these funds were created, and why they are not
now needed. Many funds were created when the general
accounting system was inadequate, and separate funds
gave the appeavance of better control.

It was assumed that ceparate funds were necessary for
proper reporting of specific taxes, and as new activities
and responsibilities were added 1t was assumed that sep-
arate funds were required for accounting purposes.

(45)
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A brief description of the funds which could be abol-
ished, or in the case of the Highway Users Tax Fund
materially changed by the Auditor General’s recommen-
dations follows:

Aeronautics Fund

Established in 1965 to account for transfers from the
Motor Vehicle Fuel Fund of tax collected on fuel used
for aircraft. Balance remaining in this fund after pay-
ment of refunds, prorata costs of administering agencies,
and support of the Division of Aeronautics is transferred
to the Airport Assistance Revolving Fund.

Airport Assistance Revolving Fund

Established in 1961 to assist local government by pro-
viding mateching aid for airports. Concurrent with the
creation of the Aeronautics 'und the name of this fund
was changed to present title. Transfers from Aeronauties
Fund are used for apportionments and grants to local
government.

State Highway Fund

Transfers from the Highway Users Tax Ifund and
federal aid reimbursements are principal resources of
this fund. Payment of costs of the state highway pro-
gram, and some city street and county road support are
principal expenditures.

Highway Users Tax Fund

This fund receives transfers from the Motor Vehicle
Fuel Fund, the Motor Vcehicle Ifund, and the Motor Ve-
hicle Transportation Tax IFund. Apportionments are
made to cities and countics, and transfers are made to
the State Highway Fund.

Motor Vehicle Fund

Vehicle registration and weight fees, driver’s license
fees and other fees are deposited in this fund. Balance
in excess of the support costs of the Department of
Motor Vehicles and California ITighway Patrol is trans-
ferred to the Highway Users Tax Fund.

Motor Vehicle Fuel Fund

The fuel tax on gasoline and the excise tax on diesel
fuel, plus a small amount of regulatory license fees, are
deposited in this fund. After payment of support to the
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State Controller and State Board of Iqualization for
collection and refund costs, halances ave transferred to
the Harbors and Watercraft Revolving Fund, the Aero-
nautics Fund, and principally to the Highway Users Tax
Ifund.

Motor Vahicle Transportation Tax Fund

The transportation tax of one and one-half percent of
faxable gross receipts derived from for-hive operations
and  furnishing Ieased vehicles, fogether with o small
amount of miscellaneous revenue is deposited in this fund.
After payment of support to the Ntate Controller and
State Board of Fqualization and payient of small sgpe-
cific appropriationg, the Dbalance ig transferred to the
[Tighway Users Tax Tfund.

Street and Highway Disaster Fund

Established in 1965 to account for receipts and dis-
hursements of 40 percent of the one-cent-per-gallon in-
crease in the motor vehicle fuel tax and usge fuel tax in
effect from April 1 through August 31, 1965, At present,
federal aid is the only income of the fund. Receipts from
the federal government arve deposited in the State ITigh-
way Fund, transferred to this fund and then, in parvt,
transferred hack to the State Tlighway Fond. Dishurse-
ments are also made to local governments for cimergency
flood relief costs.

Motor Vehicle License Fee Fund

License in licu fees, house traiter fees, and county ve-
hicle license fees ave deposifed in this fund. After payv-
ment of administrative costs, prinapally to the Motor
Vehicle Fund, apportionments are made fo cities and
counties.

Highway Right of Way Acquisition Fund

This fund was ereated in 1952 to provide Tor advaneed
acquisition of highwayv right of wav. The assets as of
June 30, 1968, consisted of eash and right of wav prop-
ertics offset hy Hahilities of $27,008, 146 due to the Motor
Vehicle Tuel Fund and Moter Vehiele Fund, The ob-
jectivess of {hix fund may he obfained by auvthorizing ad-
vanced acquisitions directly from the State Highwav
Fund or the proposed State Transportation Fund.
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Highway Properties Rental Fund

Established in 1959 to account for the counties’ share
of 24 percent of gross rentals collected by the Division
of Highways on certain right of way rental properties.
As collected, the total amount of each receipt is deposited
in the State Highway Fund with monthly transfers to
this fund. Annually, by November 30th, distribution is
made to counties. Detail records used to determine
monthly transfers to the fund, and annual distribution
to the counties are a part of the State Highway Fund
records.

In response to a request from the Assembly Committee
on Transportation and Commerce, the Director of the
State Department of Public Works replied to our report.

In its reply, the Department agreed that a review of
the existing highway users fund structure was in order,
and that some of the funds could be eliminated. However,
the Auditor General’s recommendations were described
as going too far and provided for ‘‘. . . a fund structure
that appears to be so simplistic as to be unusable”’.

In the opinion of the Joint Committee, the benefits
obtained by reducing the number of funds from 11 to 2
are as follows:

(1) More rapid utilization of resources for their in-

tended purposes

(2) More complete and meaningful reporting of op-
erating results and financial position, and

(3) Reduced administrative and accounting costs

While more rapid resource utilization is the principal
benefit to be realized by the Auditor General’s recom-
mendation, in its reply the Department of Public Works
offers no comment on it.

In most cases, resources for governmental activities
are insufficient to do all that is regarded as necessary, but
there is always a surplus of revenues for transportation
purposes.

In part, this is due to the annual receipt of vehicle
registration and weight fees during the period from
January through March. However, the balance of cash,
investments, and short-term interfund loans on December
31, 1967 in the 11 transportation funds was $214 million,
and this was prior to the year’s renewal receipts.
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These resources are not fully utilized due to present
practices permitting delays before revenue is transferred
fo the fund from which it will be expended.

For example, gasoline taxes collected by vendors in
December 1968 were receiveda hy the state by the first day
of the second month following collection, or Webruary 1,
1969. Most revenue is received on that date. Transfers to
and from the Highway Users Tax Mond were made on
the 25th of the fellowing menth, or Mareh 1969, A com-
narison of the average cash halanee in the State Tighway
Mund with the annna! amount of highway users faxes
(rensferved into the fund indieates an approximate delay
of five months in usage.

Therefore, the gasoline taxes paid in December 1968
were not expended andd wdilized on the stoate highway
system until August 1969, pointing up a total time lag
between collection and usage of cight months.

Ohviously, it is desirable to shorten this time period
if the tasks to be accomplished are important. The Joint
Committee believes they are.

In the Department reply to our veport. it is asserted
that our . . . report is not specific on how financial re-
porting would he significantly benefitted hy creation of
a single transportation fund”’. The report deseribed im-
provement in reporting hoth the financial condition and
results of operations. The following is from page 11 of
the fu'l ¥evort:

“Recause finsneial transactions are veeorded by fund,
it is only by consolidating the vavious fund records
that the total results of operations and financial condi-
tion information hecomes available. Consolidated re-
ports of the vavions funds e not now prenared. As g
conseanence, when information is wanted on the total
oncrations or financial condition, several seurees must
he consnlted. For example, the above schedule of ecash,
investments, and short-term interfund loans was ob-
tained from 17 set of vecovds.”

The sehiedule veferred fo abiove 15 on nage 7 of the full
report. and shows fotal eash, investments, and short-term
mterfund loans emeunting to $214 million 2t December
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31, 1967. In addition, the schedule shows a figure of $351
million at June 30, 1968 from the same sources.
The following is also from page 11 of the full report:

“By replacing the 11 funds listed above with two
funds, improved reporting would result. The imple-
mentation of program budgeting places primary em-
phasis on the best use of resources to fulfill basie gov-
ernmental objectives. To fully realize the henefits of
program budgeting it is heneficial that expenditures
serving the same gencral program he related regardless
of the fund involved. To illustrate, both the Division
of Highways and the California Ilighway Patrol have
as a primary objective the improvement of highway
safety. By accounting for all transportation expendi-
tures in a single fund, the total expenditures for each
objective, such as promoting highway safety, would be
more readily brought together. Under present prae-
tices, there is no consolidated reporting. Furthermore,
differences in the classification of expenditures among
the funds impedes meaningful consolidation of the vari-
ous fund records, and reporting by program is not
practicable.””

Obviously, combining unrelated activities sueh as trans-
portation and education in the same fund would serve no
useful purpose. However, no serious problem is ereated
if unrelated activities are accounted for in one fund be-
cause scparate accounts within a fund ecan serve the
same purpose as separate funds. The state’s General
Ifund is used to account for a variety of unrelated ac-
tivities.

In previous financial audit reports the Auditor General
recommended that at least a few of the transportation
funds be abolished. On November 13, 1968 the Depart-
ment of PPublic Works responded negatively to his ree-
ommendation to abolish the Ilighway Right of Way
Acquisition Fund.

ITowever, less than a month later on December 11, 1968
in responding to the Assembly Committee on Transporta-
tion and Commerece regarding the later recommendations
to abolish ten transportation funds, the Department
changed its position as follows:

“Several of the Auditor General’s recommendations
should be implemented by the Legislature at once. For
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example, there would appear to be no adverse effect
resulting from some restiucturing of the Highway
Right of Way Acquisition Fund and the Highway
Propertics Rental Fund and re-establishing them as
separate accounts within the State Hln]may Fund.
The Department of Public Works would be glad to
prepare legislation implementing this proposal. »

When the recommendations were limited to abolishing
a few of the less impoitant funds, they were not ae-
ceptable. [Towever, when the recommendation hecame one
to abolish almost the entire fund structure the Depart-
ment quickly agreed to abolish a few of the less 1m-
portant funds.

During the current 1969 session of the State Legisla-
ture, legislation has heen introduced by the Chairman
of the Assenbly Committee on Transportation and Con-
merce to substantially implement the Auditor General’s
recommendation on abolishing and revising the trans-
portation fund structure.

If successful, this legislation will result in a one-time
only cxtra dhhllm’uon of $25 million in highwav funds
to Cities and Counties in June 1970. Additionally, the
legislation will speed up distribution of $200 million in
revenue to Cities and Countics, and $200 million to the
State ThHghway Fund for road purposes from registra-
tion fees, cte.

STATE HIGHWAY FUND

The Auditor General’s report on the examination of
the State Thighway fund for the yvear ended June 30,
1966 contained an adverse opinion on the fairness of the
financial statements, and a total of 29 recommendations
were included in the report.

This secetion will summarize the present status of those
recommendations and other related wubjecets

The firm of Price Waterhouse & o, was engaged by
the Division of Highwavs to evaluate the Aunditor Gen-
cral’s recommendations, and {o sugeest a course ol e
tion. On October 10, 1968 Price Waterhouse & Coo ve-
ported as follows:

e Adopt the recommendations in the Auditor General's
report
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® Make a study of the Division’s general accounting
records and procedures in order to streamline and
bring them up to date

® Strengthen the top levels of accounting management

e Take action to deal with the problem of record
storage

® Revise the internal audit organization, programs,
and procedures.

The Price Waterhouse study estimates that 178 man-
months will be required to fully implement all recom-
mendations.

While most of the implementation work will be per-
formed by employees of the Department of Public
Works, a request for proposals from private consultants
to perform a study of the general accounting records
and procedures has been issued. The estimated cost of
this study is $100,000. The contract award is scheduled
to be announced in March 1969, and all work with full
implementation of the system is to be completed by
July 1, 1970.

The end product of the study is to be (1) an operating
general accounting system which is in accordance with
generally accepted governmental accounting prineiples
and, (2) an up-to-date general accounting manual.

Effective January 15, 1969 the headquarters account-
ing department of the Division of Highways, together
with other administrative departments, were transferred
from the Division of Highways to a newly created Divi-
sion of Administrative Service within the Department of
Public Works.

This change is not directly related to the Auditor Gen-
eral’s recommendation, but does indicate that greater
importance is being given to accounting and related ad-
ministrative activities.

Independently of the proposed study of the accounting
system by a private consultant, personnel of the Division
of Administrative Services are continuing to study the
Auditor General’s recommendations.

Financial statements for the year ended June 30, 1968
will be in the format suggested in our report. The Au-
ditor General’s recommendations regarding inventories
are to be incorporated into new supply procedures, and
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2 study of the recommendations regarding fixed assets
15 nearing completion.

A progress report regarding all studies and the imple-
mentation of the recommendations is planned for early
im 1969 by the Division of Administrative Services.

The first recommendation in the report for the year
cnded June 30, 1566 proposed several changes in the
preparation of the state highway budget which would
cnable the budget to represent the fizeal year financial
plan. Neither the studies now in progress by accounting
personnel, nor the study to be made by a private con-
sultant includes consideration of this recommendation.

However, a study now in progress by another con-
sultant has as one of its primary objectives improving
the overall planning and control process. This consul-
tant’s study should produce changes in the budgetary
practices in accordance with our rececommendations. The
study began recentlv, and the Auditor General will con-
tinue to ohserve its direction and progress.

Several years ago, the Auditor General advised the
Joint Committee that some federal reimbursements for
design costs incurred before July 1, 1964 on the inter-
state system were not heing recovered due to the faet the
accounting system did not adecuately identify these costs.
Accounting personnel agreed with the Auditor General’s
findings, but it was recoenized that recovery of the costs
would require time heeanse projeet vecords back to 1956
would have to be analyzed.

This work hag heen eompleted i highway distriet 2
(Redding), and we have bheen informed that an addi-
tional federal reimbursement of anproximately $300,000
has been recovered.

Work is still in process in other highway distriet
offices, and if recoverv in otber distriets is proportion-
atelv the same, potential recovery of these design costs
could he in the amount of $3 to $4 million.

The eurrent hilling svstem for claiming federal reim-
bursements has heen in operation ginee July 1, 1967,
Althoneh the svetem enables more rapid receipt of fed-
eral nrogress pavments it does not improve the ability
to recover maximum foderal aid. The Auditor General
ix in process of reviewing ail federal aid precedures, and
examining speeiiie reimbursements,
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LIMITATION OF EXPENDITURES FOR GENERAL
ADMINISTRATION AND MAINTENANCE
(Section 186, Streets and Highways Code)

At the request of the Joint Committee the Auditor
General has brought up to date the information con-
tained in our 1965 report on the Limitation of Expendi-
tures for General Administration and Maintenance, and
included in our last Biennial Report.

With some exceptions, expenditures from the State
Highway Ifund for general administration and main-
tenance are limited to an amount not exceeding the reve-
nue derived from omne-cent-per-gallon tax on motor fuel.

This limitation gives effect to only one variable, the
changes in motor fuel usage. The highway program has
grown more rapidly than the increase in fuel usage, and
it has been necessary to exclude from the limitation some
costs formerly included in the administrative and main-
tenance classification.

In the 1965 report, the Auditor General recommended
““that a study be conducted to establish standards that
will provide a basis to measure the financial require-
ments of the administrative and maintenance activities
of the Division of Highways so that compliance with a
limitation on mnoncapital outlay expenditures for high-
ways may be achieved without using inconsistent methods
of expenditure classification.”

No action has been taken on the recommendation, and
it appears that the limitation will be exceeded during
this or the next fiscal vear unless additional changes are
made in the cost classification.

The need to revise the classification of expenditures
from time to time is due to the fact the present limita-
tion does not provide for changes in the dollar pur-
chasing power, or incrcases in state and federal motor
vehicle fuel tax rates.

Since the effective date of Section 186, Streets and
Highways Code, the portion of the state gasoline tax rate
available for the state highway system has increased
1069,, and federal aid receipts are now more than 30
times greater than when the Section was added to the
Streets and Highways Code.

The following tabulation shows the expenditures sub-
ject to the limitation, revenue from one-cent-per-gallon
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tax, and the excess of revenue over expenditures for the
past ten years.

As the tabulation shows, starting ten years ago the
excess of revenue over expenditures decreased each year,
until for the year ended June 30, 1963 the excess was
only $1.1 million.

In June of 1963, and during the year ended June 30,
1964, the following changes were made to prevent the
limitation from being exceeded:

(1) Section 188.3 of the Streets and Highways Code
was amended to exclude the cost of maintenance of
all landscaping and functional planting on state
highways from the limitation of Section 186

(2) Planning costs were reclassified as capital outlay
expenditures

(3) The definition of general administrative costs was
revised

While the changes listed above continued compliance
with Section 186 during the year ended June 30, 1964,
and subsequent years, the excess of revenue over expendi-
tures maintains a steady decline.

As a result, the Division of Highways is considering
the following additional changes:

(1) Reclassifying research and development costs as
capital outlay

(2) Removing the legislative portion of the secrvices
of general administrative agencies from the defini-
tion of general administrative costs, and

(3) Removing tort claims from the definition of gen-
eral administrative costs

Tt is clear that the pattern of revising the cost classifi-
cation from time to time to enable compliance with the
code limitation will continue unless there is a revision
of Section 186 to establish a reasonable method of con-
trolling administrative and maintenance costs.

In the last Biennial Report we recommended that a
study be conducted to resolve this problem; we repeat
that recommendation at this time.

REPORT ON REVIEW OF EXCESS LANDS

The Auditor General has reviewed the composition of
the excess land inventory held by the Division of High-
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ways, and the procedures whereby execess parecels are
acquired and disposed of by the Division.

The purpose of the review was to determine the condi-
tions under which property in excess of that necded for
right of way is acquired, the controls exercised over these
excess parcels during the tine they ave held by the state,
and the methods of disposing of excess lands.

Informal excess land records mainfained by the Dig-
trict right of way depariments show an inventory, as
of June 30, 1967, of 10,990 pareels ageregating 30,016
acres, with a recorded cost of almost $53 million,

Across the nation, the various states do not have uni-
form practices regarding acquisition of exeess Lmd)z 'l"hv
statutes of some states lmut acquisition of property to
that necessary for a public improvement, while in nﬂwr
states, including California, the statutes ])1<>vui s sthstan-
tial ldtltude to the hlohwav departnents in this regard.

The California State Supreme Court has reverse d two
lower courts’ findings that the statute undor vhich the
Division of Tlighways acquires execess land was unconsti-
tutional.

The significant inercase in the amount of excess land
acquired in recent years coincides with the inerease in
freeway and interstate highway construction.

Acquisition of excess land (1) is an alternative to pay-
ing severance damages, (2) usnallv is of benefit fo the
grantor, (3) frequently results in ravings to the state,
and (4) most often arises n connection with proper ty
acquired for freeways.

Generally, a remainder is considered for acquisition as
excess land when in the opinion of the Division the owner
cannot reasonably be expected to manage or dispose of
the property without undue hurden.

Landlocking may result fron: the tnlking of leeal necess,
and scevere grade changes ],(%su];hn;: from ents and fills
can have the cffcet of landlocking althougis legal access
has not been taken.

Leaving a vemainder of such size or shape as @ have
donbtful utility, value, or desiiohility o the owner. ov
not capable of mdependent ov ecconomie tse wonld cause
undue burden on the grantor, adjacent property owiers,
and the community.
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The Division of Highways acquires excess land by both
negotiated purchase and by condemnation under the fol-
lowing Section 104.1 of the Streets and Highways Code:

“Whenever a part of a parcel of land is to be taken
for state highway purposes and the remainder is to be
left in such shape or condition as to be of little value
to its owner, or to give rise to claims or litigation con-
cerning severance or other damage, the department
may acquire the whole parcel and may sell the re-
mainder or may exchange the same for other property
needed for state highway purposes.”

In a recent case, the Superior Court of Merced County
and the Fifth Appellate District of the Court of Appeal
ruled that while the Division of Highways could acquire
excess land from a willing grantor, the condemnation of
excess land under Section 104.1 of the Streets and High-
ways Code was unconstitutional.

In this case the Division sought to condemn approxi-
mately 54 acres in order to avoid payment of severance
damages. The acreage became landlocked as the result
of freeway construction on approximately one-half acre,
also acquired from the owner.

By a five-to-two split decision issued on Iebruary 1,
1968 the State Supreme Court reversed the lower courts’
findings on the basis that (1) the taking of property to
avold excessive severance or consequential damages can
be a public use, and (2) it is for the Legislature to deter-
mine what is a public use for the payment of eminent
domain.

The Supreme Court instructed the trial court ¢
that it must refuse to condemmn the property if it finds
that the taking is not justified to avoid excessive sever-
ance or consequential damages. The latter holding will
assure that any excess talxmw will be for a pubho use,
and preclude the deparfment from using the power of
excess condemnation as a weapon to secure favorable
settlements.”’

The Supreme Court decision provides a more precise
definition of the cireumstances which mmust be present to
justify acquisition of excess land.

‘When property is not needed for a public improve-
ment, the taking of such property to avoid excessive
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severance or consequential damages is the public tise
which justifies acquisition.

The present methods of docomenting and accounting
for the acquisition of excess Iand arve deficient, and it is
not practicable to determine irom the records maintained
by the Division of Ilighways whether acquisitions are
justified under the above eriterion.

The deficiencics are as follows:

(1) The cost of the excess land is not distinguished
from the cost of the portion of property needed
for highway construction. Total payment is re-
ported as a cost of right of way.

(2) Value assigned to excess land is an allocation of
the total land acquisition cost based on area, rather
than the estimated sales or exchange value.

(3) Onmly infrequently do records show that a deter-
mination has been made of severance damages
payable if a partial acquisition had been made.

Due to these deficiencies, it is not possible to ascertain
whether the decision to acquire excess land was based
upon excessive severance or consequential damage factors.

In addition, these deficiencies result in the accounting
reports ShOWlllO the financial condition and operation of
the State ]ll()]lway Fund to be materially i error.

In order (1) fo provide the basis for deternining
whether the acquisition of excess land is justified, (2) to
establish the micans for evaluating the practice ol retain-
ing excess land, and (3) to eliminate the delicicncies in
accounting reports and records, the following changes
should be made:

(1) Appraisal reports for acquisition which include
excess land should contain (a) the estimated sales
or exchange value of the exeess land and (h) the
severance da‘umgc related to the excess land.

(2) Severance damage related to exeess land should
be included as part of the right of way cost.

3 Estimated sales or exchange value of excess land
purchased should be accounted for as an invest-
ment.
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(4) At time of sale or exchange of excess land, the
gain or loss should be reflected in the operating
statement.

Current implementation plans of the Division will
result in the present valuation of excess lands being
recognized as an asset, in line with an earlier recom-
mendation by the Auditor General.

However, excess land purchases will be reported both
as an operating expenditure and as the acquisition of
an asset. This duplicate accounting is improper, and
leads to confusing and erroneous financial reports.

The Auditor General also recommends that for all
acquisitions of parcels involving areas larger than those
necessary for right of way, the reasons for the acquisi-
tion of excess land be documented in the records.

While the acquisition of excess land by the Division
and its subsequent disposal at public auction is in many
instances beneficial to the grantor, these transactions
raise the question of the need for the Division to engage
in the buying and selling of property.

To help avoid criticism that the Division of Highways
is engaged in the real estate business, the Auditor Gen-
eral recommends that the grantor be offered a choice of
full or partial acquisition by the Division when it appears
that the excess portion of the acquisition will be sold at
public auction.

The stated policy of the Division is to return excess
land to private ownership as soon as possible. However,
in most cases efforts to dispose of excess parcels are not
made until after completion of construction.

As of June 30, 1967 less than 25 percent of the value,
and only 15 percent of the acreage, of the recorded excess
land inventory was classified as available for sale. Aver-
age time period hetween acquisition and sale of excess
land is approximately five years.

The value of the recorded excess land inventory is
equal to from 20 to 25 percent of the annual expenditure
for right of way, and this investment in excess land
represents the utilization of a substantial amount of
highway money for other than its intended use.

Historically, the Division of Ilighways has received
slightly more from the sales of excess lands than the
cost, which at present is the area allocation of the land
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acquisition cost. However, this experience is based on an
average holding period of approximately five vears.

The questions lacking answers at present arve as follows:
te)

(1) How much reduction in excess land sales revenue
would result if excess lands weie sold shortly after
acquisition, or at some other point in time hefore
five years?

(2) Considering that nceded private construction is
deferred by delaying sales of excess lands, does
increased revenue justify the delay?

In the meantime, while the Auditor General’s recom-
mendations are bemg evaluated, we believe that iural
excess land not yequired for any specifically designated
purpose should be classified as available for sale at time
of acquisition.

A significant difference hetween rural and urban excess
land is that a majority of the rural land is returned to
the same land use, while a substantial part of the urban
excess land is utilized for a different purpose after re-
turn to private ownership.

The absence of a stated policy setting forth eriteria
for holding excess pareels also appears to contribute to
the acmmnﬂatmn of exeess lands.

It was necessary in a few instances to vepurchase prop-
erty after it was sold as excess laud. and therefore there
is comnsiderable pressure to hold on te all exeess lunds.
Several approvals must be obtained ]» t{m ¢ a parcel may
be sold, and only little justification, i any, is needed to
defer sale.

As a result, in highway distriet 8 (Han Derardine)
on route 60, hetween Ifoothill Road and Imterstate Route
10, there ave 1,780 acres of exeess land acquived hetween
1937 and 1961 along a distanee of 5 miles.

In 1963, npon completion of construction, and again
in 1967, the distriet vight of wayv department was vn-
suceesstul in obtaining approval to sell these navecls
The 1.780 acres are held heeanse at some unmowﬁwl
time in the feture there miay be a need to expand the
existing four-lane navrow median highwav, 1o a siv-iane

wide median highwav.

Throughout much of thix aves existing fonee lines are

from 400 to 700 foet apart, whieh would m’(ﬂ hablv aecom-
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modate any future expansion. However, under present
practices 1,780 acres, some almost a mile from the exist-
ing highway, have been held indefinitely.

The Auditor General recommends that specific defini-
tions of the circumstances justifying the holding of ex-
cess lands be provided, and procedures be adopted to
ensure that only parcels meeting the criteria be held.

Considerable variation exists among highway distriets
in the procedure followed and the records maintained
for excess lands. District 4 (San Francisco) has a small
reported excess land inventory in relation to the amount
of right of way acquired, and the highest percentage of
excess land being offered for sale.

However, the small inventory and high percentage
for sale are not the result of acquiring less excess lands,
or of having a more active selling program.

Rather, this results from the distriet recording excess
lands a considerable period, sometimes years, after the
acquisition. At the five other districts reviewed excess
lands are recorded at time of acquisition. As a conse-
quence, the amount of excess lands acquired and the
amount not available for sale are substantially higher
than that reported by district 4.

Variations also exist in the form, content, degree of
accuracy, and timeliness of excess land records. At dis-
triet 11 (San Diego) some excess parcels have been held
8o long there is no longer a record of why the property
has not been sold.

At distriet 3 (Marysville) several parcels which have
heen sold were still carried in the inventory records. In
distriet 7 (Los Angeles) more than a year is sometimes
required to obtain necessary approval to sell parcels. In
distriect 4 (San Francisco) it frequently requires six
months after the decision to sell a parecel to establish the
minimum acceptable hid for public auction.

The Auditor General recommends that division-wide
standards be established for the form and content of
execess lands records, for the timeliness of actions regard-
ing excess land management, and for the procedures to be
followed.

Some property needed for right of way purposes is
acquired by the Division of Highways in advance of the
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construction time. Kavly acquisitions are made under the
following conditions:

(1) Frequently during the period hetween announce-
ment of a pl(um(*d future improvement and ac-
quisition of vight of way, owners experience diffi-
culty in selhng pl()pmty. The Division aequires
property in advanee as an accommodation to gran-
tors under specific civemnstances, e.g., grantor’s
poor health, retirement, Toss of joh, jobh transfer,
ete.

(2) When there is a probability of the development of
property needed for future highway construction,
prompt acquisition is required to stop such devel-
opment and the consequent increase in acquisition
costs. Advance acquisition may be made from cither
the State Highway Fund, or the Highway Right of
Way Acquisition Fund whieh was establwhod for
the purpose of making carly acquisitions.

Counties and local revenue districts are affected by the
acquigition of property for highways. Section 104.6 and
104.10 of the the Strects and Highways Code provide that
24 pereent of specified rental receipts received by the Di-
vision from the rental of property acquirved for right of
way is to be paid to the counties.

For many advance acquisitions, the assessed valuation
at time of acquisition and the removal from the tax rolls
is hased on the assumption the property will be developed
to a higher usage. However, rent veceived by the Divi-
sion, it any, will be for a temporary use and will be based
ol a lower value usage.

Ax a result, there are material differences hetween what
counties and loeal revenue districts would have received
in the form of taxes if advance acquigition had not been
made, and payments of 24 percent of rental receipts.

Significant savings are realized by the Division of
Highways under the advance acquisition program, while
mmmw and Toeal vevenne distriets bear the hrunt of he

deerease 1 tax base.

Ax o rexnlt, the Legisiature 1:1;1'\' destire to consider ai
amendotent to the Streets and Thighwayvs Code providing
an in-licu payvment to counties from the State Thghway
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Fund which would not be limited to the ecollection of
rentals.

For acquisitions made more than a specified period in
advance of construction, i.e. two years, such legislation
would provide that the counties would be paid an amount
equal to property taxes at the current rate based on the
assessed valuation at time of acquisition.

For advance aecquisitions acquired through condemna-
tion proceedings, possession is not usually taken prior to
the settlement. During the interim period between filing of
the suit and trial, which can be a period of years, the
property owner remains in possession but is prevented
from continuing with any development plans.

For property in process of being developed to a differ-
ent usage, continued possession after development has
been halted may be of little or no value to the owner.

The continuation of property tax, the absence of earn-
ings on the investment, and the delay in receipt of reim-
bursement for development costs incurred may be re-
garded as a loss not considered in the judgment.

While there are not many such cases, the Legislature
may wish to consider providing some relief to owners in
advance acquisition condemnation suits.

Legislation which would permit the owner to petition
for transfer of possession at any time after the condemna-
tion suit is filed would provide the following benefits to
owners in return for early transfer of possession:

(1) A condemnation deposit would be made which could
be withdrawn by the owner

(2) Legal interest would start to accrue on date of
transfer of possession

(3) Property taxes would be discontinued.

An alternative to the above would be to provide by legis-
lation that a property owner in a condemnation suit may
request within a specified period of time after the suit has
been filed, e.g. 30 days, that the action be heard within one
year. The court must then so schedule the trial, and no
delays would be permitted.

At present, it is possible for a public agency to stop
development of property needed for a future public im-
provement without having funds to acquire the property.
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Upon presenting s offer which s not aeeepted, the

overntnental ageney ean e aeandemnation suit and stoy
rther development, U tie pioperty i not mediately
needed, possession is nut g(*qu«natmh and funds are not
required.

By obtaining tvial delnvs it 1w ondhle to dofer any pav-
ment undil the ,y-u perty i needed, Sthough both of the
above suggestions for 1(“\‘%?\4111\0H)lm](!(“ ation woulkd pre-
vent this pr actice, the lottor sugmesiion would be moere
ceononticar from the staidpoiut Ol 'Hw siate.

While hoth propesals wouta cecomplish the sarie ends,
(he first one wu?d ot vrovide pablic ageneies Hl‘x? “”‘]
fcad tinie hefore the <<>n<"w pation deposit was reqoived.
Under the second propes: v puhilie ageneies conld Im\c Ujs
to 1T months” notice hetore iiwluu were requived.

Also, undei the secovd proposs! public agencies would
more firequently obtain the henefit of Section 1249, Caode
of Clivil Procedure, which provides that if the trial areres
within one vear after date of filing, the date foir valuation
will he the date the complain 1‘ '!n«! sinmons was filed.

The Division ni Hwh\\ Bos replied 1o the A

Linditor
General’s Report on Review of Pueess Lands, Toits venly,
the Division agreed to zu-«wm all recommendations con-
tained in the report.




CHAPTER THREE
UNIVERSITY OF CALIFORNIA

REPORT OM FINAMUIAL PRIACTICES

In accordance with the provisions of Assembly Con-
current Resolution No. 22 adopted by the 1967 Legisia-
fure, the Joinut Legislative Audit Committee entered into
an agreement with the Joint Committee on Higher Kdu-
cation for an examination into several aspects of the
financial practices of the University of California.

Due to a time factor and other problems, the Auditor
General’s examination did not constitute a full aundit of
the University system. Rather, the work consisted of a
series of special studies made under the direction of the
Joint Committee on iligher Education. The following
subjects were studied:

1. (lassification of income

Classification of expenditures

Analysig of instruction and departmental research
expenditures

Analygis of organized researeh

Deseription of medical center operations

Auxiliary enterprises

Tnvestment management.

.

SR

In onr opinien, the work completed at the University
represents only the start of a full finaneial examination
of the practices and stiructure of the system, and the
Joint C'ommittee is hopeful that this work can be con-
tinued at a Iater date.

The principal objective of the examination was to
obtain information on the University s sourees of funds
and the uses of funds. The Auditor General found that
adequate information is available on the sourees of funids

However, the Aunditor General also found that the
present accounting svstenn and resulting financal reports
do not adequately diselose the costs of operating the Uni-
versity, or the unit eosts of the end produets of the Uni-
versity sueh as ity of instruetion by level of instrue-
tion
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The accounting system is designed primarily to main-
tain accountability for custody of funds, and to assure
compliance with the restrictions placed on use of funds.
These restrictions include those resulting from use of
state and federal fuunds, private contracts, grants and
donations, housing and parking bonds, and restrictions
imposed by the Regents.

The budgetary classification of proposed expenditures
determines the accounting classifications, which in turn
establish the pattern for financial reportlng

In order to disclose the financial affairs of the Uni-
versity in a more meaningful manner, program bhudgeting
and cost accounting systems mneed to be designed and
implemented.

The use of program hudgets and cost accounting in-
formation would enable the Legislature and the Adminis-
tration to make more informed financial decisions re-
lating to fees, service charges at hospitals, contract costs,
overhead recoverics, expansion of the University or other
segments of hlgher eduecation, specialization as to cur-
riculum or research, and numerous other matters.

The analysis of instruction and departmental research,
organized research, and the medical centers disclosed a
need for some form of faculty and staff time reporting
to serve as a hasis for distribution of payroll costs to
the programs, projects, services, or produets benefited by
the work performed.

Under the present system, all faculty salaries and ex-
penses, except for extension and certain medical faculty,
arc charged to instruction and departmental research
regardless of the activity benefited by the work per-
formed.

The Auditor General recommends that a study be
made to develop a system of faculty and staff time re-
porting for the reasonable allocation of payroll costs to
programs or projects henefited by the work.

On certain research projects the sponsor, whether the
federal government or a private contractor, requires that
the University make a contribution toward the support
of the project. The University’s contribution usually is
the faculty time and expenses.

This contribution by the University to research proj-
ects is accounted for as an instruction and departmental
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research expenditure, wideh does not aﬂwuaici\ dm fose
the coh”ﬂ‘ibnﬁun i budgets andd finaneial veqs

The Auditor General recommerds that the Un‘i '\'(‘l‘}%i)l'\fqh‘
<0nt1'11)ut1011 to extramurally fonded rescareh yprojects
he accounted for and reporfed separately froimn instrae-
tion and departmental rescarveh expendituie classifica-
tions.

Nonresident tuition raiex set by the Regents ave not
hased strictly on cost or a fixed pereentage of cost. Based
apon the University's e lm,,mm.\ of (avm(wo w\t por

students, the fees for the past thice yvears were 2900 449,
and 519, of cost for ]()()—i—m 1965606, and 1() >€) 7 yel
spectively.

The Auditor General recommends that the feasibility
of setting nonresident tuition rates at a pereentage ol
cost be studied.

It has been recommended by the Universify’s own
auditors that staff benefits, amounting to more than &17
million for 1965-66, he charged to the same expenditure
classifications charged wiﬂl the salaries and wages upon
which the staff henefits are hased.

The Auditor General (1,;:1 ces with this recommendation,
as it will improve financial veporting and serve as a
beginning toward establishing cost accounting and pro-
gram hudgets.

Fndowment funds, dneluding  unrestricted  receipts
classificd by the Regents as endowment funds, inereased
259 in the two-vear period veviewed, The nevease went
frotn $165.9 million at June 20, 1965 {o $207.8 willion
at June 30, 1967, Apparcitiv, no poliey has heen estal-
lished velative to the size of cndowinents a public insti-
tution mayv accunlate,

The Auditor feneral recommends that o study be
made of the Upiversihy s cndowments to ¢ in extab-
Lishing a policy vegavding accumulation and use of cn-
dovinent  funds.

The primary measurement of  investiment periorin-
ance vsed by the Tniversdity s aoweighted avernge rate of
return on the average hook valite of fnvestienis

This method by aceeptable for veporting perfor:
on short-terin investments, but is not a vealistic measire-
ment of nerformance for long-term investinents. For
the vear cided June 300 1967 conmmon stock dividends

Gree
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represented a 7.07% return on book value, and a 3.26%
return on market value.

The Auditor General recommends that the University
report the rate of return on market value in order to
fully disclose its investment performance.

Intercollegiate athletics are accounted for partly as
an auxiliary enterprise, partly as an organized activity,
partly under instruction and departmental research, and
in a number of overhead expense accounts not allocated
to the athletic program.

The expenditures are supported from state funds,
student fees, and income from athletic events. Under the
present system it is difficult to determine the cost of
the intercollegiate athletic program, to what extent the
intercollegiate athletic programs are self-supporting,
and the amount of state funds used.

The Auditor General recommends that the full costs
of intercollegiate athletics be accounted for and sep-
arately identified in financial reports.

We have summarized the sources and uses of funds
for the year ended June 30, 1966 in the schedule which
follows. The schedule reflects rough estimates of pro-
gram costs by applying overhead to programs and by
reallocation of expenditures. The expeditures are real-
located between programs based upon information dis-
cussed in the full report on allocation of instruction and
departmental research, and organized research, to
programs.

We do not claim that the schedule discloses final,
aceurate program costs or uses of funds, and we have
included extension, hospitals and elinies in publie serv-
ice. Student fees allocated to public service are primarily
extension fees.

ADJUSTED CURRENT FUND EXPENDITURES BY SOURCE OF FUNDS AND BY PROGRAM

YEAR ENDED JUNE 30, 1966

(Amounts in Thousands)
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REPORT ON THE ACQUISITION OF CERTAIN PROPERTY
IN LA JOLLA BY THE REGENTS OF THE
UNIVERSITY OF CALIFORNIA

In accordance with a request by the Joint Legislative
Audit Committee, the Auditor General reviewed the
purchase of certain property in La Jolla, California by
the Regents of the University.

The land in question covers 130 acres in a prime resi-
dential, single family, luxury estate with occan front-
age, a private track for exercising horses, stables, and
a private beach. The estate is known as La Jolla Farms
Properties, and homes at this location have been ap-
praised at values ranging from $70,000 to $300,000.

At the time of the Auditor General’s review, a total
of 37 homeowners were living on the estate, and as
part of the purchase agreement between the University
of California and La Jolla Properties, Inc. these home-
owners were required to give the University first right
to purchase their homes should they choose to sell. An
additional 20 owners of unimproved lots were covered
by the same agreement.

The University has taken title to 34 subdivided un-
improved lots, the private racetrack, stables, beach area,
and two private homes. One private home with an ap-
praised value of $300,000 has been designated as the
residence of the Chancellor of the University of Cali-
fornia at San Diego.

Available records indicate that the University paid
$68,181 over the appraised value to obtain this property.
With interest added, the cost of the residence will
amount to $490,459.

The agreement between the University and La Jolla
Properties, Ine. established a purchase price of $2,-
825.155 for the 130 acres involved. This amount is to be
paid over a ten-year period in equal monthly payments
at an annual interest rate of 6%. Pr epayment of interest
is not perinitted under the terms of the purchase agree-
ment, and the cost of purchase therefore will be

$3,722,199.

A guarantee has been given by the University that
interest paid shall be tax-free to the seller. Interest costs
over the ten-year period will amount to $897,044. Should
the U.S. Internal Revenue Service rule that this interest

is taxable, addi
be required.
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is taxable, additional payments of up to $1,618,692 could
be required.

The property reviewed is divectly to the West of the
San Diego cainpus of the University, and frouts on the
Pacific Ocean. The purchase agirecients state that the
property is mneeded by the Regents of the University
for use in conjunction with the developient of the San
Diego campus, and for the general purposes of e
University.

The agreements also state  that the purchase was
undertaken as an alernative to the Regents™ vignt of
condemmnation.

In respounse to tine Aunditor General’s inguiries, b
Harry R. Wellman informed uws that the Universaty had
not yet developed a master plan for the aiea. lowever,
informal records indicate that the propeities may be
used for housing University officials and faculty.

Later, the Iwgents declared their intent to dispose of
34 subdivided lots in 1977, or upon releage from trust.
Due to provisious prohibiting prepayvinent of prineipal
and requiring deposits to free the parcels from trust,
the Regents’ costs (with interest added but excluding
costs ot any contingent hulmmcs) will average $40, J()‘)
per lot. The lots had an appraised value of qu.) 000 cach
when purchased.

Without question, the Regents have full authority
under the State Constitution to purchase or dispose of
land in the best interests of the University.

However, certain factors pe riinvnt to thisx particular
land acquisition made 1t necessary for the Joint Com-
mittee to bring the matter to the attention of the Fegis-
lature. The factors are sommarized as follows:

(1) Without the present purchase, the University had

available m the San i)v co avea =uflicient reserve
land to accommodate it pmm ted growth to 27000
students hy the year 20000 in addition, the Univer
sity owns 50T acres of former ”;nn') Vot fond
Just six nriles Kast of the San ”3'1\‘514) catmpin. No
plans have heen made for the futire use of fhe
Camp HHiot fand, aud the avatlabiiity of this and
other Iand in the vieinity of the Han Dicgo canas
does not appear to have bheen considered,
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(2) If the purchase of the 130 acres had been financed
through state bonds at the then current interest
rate of 3.759% the saving in interest costs alone
would approximate $419,588.

(3) Of the seven parcels of Iand contained in the
La Jolla Farms purchase, appraisal values arve
available for five parcels. These figures show that,
exclusive of interest costs, the University paid
$500,000 above the appraised value for the five
parcels.

(4) Dependent upon a ruling by the U.S. Internal
Revenue Service, the University has assumed an
additional obligation which could rvesult in the
purchase costs being increased by as muech as
$1,618,692.

(5) Homeowners and owners of lots on the estate can-
not sell their property freely. Promises made to
these buyers of access to the private beach, and
membership in the bridle club with accompanying
stable facilities, hiridle trails, ete. are all revocable
by the University.

(6) The La Jolla Farms acquisition deprived the
County of San Diego of $32,452 in property taxes
in 1967. If the property was fally developed by
private owners the County property tax at current
rates would be approximately $1,775,000 over the
ten-year period of the purchase agreement.

The Auditor General’s report on the purchase of the
La Jolla Farms properties was released in January 1968.
No official response to the ieport was received from the
University of California.

However, a letter dated April 26, 1968 was received
from a menmber of the University Board of Regents
taking issue with the report and setfing forth the Uni-
versity’s justifications for the purchase.

Following an evaluation of the Aprit letter we found
no reason to change any of the material facts as reported
to the Legislature.
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CHAPTER FOUR
CALIFORNIL SYATE COLIEGES

STATE COLLEGE AUXILIARY QROGAMIZATIONS

The California State Colleges” auxiliary orvganizations
and foundations are incorporated as non-p roiit Corpora-
tions pursuant to the general non-prodit corporation law
of California.

Board members conzist of {facully
persoutel of the colleges
rounding :onmmmtun,.

The foundations as organized and operated in past
years have been independent of alinost any control hy
the State of California, the Trustees of the California
State C'olieges, or the \'m“ious control agencies of the
executive braneh of government.

As such, they have been exempt from fiscal and man-
agement control over their hudgets, contracts, personnel,
and other operating functions.

The original purpose of the auxiliary organizations as
expressed in Title 50 California Administrative Code,
Section 4201, is gooted s follows:

CADD activities necessary (o the edeeational program
of o stale colicge, inchuiing service functions, are an
Integral part of the college progeom and shonld be =o
operated.

“Beeause, however, selt-oovermment in stadent affairs
ig desivable and beentve see 2oticilien cannot bhe oper-
ated effeetively and withort andoe diftienity under the
usiiad  govermuental hudpcela:y, ;mwhmm,., amd  other
fisend controls, activities mayv be undertaken by an anxil-
iarv ovganization i order. in the forner instanee, to
foster welf-governmient in <ty l‘m ;‘w‘i'f:\ﬂ‘,\‘ and, in the
latter nwtanee Fde of operation and to
eliminate The would  otherwise

and administrative
, plus individuals from the sur-

(e

anizations have
! cupressed 1n the
e onethode of opera-
and

of the operations




76 JOINT LEGISLATIVE AUDIT COMMITTEE

the number of activities conduced through auxiliary or-
ganizations have increased.

As reported in the Auditor General’s review, the
Foundation at Fullerton State College is in a difficult
financial situation. It is unlikely that such a situation
would have occurred had the State College Trustees
been involved in reviewing and approving the contracts
that caused tlie financial problems.

However, the traditional role of the Trustees in ad-
ministering college foundations has been only advisory,
and assistance was not given until a foundation re-
quested it.

The Chancellor of the State College System has not
been required to participate actively in the administra-
tion of auxiliary organizations. Section 24054 of the
Education Uode states 1n part:

“The operation of state college auxiliary organizations
shall be conducted in conformity with regulations estab-
lished by the Trustees and approved by the Director of
Hinance.”

The only formal regulations established by the Trus-
tees are those published in the California Administra-
tive Code, Title 5. In past years, no specific rules and
regulations had been established relative to off-campus
operations, or the incurring of indebtedness to finance
such operations.

Secction 42406 of Title 5, California Administrative
C'ode, states: “The Chancellor shall prepare and keep
current a list of organizations in good standing. All
auxiliary organizations in compliance with rules and
regulations of the Trustees, and provisions made there-
under, shall be included on the list.

“The C‘hancellor may make such provisions consistent
with law as may in his judgment be appropriate with
respeet to further cooperation and agreements between
anv State College and an auxiliary organization not in-
cluded on the said list.”

Although the above code section permits the Chanecel-
lor’s office to set rules and regulations for the conduct
of auxiliary organizations, in actual practice the auxil-
iory organizations in past vears have operated with few
restrictions except when dealing with other state agen-
cies.
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For example, wntil June 12066 there was no poliey
regarding auxiliary organizations’ inveivement in M'—
campus honsing developments, The noliey when adopie
coquired only that auy sueh plans be approved by the
hancelior’s office.

This requirement did not prevent the administration
at Sacramento State College from forning o separate
corporation in 1967, and entering into i agreement for
the development of a4 million off-campus housing
project without the Chianeellor™s approval,

The role of the Chancellor’s office, up until the time
of this review, had been to preseribe remedies inoan
attempt 1o correct undesivable situations, rather than
to sct meaningful guidelines or engage in management
review of auxiliary organizations.

The finanecial ,)1«}? lems ot Pullerton Miate  Cellepe
prompted the Chavceellor to stop anyv future w['f'-vznn;;us
developments, rathier than establizh cuidelines that nuxil-
iary ol'g(uluahnns could follow,

Fducation Code Scetion 24054 states in part: “The
Departiment of Finance, or a public aceountant seiected
by the organiz rations or funds hereafter deseribed and
in accor dam e with procedures preseribed by the Depart-
ment of Finanee, shall andit any and oll state college
auxiliary funds and funds of ovenninstions nxing the
name of the State, state college, ¢ representing an
official velations “g:- with the mﬂwo G dmeds inowhieh
college officials participate ax Jivectorn ow part of their
Ofﬁulll positions, \'.,haﬂ,m. sl funds be minintained on
cainpus or not.”’

Auxiliary 1»1'0';»n*iz:xfiwm& of the Oqlitorpio Minte gl
leges ave rwh‘tu bhy o publie cecnvntant op the Hw;» :
m*nt of Winanee on an annnad G W here o
accountant perforins the pwdin the Doeravtn
nanee maokes on oadditionnt veviow of
ganizations of the college.

CALIFORNIA STATE COLLEGE AT FULLERTON FOUNDATION

The finaneial difficuition experienced by the Fufierioo
College Foumdation vesulted from the ugw!“ ku;-z o
camnbus housing, food wepviee, cud oo b
lm]am on of the imuhh fens enrrent hmﬁtca ot Jan-
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uary 31, 1968, by service activity, are shown in the
following Table 1.

Table 1

CALIFORNIA STATE COLLEGE AT FULLERTON FOUNDATION
CURRERNT LIABILITIES, BY SERVICE ACTIVITY
JANUARY 31, 1968

Service Activity Amount
Bookstore _ __________ . $463,274
Housing .. 431,292
Food Serviee_ _____________________________________ 83,000
Other______ .. 43,000
Total ___ ... $1,020,566

The foundation’s cash balance as of January 31, 1968
was not reported by the foundation. The nearvest date to
January 31, 1968 that the foundation reported a halance
was on February 20, 1968. The balance reported at that
time was $200,000. The accounts receivable balance was
insignificant at that date.

The Auditor General’s investigation was directed at de-
termining how the financial difficulties at Fullerton
occurred. The findings irndicate that operating losses ex-
perienced by the bookstore and housing operations, sub-
sequent to moving off campus, resulted in the accunula-
tion of liabilities and the depletion of cash and other
current assets which had been acceumulated in the years
prior to moving off campus. A brief history of the move-
ment off campus follows.

Off-Campus Operations

The first foundation-operated housing facilities were
built off campus in 1963. The Trustees of the California
State Colleges had anticipated providing on-campus
housing for the colicee. THowever, the president of the
college requested that Fullerton be exeluded from the
trustees’ plans so that the construction of off-campus
housing could proceed. "The request was granted and the
off-campus housing was constructed.

Food service operations are a physical part of the off-
campus housing. The ouly food serviece provided by the
foundation on campus is a small snack bar.

Bookstore opera
heing operated ov
1959.

The results of ¢
ties for the fiscal
Table 2 which follc

CALIFORNIA STAT
MNET INCOME (LC
FISCAL YEARS J

Fiscal Year 1
1961-62_ -
1962-63_ .- -
1963-64_ -
1964-65_. -
196566 __----
1966-67 - - '

Total_______ $

It should be n
until it was mov¢
housing operatior
64 incurred inere:

Bookstore Operatior

Comparison of
the 1966-67 fisca
fiscal year (on c:
expenses subsequ
income statement




IMITTER

e ghown in the

M FOUNDATION
ACTIVITY

Amount
,,,,,, $163,27 1
B 431,202
B 83,000
o 43 000

- ‘nl 0_0

fmmznfy 31, ]968
s nearest date to
ported a halance
reported at that
hle bhalanee was

s divected at de-
wooabt Hullerton
rating losses ex-
opet Fations, suh-
nothe accumuala-
cashi and ofher
ted i the vears
v ol the move-

Cofneilitios were
i the { atifornia
ling  on-campus
veestde aL of the
hided from the
oot off-cammpus
eranted and the

BIENNTAL REPORT 79

Bookstore operations moved off campus in 1966 after
heing operated on campus sinee the eollege opened in
1959.

The results of operations for the three service activi-
ties for the fiseal vears 1961 through 1967 are shown in
Table 2 which follows.

Tabla 2
CALIFORNIA SFTATE COLLEGE AT FULLERTON FOUNDATION
IET INCOME (LO3S) ON AUXILIARY SERVICE ACTIVITIES
FISCAL YEARS JULY 1, 1961 THROUGH JUNE 30, 1967

Fiscal Year Total Bootiztore Housing  Food Service
1961-62._ 7,068 $5,721 $2 244
1962-63 . G,105 5,946 159
1963 64 - (21,767) 12,049 $(16,820) (16,996)
196465 _ - (29,388) 20,371 (56,220) 6,458
1965-66_______ . (71,882) 12,962 (121,200) 6,356
1966 67 (191,582) (32,116) (118,860) (10,276)
Total .-~ $(R00,516) ES3L609  $GE3,100)  $(12,055

B should he noted that {the hooketore made a profit
until it was moved off canpes Te 12560 The off-eampus
hovsing operations from the <ot of operations in 1963-
64 Ticurred inerensing tosse enehy vear
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Table 3

CALIFORNIA STATE COLLEGE AT FULLERTON FOUNDATION
CCMPARATIVE INCOME STATEMENTS, BOOKSTORE
OPERATIONS FOR THE 1966-67 AND

1965-66 FISCAL YEARS

Gross profit on sales_ _

Expenses:

Rent_____________

Salaries and wages _

Depreciation

Operating expenses.

TFoundation over-

head___._______

Total expenses_ . _

Net income (loss)

from operations____
Other income________

Net income (loss) - - _

Increase (Decrease)
Over 1965-66

196667 1965-66 Fiscal Year
Fiscal Year Fiscal Year
(Off Campus) (On Campus) Amount Percent
$639,007 $436,751 $202,256 46
507,810 337,326 170,514 51
131,167 99,425 31,742 32
25,500 295 25,205 8,544
99,497 48,176 51,321 106
9,859 587 9,272 1,580
33,867 5,649 28,218 500
- 3,624 (3,624)  (100)
168,723 58,331 110,392 189
(37,556) 41,094 (78,650)  (191)
5,110 1,868 3,242 174
$(32,446) $42,962 $(75,408)  (170)

The bookstore’s increased expenses were a direct result
of moving the bookstore off campus. Rent expense was
minimal while on campus. The minimum rent off campus
for the 1967-68 year was $49,818 and will increase to
$57,918 per year in the following years. The increase in
salaries and wages was caused by the addition of new
employees needed for the larger bookstore and an in-

crease in the hours of operation.
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Depreciation expense was up $£9.272 due to the acqui-
sition of $76,000 in leaschold nmprovements and $36,000
in furniture and fixtures under a lease purchase agree-
ment.

Operating expenses inercased $28,218 hecause adver-
tlslng msurance, utilities, and janitorial expenses were
not incurred or were minimal while the hookstore op-
crated on campus.

The increase i expenses of $110,392 more than offset
the 1“0L1‘(1\(1v small Tnereases of $31.742 in gross profit
and $3,242 in other income, resulting in a decrease in net
income of “f%”' 408 for 1966-67 as mn‘lmwd with the pre-
ceding yvear’s operations. Operating vesulis for the six
months ended December 31, 1967 indic ate that a loss of
more than the 196667 10.\.\ of $32446 will result from
the 1967-68 fiscal vear operations.

It appears that the financial situation will not improve
in the immediate future for the bhockstore off-camypus
operations. The operating expenses cannot be reduced
substantially without o reduction in services, which conld
reduce the velume sales. The twentyv-five year lease agree-
ment for the hookstore premises provides for a rental
based on a percentage of sales in addition to the mini-
mum rental. Therefore, an inerease in sales would in-
crease the rent expense. DBecause of these factors it
appears that the only solntion to the financial problem
would involve movine the hookstore back on campus into
a less expensive structure.

Housing Operations

The financial situation for the off-campus housing is
similar to that experienced by the off-campus bookstore.
The operating  expenses ineurred by the  off-campus
housing are so high that losses are impossible to avoid.

A comparison of off-campris with on-campus costs at
Fullerton is not possible hecavse there are no on-campus
housing facilities at Fullerton. A comparison of  costs,
shown ax a pereentage of the velated revenue, for on-
canpus honsing pr ovided at cleven other California State
Colleges is shown in Table 4
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Table 4

COMPARISON OF HOUSING OPERATICNS SHOWN AS PERCENTAGE
OF REVENUE—CALIFORNIA STATE COLLEGE AT FULLERTON
FOUNDATION, OFF CAMPUS, AND ELEVEN OTHER
CALIFORNIA STATE COLLEGES, ON CAMPUS
YEAR ENDED JUNE 30, 1967

Fullerton
Fullerton Eleven Other Over (Under)
College Colleges Other Colleges
Revenue______________ 100.09, 100.09%
Operating expenses:
Labor_______________ 24.59%, 39.79, (15.2)9%,
Utilities_____________ 14.8 7.9 6.9
Other_______________ 28.3 16.5 11.8
Debt service.________ 85.1 21.8 63.3
Total _____________ 152.7 85.9 66.8
Net income (loss)_ - ____ 562.7)% 14.19, 66.8%

As shown in Table 4, operating costs for housing at
Fullerton are 152.79, of the revenue, while the same costs
for the eleven other state colleges are 85.99% of revenue,
a difference of 66.89%.

The debt service percentage is 63.39, higher for Full-
erton than for the cleven other colleges. Two factors
account for this difference:

(1) The facilities cost at Ifullerton, under the terms
of the lease-purchase agreement, are higher than
the facilities cost of the eleven other state colleges.

(2) The facilities cost at Fullerton are heing financed
over twenty-five years as compared with thirty
yvears for the other state colleges.

The ““other” expense classification at Fullerton 1is
is higher because it includes expenses not incurred by
the other state colleges, the main ones being property
taxes and insurance. Another reason is that the facilities
at Fullerton are experiencing higher repair and mainte-
nance costs than those at the other state colleges.
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Utility expense is higher at Fullerton due to a cen-
tralized system of heating and cooling designed to serviee
many l»u]hhnos in the arvea. The mﬂ:ﬂ\:xhun of costs to
Fullerton under this method vesults in higher costs than
those expericnced at the other state college housing
facilities.

AUXILIARY ORGANIZATIONS AT SACRAMENTO STATE COLLEGE

Sacramento State College has four anxiliary organi-
zations conducting college-related activities. The names
of the orgamzations ave:

Sacramento State College Foundation

Foret Foundation, Tne.

Associated Students ot Sacramento State College

SSC College Town

Fach organization is separate from the others and car-
riex on different activities. However, control over all of
the organizations, exeept the Associated Students of Sae-
ramento State Colleee, ix with the President of the col-
lege. This control resides in the President’s power to ap-
point all hoard menbers with the President, or one of
his administrators, being the hoard chairman.

A deseription of cach organization, its activitics, hoard
members, managenment, source of revenue, and other re-
lated data follows.

Sacramenio Sfate College Foundalion

Sacramento State Colleoe Fonmdation is incorporated
as o non-profit corpor: ation with cleven hoard memboers.
Oue member is from the collees administration, two are
from the faculty, and cight ave from the community at
lavge.

Activities supported by the fenndation ave as follows:

Rescareh projects Seholarships

Professional travel Marine Inboratory
President’™s housing £ wnf(*]*uww

Ghuest feeturers Pregident’s dizervetionary
Public relations

Tands to suppert the foundation’s activifies con
from federally-sponsered eontract and grants, nvest-
ment Jneome, private ¢iits and bequests, and occaxional
sales of obsolete equipment items.

Ie
P
t
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The management and administration of the foundation
are provided by a full-tilme manager and a full-time con-
troller. This contrasts with most of the other California
state colleges’ plan of management and administration
where the college business manager functions as a foun-
dation manager and controller. However, the trend will
be toward separate management because of the growth of
the colleges and the attendant growth in foundation
activities.

In addition to the usual activities of the foundation, it
is currently financially involved in an off-campus housing
development to the extent of paying salaries and operat-
ing expenses of the project until operations produce
income. The development will be owned and operated by
SSC  College Town, another non-profit corporation
formed by Sacramento State College administrative offi-
cials. An application has been filed with the Federal
Housing Administration for a low interest rate loan to
SSC College Town. If the loan is not approved, the foun-
dation could be liable for the property taxes in addi-
tion to the operating expenses mentioned above.

Hornet Foundation, Inc.

Hornet Foundation, Ine. is a non-profit corporation
with nine board members. One member is from the col-
lege administration, one is from the faculty, five are
students, and two are from the community at large.

Activities consist of a bookstore and food services for
students and faculty. The operations are self-supporting.

Management of the bookstore is provided by full-time
personnel who are employees of Hornet Foundation.
Food service is provided through a contract with a
private catering firm. Employees and food are provided
by the catering firm, with the college providing the
facilities and equipment. Accounting for the bookstore
and food service is provided by the Sacramento State
College Foundation.

Associaied Students of Sacramento State College

The Associated Students of Sacramento State College
is a non-profit corporation with 15 board members. One
member is from the college administration, one is from
the faculty, and thirteen are students.
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Activities conducted by the Associated Students of
Sacramento State Coliege inciude the following:

Athleties
College Union
le)
Cultural programs Klections
Fine arts Orientation
Publications Social

Academic affuairy
Community affaiis

Activities are supported by a compulsory student men-
bership fee of $10.00 for cach semester and admision
charges for athletic events, social activities, and other
prograims.

Associated Students of Sacramento State €ol 10;:0 Clit-
ploys a full-time manager who is vesponsibie for the
management and administration of all activities. The
manager, for administrative purposes, is responsible to
the ooll(* oe husiness manager.

S S C Coillege Town

S S ¢ College Town was incorporated as a non-profit
corporation. The governing hoard consists of cight mem-
bers. I'our are college administrators and four are from
the community at large.

The corporation was formed for the purpose of aequir-
ing title to, and operating, an off-campus honsing devel-
opment for married students. It is anticipated that the
housing will he transferred to S;wl';un(*nm State Collewe
Foundation upon the retivenment of outstanding inde hitvd-
ness. The final pavinent on presently proposed finane my;
is due July 1, 2009. Future development may requive
additional Toans with a later matur ity date.

S S C College Town is the fivst phase of a five-phase,
$23 nnl ion, 7h-acre complex planned and lwm:z doveloped
by Campus Facilities Developraent Corporation, a Dela-
ware corporation. The development will mmu'“ aoNelf-
eontained community for Saeramento State College <t
dentsand faculty,

SEC College Town has applied for o 3¢ EHOE
Housing Mdministration loan vnder the HLA 291 (D
(3) program. This program ix hasically one whieh cuae-
anfees 1<n!11>< for the construction of low-income housing.
To analify for the loan, specific IV A reoulations must
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be observed. The following list of F H A regulations are
considered the major ones:

The operating budget must be approved by F H A.
A maximum rental rate is set by F H A.
Occupaney is restricted to low-income married students.

Construction costs must be certified to by a licensed
public accountant.

The construction of SSC College Town has been
financed by a $4 million 6%, loan from United California
Bank. Provided that FH A approves the completed
project and guarantees the loan, the interest rate will
drop to 3%.

The physical facilities of S S C College Town are com-
plete, and some reservations have been taken for the 1968
fall semester. Final acceptance of the projeet has been
held up due to certain operating expenses in the S S C
College Town budget which F H A has not approved.
Also, the Sacramento County Assessor has informed
S 8 C College Town officials that the housing develop-
ment is not tax-exempt. Both of these factors could
raise the required rental rate above the present rates
under consideration by F H A.

The administration of S S C College Town will remain
with the President of Sacramento State College. Account-
ing and other clerieal services will he provided by the
Sacramento State Clollege Toundation on a reimhbursable
basis. S S €' College Town’s proposed operating budget
includes $10,617 for the services to he rendered by the
foundation.

The following comments were included in the Depart-
ment of Finance audit report on S 8 ¢ College Town for
the year ended June 30, 1969.

CONTRACTS WITH PRIVATE COMNSULTANTS (TSC-67, 8/28/69)

In early 1968 we reported on the off-campus housing
project at Sacramento State College (S S C-87). In
that letter we discussed the development of 88 € Col-
lege Town from master planning to Phase I construe-
tion. We recommended that close surveillance and
control be exercised over colleges involved in off-
campus development projects.

Action taken by the State College Board of Trustees
outlined policy which should control the operational
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activities of off-campus developments. Howe ;G-n there
s st an hmportant matter which should be resoived.
Definitive policy is needed to Timit the ex 1<m tiat pri-
vate consnltants can subsequently henefit from infor-
mation and associations develone [ ahon' srrveys, he
svrternwide student bousing sor w v points out this need.

My, Warren Rovetel of the Campus Facilitios Asso-
ciates, under contract with the Chancellor’s office, made
a systemwide survey of the feasibility of on-campus
housing. The report was issued in November 1964 for
which he was paid.

Subsequently, Mr. Roveteh acting as the president of
Campus Facilities 'l)(*ulo]munt Corporation (CEHDO)
began negotiations with Sacramento State College of-
ficials on planming and the development of (,ollcgc
Town., CEFDC purchased about 75 acres of land adja-
cent to the college for the site of the housing project.
In February 1966, the Sacramento State (‘ollcoe FFoun-
dation entered into an agreement with CFDC for de-
velopment of Phase (2?%2 rental nnits) of the master
plan. The agreement provides a 159 fee on land costs
and 109 on construction costs. The cost of the entire
project is estimated at around $25 million.

The costs of Phase I amounted to over $4 million.
Apartments were apen for occupancy in June 1968.
The $£1 million morigage was purchased by the Gov-
erinment National Nun,, we Association on April 1,
1969 at 3¢9, interest for 40 vears, as oviginally contem-
plated.

The systemwide surver on campug housing made by
Warren Roveteh provided him with a special oppor-
tunity for developing project<s Sacramento and Chico
State Colleges arve two examples. Whether or not this
should have heen restrietod i hix orviginal survey con-
tract is the question we Hiw

We recommend that the Chaneellor’s office develop
an overall policy ax fo ﬂw o mn- that ;ari\" fo planners,
avchitects, educators, Tood cxperts, efe, who are hired
to make svstemwide o individoal ‘U”&*;.{m SUFVOVS, ¢l
subscquentiy henefit fram inferination and axsociations
developed in theiv suiveys, Thix poliey should he made
a part of wirtten aen Ccements V\Hh consultants hired to
develop plans and to make surveys.
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Other problem areas investigated at Sacramento State
College involving the use of Auxiliary Organization’s
funds were discussed in audit reports issued by the Au-
ditor General and by the Department of KFinance in
recent months. The major problems relate to consulting
and construction contracts.

SERVOMATION CONTRACT

Servomation was granted on January 3, 1967 a four-
vear food service consulting contract by the former presi-
dent of the college without competitive bids. The contract
was terminated after a 90-day notice at July 31, 1969.
The contract provided for services of two full-time and
one half-time consultants. The consulting fee was set at
a percentage of gross sales which is quoted from the con-
tract as follows:

“SERVOMATION’S consulting fee will be based on
a percentage of gross sales including revenue received
as commissions from vending sales (excluding those
commissions from sales in the Residence Halls), and
will be payable monthly within ten days after com-
pletion of the monthly financial statements and will be
computed as follows:

Annual Gross Sales Consultant Fee

Over  $600,000.00 but less than  $800,000.00 10.209,
Over 800,000.00 but less than 900,000.00 10.009%,
Over 900,000.00 but less than  1,000,000.00 9.809%,
Over 1,000,000.00 but less than  1,100,000.00 9.609%,
Over 1,100,000.00 but less than  1,200,000.00 9.409,

The Auditor General’s report took exception to pay-
ments on gross sales of less than $600,000. Servomation
was paid $143,659 for sales from January 1967 through
January 1969. No payments have been made on sales
from February through July 1969 for which fees of
$30,676 have been accrued.

JOHN R. CARLSON ASSOCIATES, LTD.—CONTRACT

John R. Carlson Associates, Litd. of Carbondale, Colo-
rado was paid $9,487 under an agreement dated Febru-
ary 1, 1967 for design and engineering of food service
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lacilities at Sacramento State College. A 5,000 retainer
was paid January 13, 1967, 19 days before the agreement
was sighed. The agrecme nt was signed as of February
, 1967 by the foundation executive director who, accord-
ing to the records, was not employved as such until Mareh
1969. In July 1969 the foundation office decided that
%4,.4.) should be returned and has billed John R. Carl-
son Associates. As of a recent date, the $4,296 had not
heen received.

AL CRL CONSTRUCTION COMPANY

Contracts were awarded to the Al Cal Construction
(‘ompanv for the construction of bleachers and the rvelo-
cation of old bleachers. Al (fal was not one of tho original
hidders on the construction project, hut was awarded
the contract for $44313 on a proposal of $41 613 made
at a later date. No bids were called for on the contract
for $8,750 for the moving of the bleachers. Al Cal was
paid $34,352, which was ‘F1 ,739 more than the original
proposal and $1,289 more t]mn the total of the two
contracts.

BEMJAMIN €. WILLIS EDUCATIONAL SERVICES, INC.

The consulting firm of Benjamin 1. Willis Educational
Services, Ine. was patd K7,950 bhetween May 1967 and
July 1068, A contract without competitive hids was let
for &[«—L( 10 on January 22, 1968, Pavments of  $£3,950
prim' to the contract date were not covered by the con-
tract. Based on interviews with members of o Curricu-
lum !)o\'(‘]n};nwnt Committee of the Departinent of Ele-
mentary FKducation at Sacramento State College, it was
conciuded that no measurable seirviees or value was pro-
vided to that connmiitee by the umm][ it

The Chancellor’s Offiee of ﬂw California State Col-
leges lins supplied the t-w“zwa':mzmm» County Distriet At-
torney information on matters dizeussed in the audit re-
ports o Sacraimento State Colfege Auxiliary Knterprises
RSSOCIATED STUDENTS OF SAM FRAMNMCISTO STATE COLLEGE

The Audit Conmnittee held a meeting in Februars 1969
when 1 hecame aware of an alleged misuse of funds of

the Sesociated Students of San Praneiseo Btate College.
The Commiittee agreed to assist the Mtoriney Geperal’s
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office in its investigation of the allegations. The funds
were placed into receivership by the court, and a limited
audit was made for the receiver by a firm of Certified
Public Accountants. The CPA’s have not been able to
express an unqualified opinion on the financial statements
of Associated Students sinece September 1, 1967.

The Attorney General’s investigation is still in process
at this time.

AUXILIARY ORGAN!IZATIOMS OF STANISLAUS STATE COLLEGE

A Department of Finance audit report on the auxil-
iary organizations at Stanislaus State College disclosed
a cash shortage of $10,665.34. The bookstore commercial
account was short $7, 191.52 and the foundation general
fund account was short $3,173.82. These missing funds
were repaid. The District Attorney of Stanislaus County
was notified of the shortages.

AUXILIARY ORGANIZATIONS OF SAN FERNANDO VALLEY
STATE COLLEGE

A Department of Iinance audit report on the auxil-
lary organizations at San Fernando Valley State Col-
lege disclosed a $3,389 cash shortage. Four bank deposits
of the drama department amounting to $3,276 and one
business office deposit for $113 were missing and unac-
counted for.

LEGISLATION

Legislation to improve upon the management and con-
trol of State College Auxiliary Enterprises’ funds was
cnacted during the 1969 sexsion of the Legislature.

The Joint Legislative Audit Committee combined three
of its bills with SB 19 (Harmer) that covered some of
the same subjeet matter.

An urgeney clauge was added to SB 19 on the recom-
mendation of the chairman of the Audit Committee. The
urgeney clause helped the college administrators in im-
plementing the needed changes prior to the start of the
new school year.

Senate Bill 19, 1969 Session, provides for specific im-
provements to be made in the management and account-
ing for state college auxiliary organization funds.
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The president of cach college b respongible for aseer-
taining that all expenditiuves are in accordanee with the
policies of the Trusdecs Tie s rerponsible for the pio-
pricty of all expenditures and the Integrity of financial
reporting.

The elief fiveal officer of each college s now the cus-
todian of \ﬁhhm orvoanizotion fuids, Annual avdits by

a certitied ublic aceountant ave required aleng with
pub]uahun and wnlv distribution <>I’ the audit reports.
v Fune 5001970 the aoxiiiary argoniznstiom are s

quired to *rfhm. standard pecot "mm, and reporting syvs-
tenmnwide, establish stand .ml.s relative to adequate working
capital, assure that transactions are within the educa-
tional mission of the state colicges, and develop policles
for the use of funds obtained as overhead allownniees,

Commercial serviees, #uch as food service oy bhook
stores, ave required to he self=supporting. Any surplus
funds frrom these services may be used {or purposes con-
sistent with vegulations of the Trustees.

REVIEW OF ADMISSIONS POLICIIS AND
ADINISTRATIVE PROCEDURES

We are in process of 1'(*\'?('»\\1'1": adimissions policies and
procedures within the f&néirw Hiate Colleae gvatem, MThiy
reviow ik heing made at the veguost of the Joint Conanit-
tee heennse <:f§' Dinitetion of eneolbmensts for the 1670
spring vemerter and the vciection of spplicvands for ad-
ANEE i lo o nuniher of colicoes

Pased onoonr review to date ot Macromento State (Col-
lege we have prepaved the necotimanying progross report
and the Tollowing recominendation::

RECOMPMENDATIONS

1. The 454A4»€.~<%< v to Bt Hn'us?izwaim made by com-
mittes of b;m iiento Niate Colleee, he ve-examined
by the (”u‘a Horhoffice aned aHernatives prosented

‘“1 e o f 1‘ 3

. 4 An]]'k o i'“r ‘HM‘EF }‘(;'\‘iAM.:”
e o i

CoT vonms i bours

SN x,hﬂ; < ol b
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Square footage and maximum number of stations
possible.

3. Space utilization standards and formulas for capital
outlay budgeting be re-examined.

4. Faculty staffing formulas and budgeting of non-
teaching positions be re-examined.

5. Increased productivity of faculty be encouraged
through pay incentives and the development of in-
novative productivity programs through research
and pilot studies.

6. Studies be made of ways to assist students to com-
plete their college careers faster, such as through
the following:

—Improved counseling

—More flexible degree requircments

—More scheduling of late afternoon and evening
classes

—Expansion of the sources and number of credits
a student may obtain for:

Individual study

Work experience

Cultural and social experiences

Other educationally valuable activities

7. Consideration be given to renting excess space in
late afternoon and evening hours to local junior
colleges.

PROGRESS REPORT
LIMITATION OF ENROLLMENT

On September 26, 1969 the Sacramento State College
enrollment committee voted to control (limit) enrollment
at 10,800 FTE (full time equivalent—15 units) students
for the 1970 spring semester. The 1969-70 budget for the
college is hased on 11,000 FTE students. As of September
20, 1969 the fall enrollment was reported as 11,093 FTE
students. The enrollment committee is composed of 27
members from top administrators of the college, deans
of each school, the chairman of the Academic Senate,
other committee chairmen, and the student body pres-
ident.

The enrollment «
students as follows:

Cate
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The envollment committee alloeated the 10,800 FTE
students as follows:

i
i

FTE
Category Studeunts
Continuing students. . . L 10,050
New students
Priority pi'()misod to fall 1969 qualified applicants whe were
turned aw: - B . o 380
Other priorities:
Fdueational spportunity program .~ 28
Special high school students - H
Alr Foree Institute of Technology 6 39
Remainder:
Masters and teaching credential candidates . . 66
Upper division transfers 109
Lower division . . 66 331
Total. ... . l(),o()()

Spring 1970 applications for admissions were aceepted
on ()(,tolyer 1, 3969, Those received in the mail up to
September 26, 1969 were returned with a letter instruct-
ing the applicant to apply on Octeber 1, 1969, Those
received hy mail on September 27, 1969 througn October
1, 1969 were Lkept by the «ollogu for processing along
with those received by hand on Getoher 10 1859 ot the
college. ATl applications reecived at the eollege after
October 1, 1969 were vetuined with a letier stafi

e that
SSC spring 1970 admissions were closed. The letter in-
cluded a list of state eolleges with onenings as of October

3, 1969. A copy of the letter follows.

SACRAMENTO STATE COLLEGE
Sacramente, California $5819
Dear Applicant :

Enclosed s vour application for admission to the 1970 Spring semes-
ter. Space enrollment quotes have been et and admission 1o the Spring
semester 13 closed, T vou ave frvansferring from o California junior
colleve vour name and add have hoen neted on o waitine list and
you will be notificd immedidels 7 wo can admit vou for Spring. This
waiting st s valid for Sprine 1979 onlv, Students must vecopniy for
the Fall 1970 semester and mev do =0 bhoeinnine Jenuary 1. 1970,

Your application fee, if vou were vequired to pay the feel is enclosed
either in the form of your returned cheek or money order or a checek
frow the Colliege if vou paid the fee with cash
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We regret that you and other applicants cannot be admitted to
Saeramento State. Please be assured we are committed to enrolling as
many qualified students as we possibly can. You may wish to apply
to another State College for the Spring. The colleges and their cate-
gories listed below and not marked Closed (C) have indicated they
are currently accepting applications.

This application form is being used only by Chico State and Saera-
mento State for the Spring semester. The other colleges use their own
forms and you should write them for their application form and
instructions. All State Colleges will use the common form beginning
with the Fall 1970 semester. The filing period for Fall 1970 begins
January 1, 1970.

COLLEGES AND CATEGORIES OF APPLICANTS
(where openings exist effective 1:00 p.m., Friday, October 3)

First Transfer
time
Fresh. FR SO JR SR GRAD

Chico___________ C C C C C *

Fresno__________ . - - - - -
Hayward_ _______ C C - - - -
HHumboldt_______ C C ) C h 3
San TFranecisco____ C C C C )

San Jose_ _______ C C C C C C
Sonoma_________ C C C C 3 C
Stanislaus_______ . . - - . .
Dominguez Hills.  C C C C > C
Fullerton________ . _ - o . .

Long Beach_____ - . - - - -
Los Angeles_ . ___ - __ - . - -
Pomona_________ - - - - - -
San Bernardino _ _ - . - - _ -
San Diego . __ - -

San Fernando____ > ) Cﬁ C C )
San Luis Obispo_.  C C C C C )

* classified only
Sincerely yours,
Ricaarp J. WARREN
Admassions Officer
New applications foir the 1970 Spring scmester ae-
cepted by the college were grouped as follows:

Junior college transfers____ . _______________ 1,527
Masters and teaching credential candidates. . 520
Lower diviston__ _________________________ 583

Total applicants______________________ 2,636
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An estimated 200 applications arrived at the college
after October 1 and were veturned to the applicants

Based on the (meihmw' committee recompendations
and the expericnce ratio of the i&??!}iil(’l‘ of students to
each K'TH, ihe j«ri‘u\'\'m; Botncis of applieations for
admission within the 331 TR ]mnéi were acceepted and
the remaiuder veloeied. ‘

Apph cations
¥FrE —
Category Litaits  Accepted Pe fcted

Junior college transiers. o 159 275 1,252
Masters and teaching uml("ll'nl ¢:

didates_ .. o 66 156 376
Lower division. [ (6 00 193

Totad oo . 331

Random mumbers were assigned to all applications in
each category. Applications were aceepted in nuinerical
sequence wp to the Hmit for cach eategory. ‘»':li‘i’in”' Tists
were prepared for rejected applications of HoOF ml]wc
transfers and only 100 of the mnsters and im«hmg Cre-
dential candidates. No o waiting list was established Tor
lower division applicants.

Sorne of the applicants selecdted may not be qualified
for admission, miy have heen ;w-r:pu‘d ab other colleges,
or tiay have made other plaiie therefore, i s probable
that =ome of the applicanis on e waiting Het conld he
admitted.

The 10 application fee will he kept by

{
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Most of the rejected applicants on the waiting lists
show addresses that are within commuting distance of
Sacramento State College. Only those applicants who
can afford to live away from home could attend another
college such as Stanislaus or Fresno.

The rejection of lower division students shifts the
burden of educating these students to the junior colleges
and the local taxpayers. Junior colleges in the Sacra-
mento area are crowded. New construction for the Los
Rios Junior College District is being financed by notes
held by the contractors in anticipation of a future tax
increase or sale of bonds.

SPACE AVAILABILITY AND UTILIZATION

Full utilization of the present classroom and laboratory
space at Sacramento State College could accommodate
double the present 11,000 budgeted FTE students. The
utilization of space other than classrooms and labora-
tories needs to be reported and studied further. These
other space requirements include the following:

Faculty and administrative offices
Libraries

Parking

Food service

Housing

The college staff prepared a report as of July 1969
on the number of rooms and optimum student stations
(seats, desks, tables, ete.). The actual number of stations
in these rooms is about 10 percent higher. The maximum
number of stations possible was not reported.
A sommary of the July report follows:

Optimum Stations
Rooms Stations Per Room

Lecture___________________________ 96 4,360 45.4
Seminar. . __ o _____ 18 369 20.5
Laboratories:
Upper division___ . ______ 65 1,431 22.0
Lower division__ - ________________ 37 726 19.6
Research________ . _______________ 17 66 3.9
Self instruction___________________ 24 113 4.7
Total ._____ . 7,065
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726 9.6
665 3.9
113 b7

BIENNTAL REPORT 97

The college is in gesgion from 8 aan. to 10 p.m. on
Vionday, Wednesday, and Friday and from 7:30 am.
to 10 pom. on Muesday and Thursday.

Full utilization o all stations hetween 8 aam. and 5
v, five days a week for 45 hours would accommodate
the following BT students:

Station FTE
Stations Hours Students

Lecture rooms . __ 4,360 196,200 13,020
Seminar rooms_ __ ... ______________ 369 16,605 1,107
Laboratories:
Upper division___________________ 1,431 64,395 2,146
Lower division___________________ 726 32,670 1,089
Reseavch._______________________ 66 2970 99
Self instruetion - ______ . _. 113 5,085 169
Total . ____. 17,690

The above calculations are hased on 15 Liours of lecture
and seminar cqualing one KTH and 30 hours of labora-
tory time equaling one 1T,

Fifty percent utilization of the same sgpace during
the evening from 5 pan. to 10 pan. five nights a week
for 25 hours would accommodate an additional 4,914,
for a total capacity of 22,604 FTE students.

The execess space at state colleges is attributable to
capital outiay standards used in budgeting, These stand-
ards are:

Classrooms and semingr roonms—

34 hours per week at 66 pereent of capaecity

Lower division lahoratories—

25 hours per week at 8 pereent of capaecity

Upper division Iaboratories—

20 hours per week at 80 pereent of eapacity

(Massroomsg and seminar rooms are considerced fully
utilized within the standard when in faet theyv ave used
49.5 peveent of the maxinym utilization on the 45 hour
week:

34 hours divided by 45 hours equals 75 percent

S5 times 66 equals 495 pereent

4—79759
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Standards for lower and upper division laboratories
are set at 47.2 and 35.6 percent of maximum utilization
of the 45 hour week.

It has been called to our attention that office space and
libraries need to be expanded to accommodate more than
11,000 FTE. Office space and libraries are financed out
of state general funds or general obligation bonds. Park-
ing, food service, and housing, if needed, can be financed
out of special funds, foundations, student funds, or other
sources.

Funds have been appropriated for a library building
with a 1972 completion date. A new education building
is under construction and scheduled to open in Septem-
ber 1970. The education building will contain the fol-
lowing:

45 Seminar stations

660 lecture stations

237 laboratory stations

71 faculty office spaces

26 other office spaces

This new building will accommodate the following FTE
students at full utilization during the 45 hour week and
half utilization during the 25 hour night session:

FTE
Day Night Total
Seminar____ . ____ 135 38 173
Lecture_ __________________________ 1,980 551 2,531
Laboratory________________________ 355 99 454
Total ______ 2,470 688 3,158

The September 1970 capacity of Sacramento State Col-
lege, including the above space, is 25,762 FTE students.

An October 13, 1969 instructional room use study pre-
pared by Sacramento State College for the 1969 fall
semester shows that there are 215 lecture rooms and 85
seminar rooms not in use for 3 hours a week each. The
actual number of stations in these empty rooms could
have accommodated an additional 2,696 FTE students
for the 1969 fall semester.
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We did not obtain a report on the number of empty
stations in the rooms that were in use. A space utilization
report on the state college svstem has been requested by
the Joint Legislative Budget Committee and is due
November 1, 1969.

A copy of the October 13, 1969 empty room report fol-
lows:

INSTRUCTIONAL ROOM USE STUDY
Fall Semester 1969
Analysis of lecture and seminar rooms available during the regular day:

Class Period Actual number of Actual number of
Lecture rooms  Seminar rcoms

Mon.-Wed.-Fri. available available Total
S:00-8:50______ 6 11 17
9:00-9:50_ . ____ 4 4 S
10:00-10:50___ . _ 5 1 6
11:00-11:50___ __ 1 6 7
12:00-12:50_ __ __ 7 7 14
1:00-1:50______ 4 5 9
2:00-2:50______ 6 0 6
3:00-3:50______ 40 7 47
4:00-4:50______ 47 5 52
Sub totals_______ 120 46 166
Tues.-Thurs.
730-8:45______ 30 10 40
8:55-10:10_ __ __ 7 2 9
10:20-11:35_____ 3 6 9
11:45-1:00______ 10 7 17
1:10-2:25__ ____ 12 9 21
2:35-3:50_ . ____ 15 0 15
4:00-4:15______ 18 5 23
Sub totals_______ 95 39 134
Totals_ _______ 215 85 300

AVAILABILITY AND UTILIZATION OF FACULTY

The availability and utilization of faculty requires
further study than we have made to date.

Faculty staffing for budgetary purposes is determined
by the application of the faculty staffing formula to the
estimated enrollment for the budget year. The actual
assignment and workload of faculty do not correspond to
the formula.
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About 10 percent of the faculty included in the for-
mula are engaged in non-teaching assignments such as:

College administration
Departmental administration
Research

Counseling and testing

Some of these non-teaching positions are budgeted as
such, but most of them are not. Those not budgeted have
been called bootlegged positions. Some of the non-teach-
ing assignments are part-time, leaving some time for
teaching.

The faculty workload is based on 12 units (hours) of
instruction and three units of instructional-related activi-
ties. The student-teacher ratio is another measure of
faculty workload. The student-teacher ratio at the state
colleges averages 16.3 FTE students per teacher.

By adjusting class sizes, the ratio can be maintained
with a workload of less than 12 units. The 16.3 FTE stu-
dents times the 15 unit full-time load per student results
in 245 units per faculty position. The relationship of
hours taught and class sizes follows:

Class
Hours Size Units
B 81.6 245
6________ 40.8 245
9 _______ 27.2 245
12________ 20.4 245

The student-teacher ratio and units taught at junior
colleges in the Sacraemnto area are as follows:

Student-  Hours
Teacher per
Ratio Student Units
Sacramento City College____________ 34-1 16 540
American River College_____________ 36-1 16 570

Both colleges have stated that a 30-1 ratio of students
to faculty would be desirable.
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Hastings College of Taw, a professional graduate
schoel of law of the University of California, has a stu-
dent-tecacher ratio of 35 to 1 budgeted for 1969-70.

ADMINISTRATIVE FLEXIBILITY

The Chancellor’s office has the authority to transfer
funds Letween State Colieges and between the Chancel-
lor’s office and the State Colleges. Seetion 31.5 of the
budget act has rvepeated this authorization for several
years. In 1969 this authority was placed into the statutes
hy separate legislation.

A detailed veport covering the entire State College
systemn will he issued carly in 1970, and it is the intent
of the Joint Connnittee to review admissions policies and
administrative procedures within the University of Cali-
fornia during the same vear.




CHAPTER FIVE
CITY OF LONG BEACH

TIDELAND OIL REVENUES AND EXPERDITURES

In accordance with the provisions of Chapter 138,
Statutes of 1964, Sccetion 10, the Auditor General has
cxamined the statement of cash receipts and dishurse-
ments from oil operations conducted on tidelands and
submerged lands held in trust by the City of Long Beach
for the year ended June 30, 1967.

The examination was made in accordance with gen-
crally accepted auditing standards, and included sueh
tests of the accounting records and other such auditing
procedures as were considered necessary in the eireum-
stances.

In the Auditor General’s opinion, the accompanying
statement presents fairly the eash receipts and dishurse-
ments on oil operations from lands held in trust by the
City for the State of California for the wvear under
review, on the cash basis consistent with that of the
preceding year.

Leasing of Facilities by the Long Beach Unif

Thums Long Beach Company’s parent companies and
the non-operating contractors of the Long Beach Unit
have contracted to initially advanee money needed for
development and operation of the Long Beach Unit.

These advances will he recovered by the companies out
of proceeds from the sale of oil hefore net profit payv-
ments are made to the state.

The contracting oil companics are not enfitled to inter-
est on the money they have advanced; however, lease
payments, which contain an element of interest are fully
chargeable to unit expense. It ix therefore financially
advantageous for Thums Long Beach Company, pirior
fo payvout, to lease equipment when possible so that
the cost of financing the equipment will he transterred
fo the state and eity who shave in the net profits.
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Following are examples of instances where the cost
of financing equipment has been transferred to the state
and city:

(1)

(2)

(3)

(4)

(5)

Submarine electrical cable and related trans-
formers costing approximately $4 million which
are needed for the life of the field, estimated to be
about 35 years, were leased at an effective interest
rate of about eight percent per year. This rate
represents the added cost of leasing after amortiz-
ing the $4 million cost and deducting estimated
maintenance and property taxes which are in-
cluded in the annual rental. Because these facil-
ities were leased rather than purchased, interest
costs of about $320,000 per year for the life of
the equipment are being transferrcd to the state
and city rather than a one-time charge of $4 mil-
lion for the outright purchase. In the present
agreement the right of purchase has been reserved.

Crew boats, tugs, and barges needed for the life
of the field were leased at rates sufficient to pay
for them in two to three years (maintenance and
crews were paid for separately). At least one crew
boat, one tug, and one cargo barge will be needed
for the life of the field. The present contract
expires in December, 1968.

Substructures used to support the drilling towers
on one of the drilling islands were leased, result-
ing in the transfer of $76,900 in interest cost to
the state and city.

The low bid for drilling from Island Bravo was
rejected and a contract was negotiated at about
the same rates with the second lowest bidder. The
negotiated contract was advantageous to Thums’
parent companies because it required the drilling
contractor to finance the drilling towers and sub-
structures used on the island which Thums would
otherwise have had to pay cash for. However, it
also resulted in a 44-day dclay in the start of
drilling on Island Bravo, delaying the start of
net profit payments and reducing the present
value of future income to the state and city.

The electrical drilling rigs used on three of the
four drilling islands were especially designed for
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use in the drilling towers used on those islands
(conventional rigs were used on the fourth ixland).
These esp: ecially (‘eswnod rigs will have little v alue
once dribing i u,mlpht(d onn the islands where
they arve located. The rigs were furnished by the
11‘1111110“ contractors on the respective 1%Lmds, and
the cost was included in their drilling rates.

This arrangement, which allowed Thnms to pay
for these special rigs over a period of time, ve-
duced the cash advances required of Thinng” par-
rent companies; however, the drilling contractor’s

additional cost of financing these rigs was probably
refle <°ted in higher bids, therehy 1u1ucmg state
and city revenues.

The City of Long Beach reports that it has established
a policy regarding “rental and lease agreements and that
an cconomie dhalysm is required prior to the lease or
purchase of all major capital items.

RECOMMENDATION

The Auditor (General recommends that:
(1) The City of Long Becach and the State Lands

(2)

(3)

Division of the Department of Finance periodi-
cally review rental and lease arrangements to
evaluate their continued financial feasibility using
operating information obtained subsequent to the
previous review.

The City of Long DBeach negotiate a purchase
price for the submarine elcctrical cables, and the
facilitiex be purchased it doing so would result in
an overall inercase in state revenues.

The city diveet Thums Long Beach Company to
obtain competitive bids for, and consider the pur-
chase of, boats and tugs needed for the life of the
field.

Criteria for Evaluaiing Coapital Investments

Numerous investment deeisions must be made i the

course of developing and operating an oil field. Kxamples
of such decisions inelude whether or not to obtain certain
equipiment,
chase it, and whether or n

whether to lease needed equipment or pur-
ot to repair a well.




106 JOINT LEGISLATIVE AUDIT COMMITTEE

The basic factors in evaluating a potential investment
usually are (1) the risk involved and (2) whether the
expected rate of return from the investment under con-
sideration is greater than that from other available in-
vestments.

Because the trust receives alimost all of its income from
the net profits from oil operations, and because any in-
crease in net profits will accrue primarily to the state,
potential investments should he analyzed from the pomt
of view of maximizing the state and eity tideland
revenue.

RECOMMENDATION

The Auditor General rcecommends that the City of
Long Beach confer with the State Lands Division of the
Department of inance and that definite guidelines,
taking into consideration interest rates available to the
city and state, be formally adopted for use in selecting
potential investments in the tideland oil operations.

Cil Shipping Costs Charged to Unit Expense

Electric power for, and maintenance of, the contract-
ing oil companies’ oil shipping pumps is charged to the
Long Beach Unit. There appears to be no provision in
the Liong Beach Unit Agreement or in the operating con-
tract which requires that the Long Beach Unit bear

these costs.

RECOMMENDATION

The Auditor General recommends that:

(1) The State Lands Division of the Department of
Ifinance obtain an opinion from the State Attor-
ney General as to whether the Iong Beach Unit
is required to pay for costs of operating the pur-
chasing companies’ shipping pumps, and if there
18 1no such requirement, whether the unit may re-
cover amounts previously paid.

(2) If the State Attorney General finds that the Long
Beach Unit is not under a legal obligation to pay
for the cost of operating the purchasing company’s
shipping pumps, he recommends that the ecity
exercise its controlling vote in the Long Beach
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Long Boach Unit Data Procsssing
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data processing (lpphumnnf* developed by "Thume, Pre-
lminary desion and cost-henefit data requested by the
State Lands Divicion has uot vet heen developed.

RECOMMENDATION

The Auditor General recommends that Thums Long
Beach (‘mnp.mv take appropriate action to improve 1‘(@
data processing activities.

Long Beach Unit Controllable Equipment Records
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paiies generntly include all hich canipment of a
eapital nature.

RECOMMENDATION
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Long Beach Unit Construction Cost Accounting

During the 1965-66 audit the Auditor General re-
ported that construction projects closed to fixed assets
contained a large number of coding errors, duplicate
entries for equipment, and entries for items which were
not part of the project. He found substantially the same
conditions existing during the current (1966-67) audit.

We have been informed by Thums Long Beach Com-
pany that procedures are now being instituted to provide
for proper future accounting for construction projects,
and that projects previously closed to fixed assets will
be analyzed and duplicate and other incorrect entries
corrected.

Records of Mobil Oil Corporation

In the 1965-66 audit report the Auditor General noted
that due to the involved and time-consuming procedures
required to obtain source documents from Mobil Oil
Corporation it was not feasible, within a reasonable
length of time, to complete an audit that would ade-
quately protect the tideland trust’s interest in the upland
portion of Fault Block Units IV and V.

During the current audit of the Long Beach tidelands
the same time-consuming procedures were still required
in order to obtain source documents.

Mobil aceounts for unit TV and V operations as though
the units were an internal Mobil operation. However,
because of provisions of the unit agreements there are
numerous differences between the records as kept inter-
nally by Mobil and those needed for unit purposes. In
crder to convert the records from Mobhil’s internal basis
of accounting to a unit basis, Mobil’s accountants pre-
pare many detailed and time-consuming worksheets. This
method of keeping records is unnccessarily complicated
and does not offer the built-in controls of a normal double
entry system.

A more direct and probably more economical approach
would be to initially account for unit transactions on a
unit basis.

The work done by the City Auditor at Mohil Oil Cor-
poration, while adequate to provide reasonable assurance
that amounts charged to unit operations are computed
in accordance with the unit agreements, does not provide
assurance that amounts charged to the unit actually
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represent goods and serviees uized on unit wells or facili-
ties. The city has been mceting with Mobil and reports
that some improveinents iu (xuommno reeord keeping

have been made and that new systems will he instituted
in 1969.

City and County Property Taxes

Since July 1, 1963 the City of Long Beach and the
County of Los Angeles have axsessed property taxes
based on the assessed valuation of the tideland trust oil
reserves operated by ecity confractors under long-term
feasge agreenients. Prior to July 1, 1963, property taxes
were assessed only to the extent of the contracting oil
companies’ interest in net profits, but since July 1, 1963,
they have also been assessed against the state’s interest.
The property taxes assessed against the oil reserves of
the Long Beach tidelands and the state’s wholly-owned
tract 2 of the Long Deach Unit currently amount to
about $10 miilion per year.

Litigation regarding the assessment of taxes on mineral
rights is before the courts in cases hetween oil companies
and the City of Long Beach and Los Angeles County.
Revenues

The net oil and gas revenues from the Long Beach
tidelands on the cash basis for the yvear ended June 30,
1867 amounted to ‘ia‘"b million, which was divided botween
the city and state in accor danee with the statutes.

The State of California received $18.8 miilion as its
share of the T.ong Beach tidelond oil and gus revenues
for that vear. The state distrihuted the $18.8 million in
accordance with the statutes by depositing $11 million
in the California Water Fund, $5 million in the Central
Valley Water Project Counstruction Fund, and the re-
mainder, £2.8 m illion, in the feneral Fund.

The Clty of Liong Beach reecived $19.2 million, of
which $2.1 million was te reimburse the ¢ty for sn]»
sidence-related expenditures and $17.1 million was avail-
able to the city for L\pcmhtmr oit harbors, navigation,
recreation, and other tideland trust purposes as defined
in the statutes.

Long Beach Tidelund Legisiation

The City of Long Beach wag granted in trust certain
state-owned tidelands and submerged lands by statutes
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enacted by the California Legislature in 1911, 1925, and
1935. The granting statutes restricted the city’s use of
the lands and of the funds obtained from the lands to
the development of navigation, commerce, and fisheries.

When o1l was discovered in the Long Beach arvea in
1937 a dispute arose between the city and the state over
whether the city, as trustee, or the state should receive
the revenues from the production of oil and gas from the
granted tidelands and submerged lands. This dispute was
resolved in 1938 by a decision of the California Supreme
Court that the city had the right to produce oil and
gag from the granted lands.

Development of the oil and gas resources underlying
the granted lands started in 1939 and produced large
amounts of revenue. The Legislature cnacted Chapter
915, Statutes of 1951, in which it determined that be-
cause of the amount of oil and gas revenues already
spent for trnust purposes, the amount of unexpended trust
revenues held by the ecity, and the substantial future
oil and gas revenues expected from the granted tide and
submerged lands, one-half of currently unexpended and
future oil revenues, and all dry gas revenues, should be
released from the trust provisions restricting their use
to navigation, commerce, and fisheries. Chapter 915,
Statutes of 1951, did not specify how the revenue thus
released was to be used by the City of Long Beach.

In 1953 the Legislature by joint resolution approved
an amendment to the Long Beach City Charvter swhich
permitted the ity to use for general municipal purposes
the oil and gas revenues previously released from trust
requirements by Chapter 915, Statutes of 1951. Some
of the projects which the city decided to finance from
the released trust revenue were storm drains, a city in-
c¢inerator, a public library, public hospitals, public parks,
a fire alarm system, off-street parking, and city streets
and highways.

The Calitornia Supreme Court in 1955, in ruling on
a taxpayer’s suit against the city, Mallon vs. City of
Long Beach (44 Cal. 2d 199), held that it was beyond
the power of the Legislature to grant oil and gas revenue
from tidelands and submerged lands to the city for
purposes which were not of general statewide bencfit
because such a grant was a gift of public money to a
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Chapter 138 increased the list of purposes for which
the city can spend oil money to include, among other
things, recreational projects, the redevelopment of a por-
tion of the Long Beach downtown area, and the con-
struction of city roads near or providing access to the
ocean.

Section 6 of Chapter 138, which sets forth the purposes
for which the city may use its share of oil revenue, pro-
vides as follows:

“The Legislature herehy finds that the remaining
oil revenue hereinabove allocated to the City of Long
Beach is needed and can be economically utilized by
said city for the fulfillment of the trust uses and pur-
poses described in said acts of 1911, 1925 and 1935 and
deseribed as follows in this act, which are hereby found
to be matters of state, as distinguished from local,
interest and benefit.

- ‘“(a) The construction, reconstruction, improvement,
repair, operation and maintenance of works, lands,
waterways, and facilities necessary for the harbor
within the houndaries of the harbor distriet of said
city (as said boundaries were defined on April 1, 1956).

“(b) The construction, reconstruction, repair, opera-
tion and maintenance of streets, roadways, bridges and
bridge approaches within the boundaries of, or reason-
ably mnecessary to provide immediate access to, said
harbor distriet (as such boundaries were defined on
April 1, 1956).

“(e) The construction, reconstruction, repair, opera-
tion and maintenance of the hulkheads, piers, earthfills,
streets, roadways, bridges, bridge approaches, build-
ings, structures, recreational facilities, landseaping,
parking lots, and other improvements on or adjacent
to the Long Beach tidelands or on or adjacent to the
Alamitos Beach Park Tands for the henefit and mse
of said tidelands or the Alamitos Beach Park Lands.

“(d) The construction, reconstruction, repair, op-
eration and maintenance of small hoat ha1borq marine
stadinms, maritime mnseum, marine parks, beaches,
waterwayvs, and related facilities, on or adjacent to the
Long Beach tidelands or on or adjacent to the Alamitos
Beach Park Lands, or on or adjacent to aquatic recre-

ational areas of the aforesaid nature.
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“(e) The acquisition, filling, improvement, rchabili-
tation and disposal of lands, which have, prior to Janu-
ary 1, 1964, heen damaged by subsidenee, Toeated in the
City of Long Beach westerly of Alamitos Avenue,
easterly of the harbor distriet and southerly of Ocean
Boulevard (as said strects and distriect now exist).

“(f) The acquisition of property or the rendition of
services reasonably necessary to the carrying out of the
foregoing uses and purposes.

“() In addition to the foregoing, expenditures for
any other use or purpose of state. as distinguished from
purely local, interest and benefit which are in fulfill-
ment of those trust uses and purposes deseribed in
said acts of 1911, 1925 and 1935, and whieh are ap-
proved in advanee by the State Lands Comumission.”

State’s Interost in Long Beach Oif Operotions

Of considerable importance in understanding the
state’s interest in Long Beach oil operations is the fact
that the state’s revenue depends ultimately on net profits,
and therefore any inercase in development and operating
costs without incrcasing revenmies will result in a decrease
in state revenues.

The city does not benefit to the same extent from in-
creased net profits in the new field (Long Beach Unit),
and after December 31, 1968 will not benefit from in-
creased net profits in the old field.

Also, not all of the operating contractors benefit sig-
nificantly from inereased net profits. For example, At-
lantic Richfield (in addition to veimbmrsement for op-
erating costs) receives an administrative fee of 5.4 per-
cent of gross revenue for operating Pareel A in the old
portion of the field; Mohil Gil Corporation, operator of
Segment 1T of Fault Block Units IV and V, also 1n the
old portion of the field, receives overhead allowances in
excess of its participation in these units and so stands
to henefit from inercased nnit expenditures. In the Fast
Wilmincton field, Thmms Long Deaeh Company, field
contracror for the Long Beash Unit, receives a 3 percent
overbead alowanee hased on total costs, while its share

of net profits 18 .05 peveent. o that ultimately Thums

pavs ovlv five cents of each additional one hundred dol-

Iars of nnit expense
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Nature of the Auditor General’s Review

The city, in its position as trustee for the state in ad-
ministering the Long Beach tidelands and submerged
lands, is responsible for protecting the state’s interest in
the revenue from these lands. In 1956 the Legislature
made the State Lands Commission responsible for over-
seeing the city’s administration of these lands. The Au-
ditor General is required by Chapter 138, enacted in
1964, to make an annual audit of Long Beach tidelands
revenue and report his findings to the Legislature.

In making audits of tideland revenues for the legis-
lature, the Auditor General relies to the extent possible
on the systems of controls established by the opervating
contractors and the City of Long DBeach; the supervision
exercised by the operating contractors, the city and the
State Lands Division of the Department of Finance; and
audits made by the State Lands Division and the Long
Beach City Auditor. Audit tests of transactions by the
Auditor General are limited to those necessary to sup-
port the expression of an opinion on the fairness of the
state’s share of revenues from the granted tidelands and
submerged lands. Operating procedures and controls are
reviewed to determine whether the city is earrying out
its trust responsibilities in accordance with the statutes
and in the best interest of the state. The 1966-67 audit
did not inelude a review of the city’s expenditures of
that portion of oil revenue distributed to the city for
trust purposes,

The Long Beach City Auditor made financial audits
of the city’s operating contractors’ records for the vear
ended June 30, 1967. The Auditor General was able to
place considerable reliance on the work done by the
ity anditer’s staff. The seope of the work dene at Thums
Long Beach Company included the audit of a more than
adequate number of transactions. Tt was found neecessary
to audit contracts and controls.

No audits of oil operations were completed by the
state Lands Division of the Department of inanece
covering the 196667 fiscal vear, before the conclusion
of the Auditor General’s andits. The division contracted
with a firm of certified public accountants to review in-
ternal control at Thums Long Beach Company.

The Long Beach Unit
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The Long Beach Unit

Development of the Long Beach Unit (Kast Wilming-
ton fickd ), which containg am»ro\muh! - one-half of the
Long Hc,gn tidelaaris and submerged lands, began in
Ay )1‘11 of 1965, The Long Beach Unit is compoged of three
dlﬁ(ﬂ ent areas with different ownership mlerostq These
areas arve designated as Tract 1. 'Pract 2, and Townlot
tracts The equntios of cachi of these aveas as of June 30,
1967 ave shown below, The cquities ave subjeet to future
adjustiient to refleet additional data obtained from deill-
ing and production.

Surface
Tract Ownership Acres Equity
1 Clity as trustee for state. .. __ 4,581 85.925997,
2. State. L 301 (.2185
Townlot_ - __ About 10,000 separate interests - - ,)()i 7.8 )()()

The ficld contractor for the Long Beach Unit is a
joint venture of five major oil companies: Texaco, Hum-
ble, Union, Mobhil, and Shell. These tive companies formed
a scparate corporation, Thums Long Beach Company,
to act as their agent in caviving out their responsibili-
ties as field contractor. The City of Long Beach is unit
cperator of the Long Beach Unit and, as sueh, diveets
the acticiw of the field mn{'r‘ui‘c»r.

The inow’»nmanv joint venture was high hidder for
30 perveent of the Tracet 1 share of {oil with a Did of 93.56
pereent of net profits pavable to the trust. Suecesstul
bidders for the remaining 20 pereent of Tract 1 oil were:
Pautey Petrolenm G‘um],»zm}.'—“AHiwl Chemical Company
with 2 hid of 98.277 percent of net profits for 10 pere ent
of Mrect T oil, and Mlantie Riel swld Company—=Stand-
ard O Company with a bid of 99771 percent of net
pirrofits for 10 nerecn? of Tract 1 oil,

The slate hag entered into a contract, similar to the
non-onerating contracts mentioned above, for the states
Tract 20 The contractor, Atlantie—Richficid, hid to pay
the state $2.20 pereent of the net profits assigned to Traet
2, hut nof dess thau 165 pereent of the cumulative value
of the oil ﬂhw ved to that tract.




116 JOINT LEGISLATIVE AUDIT COMMITTEE

Tract 2 revenues are not included in the financial
statement presented in this report because Tract 2 min-
eral rights were excluded when the tidelands and sub-
merged lands were granted to the city.

The contract between the city and the Tract 1 contrac-
tors provides that the contractors will:

(1) Initially provide the Tract 1 trust share of money
required to develop and operate the Long Beach
Unit. These advances will be recovered by the
contractors before net profit payments are made
to the city and state.

(2) Purchase the Tract 1 (trust) share of oil at a
price determined by the price of oil in five other
fields in the Los Angeles-Long Beach area and
credit the proceeds to the net profit amount used
to determine payments to the city and state.

(3) Advance minimum royalties of 162 percent of the
value of oil produced until payments are due
based on cumulative net profits.

(4) Pay their bid percentage of met profits once the
cumulative value of their share of oil exceeds the
total of the advance royaltics and the operating
and development costs they have paid.

As field eontractor, the five parent companies of Thums
Long Beach Company have the additional responsibility
of:

(1) Operating the fielil (as directed by the city).

(2) Making advance royalty payments, currently $1
million per month, for a total period of 60 months
or until these advance payments are exceeded by
the 162 percent minimum royalty mentioned above
or the 95.56 percent of cumulative net profits that
Thums agreed to pay to the city and state.

Effect of Qil Prices on Long Beach Unit Revenues

Prices for crude oil and for refined petroleum produects
in California have remained stahle over about the last
ten years, while the costs of other goods and services
have increased. The original revenue projections for the
East Wilmington Oil Field made in September 1964
were based upon crude oil prices inereasing at a rate
equal to other price increases for materials and services.
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Determination of the amouvnt that Tong Beach Unit
profits have heen affeeted hv the mmomat]on of stable
oil prices and inercasing constinetion and operating
Costa wotid require a detailed analbysis of construetion

ost changes actually experiencod ])y the Long Beach
Umi A rougl idea of the chaveges in construetion price
levels can be obtained from construetion cost indexes
prepaved hy the federal government and by a number of
private ovganizations. These indexes indieate construe-
tion cost inereases hetween 1664 (when the original Long
Beach Unit vevenne estimates were made) and the end
of 1967 of about 10 percent to twenty five percent, de-
pending on the index. The increase in Long Beach Unit
costs should be less than the total inerease in construetion
price levels from 1964 to 1967 bhecause construction
started in 1965 and veached its peak in 1967-68.

Volvation of Long Beach Unit Ol

The contractor’s agreement for the Long Beach Unit
provides that oil delivered to or on behalf of the field
contractor and the Tract 1 non-operating contractors

will he valued on a price schedule eomputed monthly and
based on the highest of:

(1) The avernge of prices posted by substantial pur-
chasers in the Wilmineton Oil Tield.

(2) The comhined average of prices posted hy substan-
tial purvebagers in the V”wmfmm Tuntington
Beach, Tnglewood, and Sicnal THI oil fields.

(3) The weighted average of thoe nrices aetually paid
by substantial purelasers during the =ame month
it the Wiltmineten V1 Field,

(1) The combinad weiohted avers

i ol prices actually
paid he snbatantinl purvehasers duvine the same
mwonth in the Wilmington, Huntington Beach, In-
eiowaoed, and Sigral T off fields,

Suhstantial pnrchaser” is defined by the contrac-
thr's rovecnent ag anvens who purehsses an average of

ot Tonat 00 Lo 2000 hovvels per dav, the exaed amount
23F111‘

‘ o0 om the o3 allacated o Tract 1 during the
'sw»f-pﬂw o ecalendar vear)

LD
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Revenue Estimates

Recent estimates prepared by the State Lands Division
of the Department of Finance indicate that revenue
from the new Long Beach Unit will be substantially less
than that previously projected by the ecity. The divi-
sion’s staff estimates that the field contractor, Thums
Long Beach Company, will not reach payout and there-
fore will not make net profit payments until the latter
part of 1971, whereas original estimates hy the city were
that payout would be reached in the latter part of 1968.

Advance royalty payments of $1 million per month
currently being received from the field contractor and
divided between the city and state will end in August
1970. Between the time the field contractor’s advance
rovalty payments end in August 1970 and the start of
net profit payments, the state will receive no revenue
from the 80 percent of the trust’s interest in the unit
assigned to the field contractor.

Factors which have caused the Long Beach Unit to
be less profitable than anticipated 1nclude the following:

(1) Reservoir pressure proved to be less than that
predicted, which has resulted in production rates
being lower than those predicted and which is
expected to result in less oil being produced.

(2) Inflation of prices during the construction period,
which was not included in the original estimate
(the city assumed that oil prices would increase
at the same rate as construction costs).

(3) Property taxes on J.ong Beach Unit mineral
rights, which were omitted from the original esti-
mates of unit expense.

(4) Higher than necessary costs resulting from lim-
ited advance planning and minimal cost control
procedures.

The City of Long Beach prepared an extensive reply
to the Auditor General’s report on tideland oil opera-
tions for the year ended June 30, 1967. In its reply the
City disagreed with a number of the Auditor General’s
comments and the Joint Committee’s recommendations.
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In Avgnst 1868 +he Joint Committee held a publie
meeting in meq Beach to hear testimony on the sub-
ject of crude ol prices. Following the public meeting,
the Joint Commiftee communicated with several major
oil companics in an attempt to gain additional informa-
tion on ﬂm subject.

Both the ity of Long Beach and the Joint Commit-
tee e\pr ssed a common interest in crude oil prices,
due th the impact these prices have on oil development
profits.

In February 1969, the oil industry announced that
prices for erude oil would he inereased by approxi-
mately 20 cents per harvrvel

The Joint Connnittee is most pleased with the coop-
eration the Auditor General has reecived from the City
Manager and the appropriate officials of the ity of
Long Beach, 'This harmonious working yelationship has
greatiy assisted all coneerned in the accomplishment of
their official duties.
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Exhibit A

CiITY OF LONG BEACH TIDELANDS AND SUBMERGED
LANDS HELD IN TRUST

OIL AND GAS OPERATIONS

Statement of Cash Receipts and Disbursements
Year Ended June 30, 1967

Cash receipts:

Advance payments from the Long Beach Unit:

Field contractors’ advance royalties. - ____________ $12,000,000
Non-operating contractors’ advance royalties_ _______ 738,000

Portion of city administrative costs advanced by the

Long Beach Unit_______________________________ 506,000

Tract 1 oil production tax advanced by the Long Beach
Unit Tract 1 contractors, which the city must refund

tothe trust__________________________________ 299,000

Receipts from that portion of the field developed prior
to the Long Beach Unit:

Sale of oil and wet gas_ - __________________________ 44,025,000
Salvage salesand other___________________________ 333,000
Adjustment of prior year receipts__________________ 671,000

Dry gas sales:

Current year_ - _ . ___ . ______
Prior years_ . __ ..
Total cash receipts_. .- ___________ 59,619,000
Cash disbursements:
Operating costs for that portion of the oil
field developed prior to the Long Beach
Unit .. $19,323,000
City administrative charges_____________ 1,459,000
State administrative charges_____________ 857,000
Advances for Pier J water plant__________ 577,000
Prior year disbursement adjustments
(reduction) .. _____________________ (351,000)
Total cash disbursements_.____________________ 21,865,000
Net cash available for distribution to the City of Long
Beach and the State of California__________________ $37,754,000

859,000
188,000

Note: In addition to revenue shown above, the state received $251,000 from Tract 2 of the
Long Beach Unit, which is not part of tidelands and submerged lands held in trust by

the City of Long Beach.
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R.M.S. Gueen Mary

At the direction of the Joint Audit Commiittee the
Auditor General has conducted a review of the City of
Long Beach’™s <1('<1111&1t1~>n of the R.ALS. Ouo(u Mary. The
city s converting the Gueen Mary into a hotel, CONYeTI-
fion center, museuny, and tourist attrac *m

As of Mareh 31, 1866 the city had eneumbercd $21.-
(25,696 on the puhh(m and conversion of the Queen
Mary.

Present estimates of the cost to complete indicate that
it will cost a total of at Teast $32 million, consixting of
$26 million of tideland revenues plus $6 mitlion of con-
cessionaires’ investiments.

The oxpee ted aunual financial benefits from the opera-
tion of the Queen Mary as a hotel, convention center,
museum, and tourist attraction are estimated to total
$3,545,000 as foilows:

City of Long Beach:

Tideland trust funds____________________________ $2,475,000
General purpose fund__ - ____________________ 247,500
State of California—various tax revenues._______ .. __ 690,000
Los Angeles County, school districts, and special dis-
tricts S S 132,500
Total 515,000

Iniroduciion

The Queen Mary is one of numerous tideland projects
built or acquived by the City of fong Beach with tide-
Iand oil revenues. Other projects arve currvently i the
planning stages. Projects in the barber aren or under
the supervision or diveetion of {he Tong Beaech Doard
of 1larbor Commissioners may be finaneed out of yev-
enties oF revenue bonds,

Cityv of Lone Beach tideland projectss e addition to
the Port of Long Deach zm(i the Queen Mary pmwi
inelude bridges, small boat mnvinas, o swinmming plaza,
fishing picr, arvena, avditorium remaodaoling, 1w Te el( wvelap-
ment of cortain subsidence-damaged lm*h and The ere-
ation of many acres of diled occan-front Tandl hese
projes are designed 1o make the Long Beach shoreline
the world’s ontsioeding water reereation nvea and n
Teading convention center

N
1
i

i(
4
1
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The net profits from the Queen Mary operations will
accrue to the City of Long Beach Tideland Operating
Fund. The City of Long Beach uses the Tideland Oper-
ating Fund to finance additional tideland projects or for
operating expenses of tideland projects.

The museum aboard the Queen Mary will occupy the
lower six decks, including the engine rooms. It has been
estimated that the museum will occupy floor space equiv-
alent to that of a 400,000-square-foot building.

Most of the upper seven decks of the Queen Mary will
be used to provide 411 hotel rooms accommodating 785
guests, restaurant facilities capable of serving 3,000 per-
sons, and a high quality shopping complex.

Public tours will be conducted ahoard the Queen Mary,
using museum and collateral areas such as passageways,
accesses, and egresses, which will be shared by the mu-
seum, commerecial lessees, and the City of Tong Beach.

The State Lands Commission has reviewed the city’s
plans to spend tideland oil revenues totaling $25,655,155
for purchase and delivery of the Queen Mary, dry dock-
ing, removal of machinery and equipment, creation of
land for a parking lot and mooring site, and for conver-
sion costs consisting of exterior painting, refurbishing
decks and rails, stiuctural modifications, entrances, exits
and emergency stairways, cleetrical systems and environ-
mental control system, fire mains and sprinklers, and hot
and cold water systems.

Legal Opinion

The legality of spending tideland oil revenues for the
purchase and conversion of the Queen Mary was ques-
tioned by the State Lands Commission prior to August
14, 1967, when the commission first reviewed the City of
Long Beach’s plans to spend its tideland oil revenues
amounting to $5,367,240 on the Queen Mary.

In Ietters to the State Lands Comission the Clity of
Long Beach had stated that the cost of acquiring the
Queen Mary and its conversion was expected to be less
than $8,750,000. This was the estimated cost of a con-
ventional maritime museum contemplated by the City of
Long Beach. Space on the ship would be used 68 per-
cent for musenm and tour purposes, and 32 percent for
commercial purposes.

Any expense incident to the conversion or improve-
ment of commercial arcas would be incurred by operat-

ing lessees and
Based upon th
General’s opini
367,240 would 1
of 1964, First ]

Revenue Projectit

The City of
attendance at
tours aboard t
year within th
level, the City
city’s annual g
and parking v
expenses are es
mated net ann
Long Beach T

This estimat
summarized in

SUMMARY OF

Sales taX_ - —ooo--
Ad valorem tax___ -
Room tax._ .- --—-—-
Operating net income

000 in rental payme:
Copyright privilege__
Alcoholic beverage ta:
Corporation taxes-_ -
Other (cigarette, liquc

This summary
eral 'und wi
dition, the Tic
Beach Tidelax
an estimated ¢
the Tarbor L

The remaini
land trust ass



COMMITTEE

Hary operations will
Tideland Operating
- the Tideland Oper-
'mel projects or for
ccts.
ary will oceupy the
> rooms. It has been
w floor space equiv-
t huilding.
he Omon Mary will
ace mnnmdahuo 7853
I serving ,OOO per-
nplex.
rd the Queen M: 1y,
1eh as passageways,
shared by the nm—
v of Lonﬂ Beach.
reviewed the city’s
totaling $25,655.155
en Mary, dry doeck-
pment, ereation of
te, and for conver-
nting, refurbishing
N8, ulh‘m(m exits
stoms and environ-
sprinklers, and hot

"] revenues for the
b Mary was (ues-
1 prior to August
viewed the ¢ 11\' of
dand oil revennes
Mary.
tsion the ity of
ol acquiring the
vpected to he Jesy
odocost of a con-
od by the City of
e nsed 68 ere
wd 32 pereent for

SIon or Improve-
curved by operat-

BIENNIAL REPORT 123

ing lessees and would not he borne by the Gdeiand trust,
Based upon these representations, it was the A“‘nmwx
General’s opinion that the proposed e Npes Hlures of 45,-
367,240 would not Le in violation of Chapter 138, Statutes
of ]964 First Extraordinary Session.

Revenve Preojections

The City of Tong Beach expeets that the
attendance at the muscnnn, eoimercial activitios, and
tours aboard the Queen Mary will reach & 'U{MM) per
year within the fivst five vears. Using dhis atfendnnce
level, the City of Long Beach has ot i “’l‘, od 1hat the
city’s annual gross income from commercial loases, tours,
and parking \,\111 bhe $3,700,600. The annnal operating
expenses are estimated zz‘r $1,250,000, resulting in an esti-
mated net annual income of $2450,600 to the ity of
Long Beach Tideland Operating fund.

This estimate and other vevenuves, including taxes, ave
summarized in the following sehedule:

comnhined

)
2D
Ao
EN
)

SUMMARY OF ANNUAL REVENUE AND TA){ D: STRIBUL@N

County,
Schoals,

Tideland and Special
Trust City State Districts
Sales tax_________________________ - B110,000 0 S440,000 __
Ad valoremv tax_ - _____ - 37,500 o RI2560
Room tax_ . ___________. o 104,000 - o

Operating net income (m(l\ulos W‘)()-
000 in rental payments to the Hml)m {2 450,000 - - _

Copyright privilege. . ____ 2 ),U(N) . - -
Alcoholie beverage taxes_ - _____ - - H0,000 -
Corporation taxes_ -~ __ - . 102,500 -
Other (cigarebte, liquor license)._ ... - . 7,500 -

HEOO, 000

This summary points out that cach yml the =tate vien-
eral Bud will veceive approximately §690.0 iﬁifu ooad-
dition, the Tideland Trust, as 1'{\'§>n'<‘s<=11.w<z. :
Beach Tideland Gperating fond, anme MH;J
an estimated $2.4 ’.'7)‘} W of which 260000
the Harbor Departinent in fand ventaix
The remaining $2,275,000 will be snent to snnnert vdes
land trust assets, Including mauy which arve onhy o
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tially self-supporting or generate no income on their own
behalf. The ecity estimates that $100,000 received from
taxes will be allocated to the promotion of trust activi-
ties, thereby reducing the city’s net revenues to $147,500.

Contract for Museum and Tour Cperations

The museum aboard the Queen Mary will be planned,
developed, and operated by the California Museum Foun-
dation under a 40-year contract with the City of Long
Beach.

Museum admission fees and the proceeds from miscel-
laneous museum sales will be retained by the California
Museum Foundation for museum operations. The mnet
revenues from guided tours, which the foundation has
agreed to conduct for the City of Long Beach at a fee
set by the city, will accrue to the City of Long Beach
and will be deposited in the Tideland Operating Fund, a
trust fund.

Under this contract the City of Long Beach agreed to
design and adapt museum areas, provide major mainte-
nance, and provide the California Museum Foundation
with $500,000 for the purpose of obtaining exhibits suit-
able for the museum, $50,000 for the purpose of the
museum’s pre-opecning and opening advertising, and
$150,000 for the purpose of planning, organizing, and
developmg the museum and to defray start-up opera-
tional costs.

In addition to planning, organizing, developing, and
operating the museum, the California Museum Founda-
tion agreed to porfmm minor maintenance and to obtain

and maintain exhibits with a minimum estimated value
of $2,500,000.

Coniract for Hotel Convention Center Operations

DQM Corporation, a subsidiary ecorporation ecrecated
to conduct the operations of The Diner’s Club, Ine.,
aboard the Queen Mary, has contracted with the City
of Long Beach for the exclusive use of most of the upper
seven decks of the Queen Mary for commercial operations.
The contract covers a period of 25 years with options to
extend the lease for an additional 35 years.

The contract provides that DQM Corporation will pay
the City of Long Beach annual rentals consisting of the

following perce
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following percentages of gross receipts derived from eom-
mercial operations on the Queen Mary:

30 pereent of the first $1,000,000 of gross veceipts;

50 percent of gross receipts hetween $1,500,000 and
$1,750,000;

40 percent of gross receipts between $1,750,000 and
$2,000,000; and

o0 pereent of gross receipts over $2,000,000 annually.

The lease ])1’()\/]({& that the minitsun vental shall not be
less than $300,000 from the first through the seventeenth
year, and not les,s than 500,000 annually from the seven-
teenth year for the balance of the tern or any extension
of the term.

CGross receipts congist of the amounts paid to DQGLI
Corporation by, from, or for the henefit of its sublessees
supplicrs, vendors, or third persons for the privilege of
gelling goods or services to anvone doing husiness on
the Queen Mary. (fross receipts include the net revenue
of any operations conducted hy DQM Corporation which
arc not subleased.

DQM Corperation has also agreed to pay the Uity of
Long Deach for the use of 600 valet and preferred park-
ing spaces adjacent to the Queen Mary as follows

S0 percent of gross receints received by DM Cor-

poration for parking of motor vehicles in valet and
prefereed pavking aveas or 40 cents per vehicle
whichever amount is greater.

The contract also provides for approximatels H00 cim-
ployee p:u‘king spaces. In addition to the foregoing, the
ity of Tong Beaeh will provide puhlic parting for g
mininum of 3.000 cars from which the Citv of Long
Beaeh will rotain the vevenues. AT vevenues received by
the city under these contracts will he depogited in the
Tideland Operating Ruwd, a trast fund,

DOM Cor pmumml has agreed fo maintain all portions
of ﬂm Teased premises. DOM Cornoration and the <ty
of Tong DBeach will shave the cost of mmintaining col-
lateral areas. The e of Tone Beaeh hos assimed re
sponstbihite for maimtenance and ropaiv of the hull whroe-
free and exterior gunewavs

DOM o rmmhm‘ how ngveat to tnvest approximately
%5 millien for the vemodeli ne MM refurnishing of the
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leased premises. If DQM Corporation increases its in-
vestment over $5 million, the costs and investments in
excess of $5 million shall be amortized in a manner to

be agreed upon between the parties.

In a separate agreement DQM Corporation is expected
to invest approximately $1 million in various utility and
structural improvements which will beunefit solely the

commercial spaces leased by DQM Corporation.
Expenditures, Including Encumbrances

The following schedule shows capital expenditures, in-
cluding encumbrances, through March 31, 1969 which
will be financed out of the Tideland Qil Revenue Fund:

Acquisition cost:

Purchase price. - _________________________________ $3,450,000
Delivery - - ______ 197,431
Import duties . _______________________________ 44,000
Usetax_ o __ 172,500
Temporary site preparation________________________ 93,050
Total acquisition cost___________________________ 3,956,981
Engineering:
Preliminary conversion and permanent site__________ 130,184
Site and mooring facilities_ .. _____________________ 188,138
Conversion engineering _ _ _ _ ______________________._ 847,454
Total engineering_ - _____ el 1,165,776
Ship conversion:
Dry docking . _________________________ 679,869
Installing mud ballast and tank eleaning____________ 224,641
Removal of machinery and equipment______________ 500,636
Ship conversion_ - ________________________________ 13,329,416
Total ship conversion___________________________ 14,734,562

Permanent site:
Tand Al _____________ o ____ 1,768,377

Total permanent site_ - _________________________ 1,768,377

Totalo - $21,625,696
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The $£13,329,416 for ship conversion ineludes the fol-
lowing:

Prime contracts awarded on April 28, 1969___ $12,001,416
Sandblasting and prime coating. - 428,000

Total . ... M 3,328, 4’

It is estimated that site development will cost eloge o
$4 million. The estimated total capital expenditiures, in-
cluding site development, smcunt to $25.6 million.

In addition to the capital cxpenditures, the Queen
Mary Department of the (‘11‘. of Long Beach has in-
curred operating expenses from ‘l)wwnhw 1967 1o Mareh
31, 1969 nnmmt]nu to #1476 jJ Aldso, $500,000 hax heen
a]]out‘r(d by the eity 1«» fhe nrosenm for inifing exhinit
solicitation.

The ity of T.ong Beach has advised that all (iueen
Mary expenditures will he closed annually to work in
process until the ship is completely eonverted ond yev-
enue-producing operations cominence, At that date costs
will be transferred from the Tideland Ol Revenue and
to the Tideland Operating Hund.

(hapter 138, Statutes of 1064, provides that m{:sﬂwi
deseriptions of any expenditure of oil revenue (Midelan
Oil Revenne Tond) invelving a capital fmmpeovement <>[
an amount in exeess of $30.000 he filed with the Sta
Tands Conmission, The City of Long Beaeh can s
monies deposited in the Tideland Ol Bovenue Fond

operating expenses withont filing qu;; tons wit

State Tands Commission and can spetid monies
Tideland Cperating Found for cither epernting exp
or capital outlay without fﬂl o deseripdions wih {he
State Tands Commission.,

Statutory Definition of Trust Purposes
Chapter 138, Statutes of 1964 Fiost Exteaerding oy

: i b s . 37 r Ll
Ses<ion, define the eontrol to e evereized v the Hiate
Tands Comuassion over fideland ol revenues hek
the Citv of Tong Beach and define the fraxt ]ﬂ"i‘f‘“
for whirh oil revennes mayv be spent. Necetion & of
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“(f) The acc
services reasc
the foregoing

“(g) In add

ter 138, which sets forth the purposes for which the city
may use its share of oil revenue, provides as follows:

““The Legislature hereby finds that the remaining oil
revenue hereinabove allocated to the City of Long th S
Beach is needed and can be economically utilized by any other lu
said city for the fulfillment of the trust uses and pur- fr({gﬁ purte yf
poses described in said acts of 1911, 1925 and 1935 and fu .Igen to
described as follows in this act, which are hereby found mn sal (?c. S
to be matters of state, as distinguished from local, in- approved 1 4
terest and benefit.

““(a) The construction, reconstruction, improvement,
repair, operation and maintenance of works, lands,
waterways, and facilities necessary for the harbor
within the boundaries of the harbor district of said
city (as said boundaries were defined on April 1, 1956).

““(b) The construction, reconstruction, repair, opera-
tion and maintenance of streets, roadways, bridges and
bridge approaches within the boundaries of, or reason-
ably necessary to provide immediate access to, said
harbor district (as such boundaries were defined on
Iy April 1, 1956).

““(¢) The construction, reconstruction, repair, opera-
tion and maintenance of the bulkheads, piers, earthfills,
streets, roadways, bridges, bridge apploacheq build-
ings, structures, recreational facilities, landscaping,
parking lots, and other improvements on or adjacent
to the Long Beach tidelands or on or adjacent to the
Alamitos Beach Park Lands for the benefit and use of
said tidelands or the Alamitos Beach Park Lands.

““(d) The construction, reconstruction, repair, opera-
tion and maintenance of small boat harborq marine
stadiums, maritime museum, marine parks, beaches,
| waterways, and related faeilities, on or adjacent to the
‘ Long Beach tidelands or on or adjacent to the Ala-
mitos Beach Park Lands, or on or adjacent to aquatic
recreational areas of the aforesaid nature.

5 “(e) The acquisition, filling, improvement, rehabhilita-
’ tion and disposal of lands, which have, prior to Jan-
uary 1, 1964, been damaged by subsidence, located in
the City of Long Beach westerly of Alamitos Avenue,
easterly of the harbor district and southerly of Ocean
Boulevard (as said streets and distriet now exist).

5—179759
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“(f) The acquisition of property orv the 'r»«jnd.lfm]g 0{:
services reasonably necessary to the carrving out o
the foregoing tses and purposes. ‘ (

“(g) In addition to the it'mn;g'oin;:, e:gmyFlj[lﬂ):(ﬁﬂh:l{
any other use or purpose of state, s (lv]h.tllllg,,‘l‘lll‘bhm.(l
from purely local, interest and bhenefit which f:i;('}\llll
fulfillment of those trust uses and purposes deserihes
in said acts of 1911, 1925 and 1935, ;mil \\']]'li“}‘l. are
approved in advance hy the State Lands Commission.



CHAPTER SIX
HEALTH AND WELFARE AGEMCY

HEALTH CARE DEPOSIT FUND (THE MEDI-CAL PROGRAM)

Chapter 4, Statutes of 1965, Second Bxtraordinary Ses-
sien, created a new medical assistanee program effective
Mareh 1, 1966 (the Medi-Cal program), wiud established
the Healtl Care Deposit Kund.

The purpose of this medical assistanee program is to
provide basie and extended health services to o reeipients
of public assistance and the medieatly needy. The pro-
gram is administered by the Health and Welfare Ageney.

Two older programs, Public Assistance Medical Care
(PAMO) and Medical! Aid to the Aged (MAA) were dis-
continued hyv this legisiation. The new program replaces
the discontinued programs and is s consider ably broader
in scope. Tt is designed to operate within the provisions
of Mitle XIX of the Federal Social Security At in order
to be on a 50-50 cost sharing hasis with the Iederal
Government.

Chapter 4 also established an 11 member bhoavrd ap-
pointed by the Governor. Thix hoavd, designated ws the
Health Review and Program ouneil, serves in an ad-
visory capacity to the Administrator of the Health and
Welfare Agency.

Five members of the Connetl ave membors of the medi-
cal DIOH‘\.\INI, and six members ave pid biie moembers he
Couneil has heen meeting regniariv to ossist in vesolving
the wmierous problems <*.\p<*1.<m<~! i Ahe Medi-€al
Progran.

The Awditor Geneval examined the sta’oment of finan-
cial condition of the ealth Cave Deposit Fond as of
Jrne 30, 1067 and the related statement of eperations for
the vear then ended. The examination was made 1n aceord-
ance with generallv secopted anditing shondavds aned -
cluded o test of the aecounting i(w il an d 1!4
anditing procedures asowere conpidersd necersary it
civermstanees,

Tlowever, the Auditor General did not andit the conn-
fios” and dlxeal intermediavies” vecords wpporiing the

o

2
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$731 million expenditure of state and federal money ad-
vanced for aid and administrative costs.

A similar examination was made of the financial state-
ments of the fund for the four months from March 1,
1966 (inception of the fund) to June 30, 1966.

Due to the materiality of amounts omitted from these
financial statements, the Auditor General expressed an
opinion that the financial statements did not present
fairly the financial position of the Fund at June 30, 1966
or the results of its operations for the four months then
ended.

The receivables, liabilities, and acerued revenues and
expenditures at June 30, 1967 werc estimated by the Office
of Health Care Services based on information available
at the time the statements were prepared.

As shown in Exhibit A, the estimated liabilities of the
Fund at June 30, 1967 amounted to $152,566,902. Due to
the lack of certain information and the limited experience
with the program it was not possible to verify the accuracy
of these estimates until andits of counties and other pro-
viders of service had been completed, or policy determi-
nations had been made.

Amounts due to or from counties are contingent upon
the audit of costs incurred by county hospitals and a
determination of their rates. Similarly, other liabilities
such as PAMC and MAA rate adjustments, retroactive
nursing home adjustments, and hospital based physicians
are subject to change when audits or other determinations
have been made.

Based on later information received from county hos-
pitals as to their costs, the estimated costs incurred by
county hospitals for the 16 months ended June 30, 1967
has been increased from $116.3 million, as shown in Sched-
ule 2, to $128.3 million.

This change has the effect of increasing the total esti-
mated expenditures of the Fund for the 16-month period
from $1,013,585,414 to $1,025,585,414, increasing the
amounts due from the State General Fund and the federal
government by $6 million each, and reducing the amount
due from the counties by $12 million.

However, amounts due to or from counties still remain
only estimates until audits of county hospitals have been
made, and settlements as to allowable costs have been
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made with the connties. This is also true of several other
liabilities.

Due to the uneertainties involved in the estimates, the
Auditor General was not in a position to express an
opinion on the fairness of the financial statements of the
Health Care Deposit Fund for the vear ended June 30
1967.

In addition to the bhalance sheet (Kxhibhit A) as of
June 30, 1967 and the statement of opervations for the
yvear then ended (Exhibit 13) and the Auditor General’s
comments thercon, we are presenting schedules of revenues
and expeunditures (Schedules T and 2) for the 16 months
the Fund has been in existence.

We have done so bhecause of the confusion in the ac-
counting for revenues and expenditures hetween those
related to the four-month period ended June 30, 1966 and
the 12-month period ended June 30, T967. "This is exempli-
fied by the large amount of prior year adjustments shown
in Exhibit B3 ($92,971,586). Also the stateiments show the
total estimated revenues and expenditures of the Fund
since inception.

7

MONTH OF SERVICE REPORTS

In the report on the Health Care Deposit Fund for the
four months ended June 30, 1966, dated Kebruary 21,
1967, we made the following recommendation:

“We recommend that the amount of the medical hills
paid each month, by months of service, be obtained to
facilitate calculating projections and aceruals.™

At the time the June 30, 1967 financial statements
were prepared, the Office of Iiealth Care Services had
reccived month of service reports on only the California
Blue Shield’s operations, and these reports were only
for the period from March 1, 1966 to August 31, 1966.
No month of service reports were available for the
activities of Hospital Service of California (Blue Cross-
North) or Hospital Service of Southern Calitfornia (Blue
Cross-South) for any period of time.

This meant that the Office of Health Care Seivices
did not have sufficient gource mformation for estimating
the June 30, 1967 accruals. The Office of 1fealth Care
Services used an average of one to two months of cash
payments plus the amount of bills on hand at one of
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the fiscal intermediaries as the basis for estimating the
amount of bills on hand and outstanding as of June 30,
19617.

All the participants involved in the medical assistance
program, i.e., the three fiscal intermediaries, the Depart-
ment of Social Welfare, and the Department of Public
Health, have advanced electronic data processing equip-
ment. It seems to us that by now the Office of Health
Care Services should have been able to persuade one of
the participants to prepare monthly reports on all of
the program’s medical expenditures on a month of serv-
ice basis. The Office of Health Care Services has informed
us that it considers this type of information vital to its

operations, especially in the development of projected
costs.

RECOMMENDATION

We recommend that the Office of Health Care Services
take such steps as are necessary to expedite the reporting
of medical expenditures by month of service.

COUNTIES’ SHARE OF PROGRAM COST

The Medical Assistance Program provides for the
participation of counties in the cost of the program.
Basically, their share of the cost is not to exceed the
costs incurred by them during the 1964-65 fiscal year
for health care and county administration for medical
assistance for the aged and public assistance recipients,
increased each year in an amount proportionate to the
increase in population.

Section 14150.1 of the Welfare and Institutions Code
gives the counties the option of inereasing the scope of
the program by including the unreimbursed ecost of
health care for all other persons in the county hospitals
or contract hospitals. Hlection of the option provision
would increase the base period costs in the year 1964-65,
but would also have the effect of increasing the State’s
cost under the program. The federal government does
not participate in the increased costs provided by this
option.

The Office of IHealth Care Services has audited and
made a determination of the costs incurred by the coun-
ties during the 1964-65 fiscal year for health care and
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administration for medical assistance for the aged and
public assistance recipients, and the unreimbursed cost
of health carve for all other persons in the county hos-
pitals or contract hospitals for counties electing the
option provision.

A majority of the counties have tentatively agreed
lo the costs as determined by the Office of Tealth Care
services. Several of the counties, however, have disagreed
with soine of the principles used in making the deter-
minations, and the State Board of Control has before
it petitions from those counties asking for a review of
the equity of the principles in question.

Until the State Board of Control acts on these peti-
tiong, the exact amount of the counties” shave will not
be known, and the Office of Tlealth Care Nevviees will
have to continue to uge its own determinations of the
counties’ share of costs in the preparation of the financial
statements of the fund.

DUPLICATE PAYMENTS OF CLAIMS

Evidence indicates that duplicate payments are oceur-
ring in the payment of hills by the fiscal intermediaries.
We have been informed that over $1.5 million of dupli-
cate payments have heen returned by practitioners vol-
untarily hetween Mareh 1, 1966 and June 30, 1967. The
Cffice of Health Cave Services is currently attempting
to determine the extent of this daplicate payment situa-
tion. This determination invelves considerable detail work
because the fiscal intermediaries do not fabulate their
expenditures in such manuer that duplicate payments
can be readily identified.

There are several arcas which must he investigated
for duplicate payviients, some of which are ag follows:

(1) Double processing of the same hill through the
Medi-Cal operation.

(2) Double paviment of the same bill onee through the
federal Medicave process and again through the
Medi-Clal process,

3y Pavient of preminms for estimated eligible ve-
cipients for coverage under Mitle XVIITL of the
Pederal Social Security Act (Medicave) and pay-
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ment of the related medical expenditures of such
recipients under the Medi-Cal program instead of
Medicare program.

In addition to determining how many duplicate pay-
ments have already been made and collecting such over-
payments, procedures must be instituted to avoid making
more duplicate payments.

RECOMMENDATION

We recommend that:

(1) Duplicate payments that have been made by the
fiscal intermediaries be ascertained and recovered.

(2) Improved control procedures be developed and in-
stituted in the operations of the fiscal intermedi-
aries to preclude the duplicate payment situation
from continuing.

STATUS OF EXPENDITURE AUDITS

As shown in Schedules 1 and 2, expenditures of the
Medical Assistance Program approximated $1 billion for
the 16-month period ended June 30, 1067. In Schedule 1
we present an analysis of the $1 billion by major expendi-
ture categories. In Schedule 2 we show the cost of care
for categorical aid recipients and certified medical indi-
gents of approximately three-quarters of a billion dollars,
detailed by types of service for the same 16-month period.
To date very little auditing of those expenditures has
been performed.

The Office of Ilealth Clare Services is responsible for
auditing the expenditures of the Health Care Deposit
Fund. That office has, however, delegated the direct re-
sponsibility of the private institutional audits to the fiscal
intermediaries. We have been informed by representa-
tives of the Office of Health Care Services that the fiscal
intermediaries have not started the rate audits of the
private institutions.

The audit staff of the Office of Health Car Services
spent the major part of its effort during the first 14
months of the program in determining the ecounties’
1964-65 medical assistance costs because the counties’
share of the Medical Assistance Program had to be known
for financial purposes. However, as described elsewhere
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i this report, the counties’ sharve of costs has not yet
heen resolved.

Currently a portion of the audit staff is completing
the audits of rates of payment of the county hospitals
for the discontinued Medical Assistance to the Aged
and tiie Public Assistance Medical Care programs. These
rates were i cffect from October 1963 to February 1966
and arve subjeet to retroactive adjustment and settlement.
The Office of IHealth Care Scervices hag estimated that
these audits will result in approximately $8.4 million
being paid to the counties out of the IHealth Care Deposit
Fund during the next two iiseal vears.

The remaining members of the audit staff have been
auditing the administrative expenses of the fiscal inter-
mediaries and making small tests of the medical expendi-
tures processed by California Blue Shield, the fiscal
intermediary which handles payments to private prac-
titioners.

Also, the office has a fraud investigation unit which
investigates vendor fraud cases reported to them from
various sources. If notification of a recipient fraud case
is received, the mformation is sent to the applicable
county fraud unit for investigation.

The federal government has not vet issued any awdit
reports on Caiifornia’s Medical Assistance Program. We
have been informed, however, that the federal Depart-
ment of Iealth, Kducation and Welfare has in process
audits of various phases of the Medical Assistance Pro-
gratn.

The Office of Iealth Care Services has to know, pri-
marily for budgetary purposes, the extent of reliability
of the expenditures reported to date. This information
an be obtained only through finameial audits of reported
expenditures. Decause the office v so far behind in its
work, we helieve that assistance should he obtained from
private anditors who have had andit experience in the
medical field in order to hring the audits to a current
hasis.

RECOMMENDATION

We recommend that the Office of Health Care Sevv-
ices consider the one-time use of private anditing firms
to assist in putting the andits of all expenditures on a
current basis.




138 JOINT LEGISLATIVE AUDIT COMMITTEE

ADJUSTMENT OF ADVANCES TO COUNTIES

In the report on the ILlealth Carce Deposit Fund for
the four months ended June 30, 1966, dated KFebruary
21, 1967, we recommended that the Office of IHealth
Care Services prepare and process necessary documenta-
tion so that corrections could be made on the hooks of
the Health Care Deposit Fund and the General Fund
for $7,510,331 incorrectly recorded as an advance of the
General Fund and as an expenditure of the Health Care
Deposit Fund. An adjusting journal entry had been
made for financial statement purposes at June 30, 1966
in order to present the financial statements correctly at
that date, but the underlying records had not been cor-
rected, nor had the necessary documents been prepared
or processed.

The Office of Health Care Serviees subsequently pre-
pared and processed the necessary documentation for the
$7,510,331; however, a subsequent adjustment to the
General Fund books had inereased the amount of $7,-
510,331 by $308,118 and not all of the necessary docu-
mentation to correct the hooks for this additional $308,-
118 has been prepared and processed.

RECOMMENDATION

We recommend that the Office of Health Car Services
prepare and process the necessary documentation to
record the correction of the past June 30, 1966 adjust-
ment of §308,118 in county advance accounts of the
General I'und in both General Fund and the Ilealth
Care Deposit Tund records.

RECONCILIATION OF FEDERAL QUARTERLY
REPORTS TO GENERAL LEDGER

Each quarter an acconntability statement of the amount
of federal funds on hand, the amount received that quar-
ter, and the amount of federally rcimbursable expendi-
tures made that quarter is filed with the federal Depart-
ment of Health, Education and Welfare.

The Auditor General atterapted to reconcile the amount
received from the federal government between March 1,
1966 and June 30, 1967 as shown by the quarterly reports
to the amount received as recorded in the fund’s general
ledger. He had a variance of approximately $4 million.
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We were informed that the federal reports have not
been veccnciled to the Iealth Cave Deposit Fund’s gen-
eral ledger sinee the ineeption of the Medieal Assistance
Program, Iaveh 1, 3966, We believe that such a recon-
ciliation should be made.

RECOIAMENDATION

We recommend that tire amouunts shown in the federal
quarterly reports be reconciled cach quarter to the
amounts rvecorded in the Tlealth Care Deposit Fund’s
general ledger.

BILLINGS FOR COST OF CARE OF MENTALLY
RETARDED PATIENTS

Early in 1967 the Depmtmen’c of Mental Hygiene sent
billings to the Gffice of Ilcalth Care Services which vep-
resented the cost of caro of the mentally retarded pa-
tients under age 65 in varvious state hospitals. The pur-
pose of these billings was to recover one-half of the cost
of care from the federal government under Title XTX of
the Federal Social Seeur ltv Act. This recovery would be
reventie to the Health Cave Deposit Fund. This recovery
would amcunt to (\mnmﬂ aately $2,900 per year per
eligible pationt, and if 5,000 of the 12,000 patients were
to beeonw eligible, al,:mv“;m(ziu]y $14 million of federal
funds would Le realived.

rl‘

:

wo maior problenss have fo bhe resolved hefore that
purpose can be aceomplished: the mmnmh have to be
cevtificd i accordanee with the peeviations of cither
Title XMVIIT (Medicavey oy Title f{EY (Medi-Cal) of
the Hocial Seenvity Law, aud the patients have 7o be cate-
gorically linked to one of the wellare assistance pro-
oroms sneh as Atd to Disabled, Afd to Families with
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Accreditation of Hospitals is sufficient evidence for cer-
tification.

In October 1967 the Office of Health Care Services
declared that the four hospitals in question, Porterville,
Sonoma, Pacific, and Fairview, were certified under the
provisions contained in Section 51207, Title 22, of the
California Administrative Code and that the Department
of Mental Hygiene should commence submitting bills for
payment. The Federal Social Security Administration
has rejected this declaration.

We have been informed by representatives of the Office
of Health Care Services that they are continuing their
efforts to obtain certification of these hospitals so that
the maximum available federal funds can be obtained.

Resolution of the second problem, categorical linkage,
has yet to be completed. The Department of Social Wel-
fare signed up approximately 5,000 patients in June
1967, but the categorical linkage has yet to be determined
by the county welfare departments. In addition, the bal-
ance of the patients, approximately 8,000, have to be
both signed up and categorically linked. This will be a
continuing operation because there is turnover of pa-
tients in these hospitals.

We have been informed by representatives of the Office
of Health Care Services that the eligibility certification
operation will continue as soon as the hospital certifica-
tion problem is resolved and that the initial billings to
the federal government will include costs incurred in as
many past months as possible.

EQUIPMENT

Equipment at June 30, 1967 in the amount of $107,869,
as shown in Exhibit A, is understated by the amount of
the equipment located in the three fiscal intermediaries’
offices. The Auditor General estimates this understate-
ment to approximate $£184,000.

Representatives of the Office of IHealth Care Services
have informed us that they are in the process of inven-
torying the state equipment located at the fiscal inter-
mediaries’ offices. Accountability is the principal reason
for recording equipment; therefore, we believe that the
time lag between the purchase date and the recordation
date should be reduced in the future.
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RECOMMENDATION

We recommend that all state equipment at the fiscal
intermediaries’ offices be inventoried and recorded im-
mediately, and that future equipment puvchases be 1re-
corded in the property accounts on a current hasis.

ORGANIZATIONAL CHANGES IN THE OFFICE OF
HEALTH CARE SERVICES

The Office of Tealth Care Services was administra-
tively established as part of the Iealth and Welfare
Ageney to provide policy determination, fiscal and man-
agement control, program planning, cte., for the Medical
Asgistance Program. Its prime role was to coordinate the
activities of the various state departments involved in the
Medical Assistance Program.

Problems have heen encountered by the office in this
coordinator role, and as a result the Office of Iealth
Care Services has found it necessary to assume geveral
functions carried out by other departments. For example,
since July 1, 1967 the Medical Fiseal Bureau and Medieal
Care Research Bureau have been transferred from the
Department of Social Welfare, and the Iealth Care
Service Bureau has been transferred from the Depart-
ment of Public Health to the Office of Ilealth Care
Services. In addition, the Office of HHealth Care Services
now has its own personnel office which was formerly in
the Depavtinent of Social Welfare.

In the addendum to the 1965-66 fiscal year budget for
the California Medical Assistanee Program a total of
44.8 positions were authorized, and in ‘rhe 1967-68 fiscal
year budget there were 122.8 positions authorized for
the office. While many of these positions represent di-
rect reductions in other departments of the Health and
Welfare Agency, the comparison indicates the growth
of the staff of the Office of Health Care Services since
its establishment in early 1966.

DUE FROM GENERAL FUND, STATE OF CALIFORNIA

The a «counts receivable of $72,978,702 shown in Ix-
hibit A ax due from the General Fund of the sState of
(,u]ﬁmnm represents the difference between the esti-
mated ammmt that the federal government and the local




142

JOINT LEGISLATIVE AUDIT COMMITTEE

governments will contribute towards the total cost of
the Medical Assistance Program for the period between
March 1, 1966 and June 30, 1967 and the estimate of
the total amount of the expenditures for that period.

As mentioned elsewhere in this report, very little sup-
port was available for estimating the June 30, 1967
expenditure acceruals, and the expenditures have not yet
been sufficiently audited; therefore, the exact amount of
this receivable will not be known until the $1 billion of
expenditures reported for the 16-month period ended
June 30, 1967 have been completely audited.

CONCLUSION

Practically the same deficiencies that we commented
upon in our Report on Examination of the Health Care
Deposit Fund for the four months ended June 30, 1966,
dated February 21, 1967, still hamper the fund’s opera-
tions. For example:

(1) The counties’ share of cost has not been fully
resolved.

(2) Major problems are still being encountered in the
eligibility certification process.

(3) Very little auditing of the fund’s expenditures
has been done to date.

(4) Not all of the fund’s expenditures have been com-

piled on a month-of-service basis.

The Office of Ilealth Care Serviees prepaved more in-
formative financial statements for the fiseal yvear ended
June 30, 1967 than those for the four-month period
ended June 30, 1966; however, sufficiently aceurate in-
formation was still not available, with the result that
considerable amounts of the June 30, 1967 financial data
necessarily consist of rough approximations.
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Exhibit A
MEALTH CARE DEPOSIT FUND
Statement of Financiol C@ndn ion %m' 3@ i?é?

A ssets
Cash in State Treasury and ageney accounts ___________ $542 563

Due from General Fund:
Untransferred halanee of approved execen-
tiveorder_ o ___________ $11,035,126
Medicare receipts recoivable from the De-
‘,hliﬁﬂ(”li of Mend al !i;\'j_»jiouc and the

Veterans” Home .. 20157577
uluhn il funds *ouunml to meet cnrrent
MOCUS. . . 59 (L/ 4‘}‘) 72,978,702
Due from federal eovernment . 61,550,795
Net amount due from counties - __ 14,137 437
Advances to countios:
Medieal assistanee - . ..~ ____ .. 23583033
Administration. ________________________ 764,591 3,348 547
Other recetvables and prepayments. . 11,157
Equipment_ . 107,869
Total . _ $152,677 070
Liabilities
Accounts payable:
Fstimated medieal Dills. o _______________ 100,827,605
Tostinnnted PAMC and MAN rote adjustiments. - L *~,n4,1’>3
Retroaciive nursing home w mm.mnt\ o~ 9,010,000
Heospitad based physicians .o o __ 10,200,000
Amaunts withheld from hospitals L 7,672,395
Adratnastration expenses . - I ST 318
(Cladins in process . S 067,925
Total nceounts pavable. 0 HLT12,975

ue o General Trund:
Beinbirse

AN ,,mm. AMS . L STSIS Y
Heimbursement of Social Security b=
Ciady bo December 1966 _____ 9,151,688

Due to moeind Welfare Pederal Fund.

152,566,902

107,869
2,209

. __31B2 677010
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Exhibit B

HEALTH CARE DEPOSIT FUND
Statement of Operations—Year Ended June 30, 1967

Revenues:

General Fund, State of Cali-
fornia, per Section 14157,
Welfare and Institutions
Code:

Amount collected under Ti-
tle XVIII of the Federal

Social Security Aet____________________________._ $2,915,778
Return of payments made
to Department of Mental
Hygiene under the Med-
ical Assistance Program_________________________ 20,305,554
Subventions for health care
benefits___________ . 231,874,133
Total General Fund,
State of California__________________________ 255,095,465
Federal government_ _________________________________ 349,129,278
County governments__________________________________ 203,411,879
Total revenues_______________________________ 807,636,622

Expenditures:
Premiums for coverage of re-
cipients qualified for Title
XVIII(b) of the Federal

Social Security Aet__________________.

Medical assistance rendered
to recipients under the
Medical Assistance Pro-

Qram._ - ____ . _________________

Cost of administration:
Counties__.______________

Excess of revenues

‘ over expenditures_ . ... _____________________
Prior year adjustments (debit) . _____________________
TFund balance, June 30, 1966___________________________

$6,620,710
8,934,367
3,324,974

$8,715,213

703,836,486

18,880,051 731,431,750

76,204,872
(92,971,586)
16,769,013

Ifund balance, June 30, 1967___________________________

HI
Revenues and Exp

Revenues:
State General Fund
Federal government
Counties, including !
222 county share
option provision
14150.1, Welfare
stitutions Code . .

Total revenu

Expenditures:

Cost of care of cate;
recipients and
medical indigents
2)

PAMC and MA!

rendered prior to

Fiscal intermedis
Counties. ______

Cost of care for all
tients under opt
sion of Section
Welfare and T
Code:

County share___
State share_____

Total expen

Fund balance, June ¢
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UMD
xed June 30, 1967

_________ 255,095,465
_________ 349,129,278
_________ 203,411,879

________ 807,636,622

,,,,, L T6,201,872
,,,,,,, (92,971,586)

16769013

»»»»»» $2,299

_— T T
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Schedule 1

HEALTH CARE DEPOSIT FUND
Revenues and Expenditures—16 Months Ended June 30, 1967

~

Revenues:

State General Yund_ - _______________ $317,580,331
Federal government._ - ________. 427 919,111
Counties, including $120,063,-

222 county share under the

option provision of Section

14150.1, Welfare and In-

stitutions Code_ - _ ___ o _______ 208,088,271

Total revenues___ .. I 1,013,587,713

Expenditures:
Cost of care of categorical aid
recipients  and  certified
medical indigents (Schedule

) $776,417,935
PAMC and MAA services

rendered prior to March 1,

1966 . 56,887,211
Cost of administration:

State_ - __ $3,475,149

Fiscal intermediaries ____ _ 9,990,605
,,,,, 9,065,023 22,530,777

Cost of care for all other pa-
tients under option provi-
sion  of Section 14150.1,
Welfare and  TInstitutions
Code:
County shave_ . __________ 120,063,222
State shave______________ 37,686,269 157,749,491

Total expenditures. . - 1,013,585,414

Trund balance, June 30, 1967__ §2 209
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Schedule 2

HEALTH CARE DEPOSIT FUND

Expenditures for Cost of Care of Categorical Aid Recipients and
Certified Medical Indigents—16 Months Ended June 30, 1967

Type of Service Amount
Physicians’ serviees_ ________________________________ $166,422,573
Prescriptiondrugs .- ________________ 51,816,258
Dentists - 48,688,316
Optometrists_ . _ - ____ 12,374,362
Chiropractors______________________________________ 1,966,620
Podiatrists - ___ o ____._ 3,081,699
Home health services.. ... _________________________ 2,228,729
County hospitals . ______ . ___ 116,300,000
Other hospitals_ _ _ ______ __ ... 132,621,764
State mental hospitals. . _________________ 31,030,170
Nursing homes_____ 176,564,338
Hospital-based physicians and free standing clinics_ . ___ 10,200,000
Other serviees and supplies_ - ___ ___________________ 23,123,106

Total, to Schedule 1____________________________ $776,417,935
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\id Recipients and
i June 30, 1967

Amount

- $166,422,573
o 51,816,258
o 48,688,316
. 12,374,362
. 1,966,620
. 3,081,699
o 2,228,729
--- 116,300,000
—o- 132,621,764
L 31,030,170
.- 176,56+.338

e 10,:200,000

. 23,123,106

- $T76,417,935
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CHAPTER SEVEN
DEPARTMENT OF MINTAL HYGIENE

MENDOCIHND STATE HOSPITAL

Mendocino State [iospital, located at Talmage, Men-
docino County, is an institution for the carve and treat-
ment of mentally il patients. Patients were first ad-
mitted to the hospital in 1863, and the present patient
poplation congiste primarily of mentally ill, aleoholics,
drug addiets, and acute geriatries.

The hospital also maintains an outpatient elinie, which
provides consultation serviceg  for former institution
patients and other people in need of psychiatiie treat-
ment.

Average patient population during the vear ended
June 30, 1967 was 1,619 and average per capita cost was
$5,008. A staff averaging 868 was emiployed during the
196667 fiscal year.

The patient population for 1967-68 was estimated at
1,01 for hudget purposes, while actual average patient
population for the first six months of the year was 1,559.
The increase was due to the growth of the aleoholie pro-
gram at 1he hospital.

The role and objectives of the =fate mental hospitals
have undergone considerable evolution in the last dee-
ade. The state mental hospital presently acts as a cen-
tral {reatment and training facility Yor the arca in whieh
the hospital ig located, and serves in an advisory eapa-
ity for Jocal mental health programs. The Departinent
of Mental Hygiene outlines the objective of the hogpitals
as follows:

“The ohjeetive of treatment and rehabilitation for the
mentally il person is to provide him with neecessary
services as soon as posgible with the least disruption of
his ordinary life. Treatment snd vehabilitation ave de-
signed to help him live ag a self-=ufficient productive
citizen.”

T Hone with This cnrrent trend, the manber of admis-
stons to a mental hospital has beeome o stotiztic of inereas-

147
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ing significance. Although average patient population has
declined in the last ten years from 2,271 in 1957-1958 to
1,619 during 1966-1697, the admissions for the same period
have increased from 1,253 in 1957-1958 to 3,435 during
1966--1967. The period of residence in the hospitals varies
considerably by type of patient. Approximately 30 percent
of the total patient population at Mendocino State Hos-
pital are aleoholies. The same approximate percentage of
patients are acute geriatrics. The average residence of
alcoholics is 45 days, while the acute geriatrics are pri-
marily terminal patients. Although cost per average
patient-day have doubled in the last five years, the cost
of treatment per patient has decreased. The cost finding
system presently being implemented by the Department
of Mental Hygiene will permit more detailed analysis of
accumulated data.

The support operations at Mendocino State Hospital
are financed from the General Fund of the State of Cali-
fornia. Research activities are supported by the General
Fund, federal appropriations and grants, and from grants
from private sources. Capital outlay expenditures are
made from the General Fund and the State Construction
Program Fund.

Trust accounts are maintained for patients’ personal
funds.

A Patient Benefit 'und is maintained. Revenue for this
fund is derived primarily from profits of the canteen
operation and income from investment of patient’s sur-
plus cash. Expenditures from the fund are for the educa-
tion and entertainment of the patients.

The report discussed in this Chapter represents the
findings and recommendations resulting from a review
by the Auditor General of the operations of Mendocino
State Hospital during the months of March, April, and
May 1968.

FINDINGS AND RECOMMENDATIONS
LAND USAGE

The total land owned by the state for operation of Men-
docino State Hospital is approximately 1,282 acres. The
hospital is located on a plot of land of about 131 acres.
Approximately 640 acres of land is utilized for farming,
consisting of a hog ranch, a dairy, and field crops to sup-
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port these operations. The remaining 511 acres is water-
shed land.

A reservoiris located on the watershed land and was the
hospital’s original water supply. The land surrounding
the reservoir has been controiled to proteet the water
rights of the hospital. However, an adequate water supply
is now available from a well syvstem. This land is now
used occagionally for pasture, and a pienic area is located
adjacent to the reservoir. The Mendoeino County Asgessor
estimated the present market value of this land at
$121,000.

RECOMMENDATION

We recommend that the state dispose of the approxi-
mate H11 acres of watershed land.

FOOD PURCHASES

Procedures for procuring grocery items are unneces-

sarily complex and time-consuming.

Fach quarter the Department of Mental Iygiene pre-

pares two KDT listings:

(1) Three-month listing. This ig a listing of all food
items which are expected to be consumed, applied
to the estimated patient population for the next
succeeding quarter, to arrive at the “eligible™ feod
purchases for the next quarter. This listing forms
the hasis for preparation hy the hospital food ad-
ministrator of the quarterly food purchase exti-
mates.

(2) Five and one-half month listing. This is a listing
of the quantities of goods expected to he consumed
during the five and one-halt months following the
submisgion of the food purchase estimates for the
next quarter. The purpose of this listing is to pro-
vide guidelines for the institution in estimating
imventory requirements until the next shipment of
food items will be received. In actual practice the
Lospital does not make nse of this listing.

The quarterly food estimates are forwarded to the
Department of General Seivices, which obtains bids,
sclects the suceessful vendors, and issues purchase ovders
and deliverv instructions.
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RECOMMENDATION
We recommend that:

(1) The Department of Mental Hygiene discontinue
the preparation and distribution of the five and one-
half month EDP listings.

(2) The Department of Mental Hygiene revised the
present food ordering procedures whereby:

(a) Hospitals submit lists of standard menus to
be served during the next quarter and lists
of physical inventories.

(b) The Department of Mental Hygiene, by uti-
lization of a central computer, prepare the
food estimates for all hospitals from the lists
of standard menus to be prepared, popula-
tion estimates, and physical inventories, and
forward these estimates direetly to the De-
partment of General Services with copies to
the hospitals.

FOOD STORES INVENTORY

Effective July 1, 1967 Mendocino State Hospital, with
the approval of the Deputy Director, Division of Admin-
istration of the Department of Mental Iygiene, discon-
tinued maintenance of perpetual inventory records of
food stores items. These records are still required by
the BState Administrative Manual.

Although these inventory records left much to be de-
sired, they provided a starting point from which to
verltv the proper utilization of these items. Under pres-
ent procedures it is almost impossible to determine the
validity of balances of stores on hand and to assure that
all goods received have been properly accounted for.

At present the hospital is utilizing standard menus
whiceh have been approved hy the Depar‘(ment of Mental
Hygiene, The department maintainsg daily population
(]dtd received in eonjunction with the cost finding system
and prepares (uarterly EDP listings of all food items
to be purchased, extended hy the estimated patient popu-
lation. A food administrator from the department visits
the hospitals to review, analyze, and coordinate the ac-
tivities of the hospital food administrators. With the
installation of a centralized purchasing svstem. the de-
partment would have all of the necessary facilities to
institute a modern system of control over food items.
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RECOMMENDATION

Ve o recommend  that aecountability for the proper
utilization of food items he assigued to the food adimin-
istrator at the department ievel In order to properly
fulfill this function we recommend that the food adminis-
trator be furnished computed inventories to compare to
actual physical inventories to locate and investigate ma-
terial variances, and that the food administrator be sup-
plied with adequate information {o verify that patients
are receiving the best diets available within budgetary
limitations.

INDUSTRIAL THERAPY ASSIGNMENTS

Approximately 45 to 50 percent of the patient popula-
tion at Mendocino State Tospital have “industvial ther-
apy’’ assignments. Although records regarding industrial
therapy assignments are very limited, onr caleulations
indicated that a minimum of 35 pereent of the total labor
required to run the hospital is contributed by patients.

In the final report of the California Commission on
Staffing Standards for State Mental IHospitals, issued
to the Senate on February 1, 1967 the commission stated
that patient laboi should never be used “to run the
hospital”” and recommended that the use of patient labor
as the means by which present levels of hospital serviee
are maintained he eliminated. The veport stated that
where 1t 18 in the interest of the patient to be given a
regulir work assicnment, he should he paid for his work.

RECOCMMENDATION

We recommmend that the departinent censider the ree-
cirmendations of the California Commission on Staffing
Standards for State Mental TTospitals regarding the use
of patient labor, and that amounts carned by patients
he avmlied against the patients’ charges.

COST FINDING SYSTEM

The Deparvtment of Mental Tveiene ix in the process
o develsping and implementing a “Ceost finding svstem”
throvehont the state mental hospitals and the depart-
ment, The svatem beinge deveodoned is based on the “Uni-
form Cost Analysis Manual” prepared by the Uniforn
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Accounting Committee of the California Hospital Asso-
ciation.

The primary objectives of cost analysis as outlined in
the Uniform Cost Analysis Manual are:

(1) Establish a relationship of revenue to cost in the
individual centers.

(2) Provide a basis for establishing equitable rates
to be charged for hospital services.

(3) Assist in the formation of finanecial policies of
the hospital.

(4) Compare costs with other individual hospitals if
desired.

(5) Provide information for use by hospitals in public
relations.

(6) Encourage cost consciousness among responsible
employees.

The primary impetus for the development of a cost
finding system has been Medicare legislation requiring
actual cost figures for patients whose charges are being
paid by the Social Security Administration.

As previously mentioned, patient labor, in the form of
industrial therapy assignments, contributes an estimated
35 percent of the total labor required to run Mendocino
State Hospital. This labor is not taken into consideration
in the cost finding system being adopted by the Depart-
ment of Mental Hygiene.

The ability and desire of patients to accept industrial
therapy assignments vary widely by type of patient, as
illustrated in the following analysis of patient popula-
tion on April 30, 1968:

Number
Considered Number
Available Actually Percent
For With With
Industrial Industrial Industrial
Type of Patient Therapy Therapy T}merapy
Patient Population Assignments  Assignments Assignments
Alcoholics_ _________ 490 474 347 719,
Mentally T _______ 571 381 359 63
Drug. .. 53 53 16 30
Geriatries_ - .- _____ 493 61 - -
Total .- __________ 1,607 969 722 45%,
Percent of total_ __ 1009, 60%, 45%,
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The following tabulatien shows that the aleoholies and
mentally ill categories furnished thie bulk of the patients
with industrial therapy assignments:

Patients With Industrial

Patient Population Therapy Assignments

Percent of Percent of
Type of Patient Number Total Number Total
Alcoholies_ - ________ 490 309, 347 4897
Mentally TH________ 571 36 359 50
Drug._____________ 53 3 16 2
Geriatries. - _______ 493 31 _ .
1,607 1009, 722 1009

The failure to take into consideration such a large
percentage of the total labor necessary to run the hos-
pital invalidates the results obtained and precludes the
attainment of the primary objectives of the cost finding
system.

Maintenance and utility costs of employees’ housing
and of farming operations are allocated to treatment cost
centers rather than to the non-treatment programs for
which these costs are incurred. This results in an over-
statement of the costs of patient treatment and an un-
derstatement of the costs of providing these facilities.

The cost finding system as presently administered ap-
pears to he too rigid in the avea of the medical-surgery
division. Nursing personnel in this division are assigned
to various cost centers on the hasis of daily contingen-
cies. No provision has been made in the cost finding
svstem for temporary assignments of personnel if the
total time on each temporary assiecnment constitutes less
than 20 pereent of the total month’s assigmment. In addi-
tion, numerous ancillary serviees perforned in tiie medi-
cal-surgery division are not listed in the relative value
hook, which provides the hasis for charging for ancillary
services. Personnel preparing documentation in the cost
centers are confused about the purpose of the cost find-
g svstem and the ultimate utilization of information
which they are submitiing. The cause of the confusion
in these areas appears to he a lack of proper follow-up
and coordination in the installation and maintenance
of the cost finding system.
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RECOMMENDATION
We recommend that:

(1) The Department of Mental Hygiene re-evaluate
its approach toward the finding of costs and make
provision for the proper recording, evaluation,
and assignment of patient-contributed labor.

(2) Costs attributable to non-treatment activities be
allocated to those activities.

(3) Mendocino State Hospital and the Department of
Mental Hygiene strengthen their programs for re-
view and coordination of the implementation of
the cost finding system.

PATIENTS’ BENEFIT FUND EXPENDITURES

Expenditures from the Patients’ Benefit Fund are re-
stricted by the Welfare and Institutions Code to expend-
ditures for ‘‘the education or entertainment of the pa-
tients of the institution”. The review disclosed that
expenditures have been made for other purposes.

Patients are paid $3 from the Patients’ Benefit Fund
for each pint of blood donated by the patients to the
Sonoma County Blood Bank. The hospital is a member
of the Sonoma County Blood Bank, and by maintaining
a balance in the bank is charged ounly $12.50 per pint
of blood drawn from the bank. An outright purchase of
blood would cost $37.50 per pint. The net effect of this
arrangement is to reduce the expenditures from the Gen-
eral Fund. During the 1966-67 fiscal year the hospital
withdrew 178 pints of blood at a savings of $4,450 (178x
$25) and during the period from July 1, 1967 through
March 31, 1968 withdrew 105 pints at a savings of $2,625
(105x$25). Patients were paid from the Patients’ Bene-
fit Fund $870 during the 1966-67 fiscal year and $897
during the first nine months of 1967-68 fiscal year for
blood donations.

Expenditures for patient clothing in the amount of
$1,524.51 were made from the Patients’ Benefit Fund
during the 1966-67 fiscal year. The clothing was received
in four shipments in January, February, and March of
1967. These expenditures were recorded as ‘‘Christmas
gifts for patients’’.

Many expenc
washing machi
are made from
mining factor :
chased from th
Fund appears 1
eral Fund. The
pital business ¢
ment would nc
there is some ¢
practice 1s sanc
giene and the

RECOMMENDATIO

We recomme
from the Patie
tion and entert
Welfare and 1

TRUST OFFICE C#

The cashiers
accounts at M
rect supervisio
in the trust o
the drawer is
cashier and he

The Audito
overlapping of
keeper and ar
over patients’
pares a proof
keeper prepar
has completed
ceipt in total
listing, receip
The bookkeept
spending mon
tions on these
the amounts t
an adding mac
notifies the ca
orders, and tl
conform to th



MITTEE

riene re-cvaluate
f costs and make
ling, evaluation,
buted fabor.

ent activities be

e Dicpartment of
programs for re-
iplementation of

ofit Fund are re-
Code to expend-
ment of the pa-
v disclosed that
r purposes.
ts” Benefit T'und
patients to the
ital is a member
I by maintaining
$12.50 per pint
1ght purchase of
aet effeet of this
es Irom the Gen-
car the hogspital
s of $4,450 (178x
1, 1867 through
savings of $2,625
- Patients” Bene-
Povear and $897
8 fiscal year for

1 the amount of
7 Benefit Hund
Hng was received
v. and Mayeh of
1 as ““Christmas

BIENNTAL REPORT 155

Many expenditures for items of cquipment such as
washing machines, clothes dryers, and vacuum cleaners
are made from the Patients’ Benetit Fond. The deter-
mining factor as to whether these items should be pur-
chased from the General Hund or the Patients” Benefit
Fund appears to be the availability of funds in the Gen-
eral I"und. These expenditures ave justified by the hos-
pital husiness administrator on the bhasis that the equip-
ment would not otherwize he available to the patients,
theve 1s some educational value to the patients, and the
practice ig sanetioned by the Departinent of Mental Ty-
gicne and the Department of Minanee.

RECOMMENDATION

We recommend that the hospital restrict expenditures
from the Patients” Benefit Fund to those for the edueca-
tion and entertainment of the patients as specified in the
Weliare and Institutions Code.

TRUST OFFICE CASHIERING AND BOOKKEEPING

The cashiering and bookkeeping acfivities for trust
accounts at Mendocino State TTospital are under the di-
rect supervision of the hospital trust officer. All personnel
in the trust office have acceess to the cash drawer, and
the drawer is not locked during the ahsence of both the
cashicr and her relief assistant.

The  Auditor General’s staff observed  considerable
overfapping of duties hetween the cashier and the book-
keeper and an appavent disvegard for internal control
over patients” cash and aceounts. The bookleeper pre-
parves a prool listing of checks. In addition, the book-
keeper prepares a proof tape of checks posted after she
has completed the posting operation and prepares a re-
ceipt in total from this Bisting. Hhe then forwards the
Histing, receipt, and checks fo the cashier {for depogit.
The bookkeeper also receives from patients vequests for
spending money and canteen orders, mhe makes correc-
tions on these forms when fuinds ave not available, posts
the amounts to individual account ledgers, and prepares
an adding machine tape Hsting for proof. The hookkeeper
notifics the canteen maneger of adjustments in canteen
orders, and the canteen manager adjusts the orders to
conform to the limits of funds available. "The bookkeeper
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forwards the requests for funds and the canteen orders
to the cashier, and the cashier makes the disbursements.

RECOMMENDATION

‘We recommend that:

(1) The -cashiering and bookkeeping activities be
placed under the direct supervision of the hospital
accounting officer.

(2) Accessibility to the cash drawer be limited to the
cashier and her relief assistant, and that the cash
drawer be locked in their absence.

(3) All checks be recorded by the cashier when re-
} ceived ; the cashier prepare listings of these checks
' showing patients’ names or numbers, deposit those
checks which require no further processing, and
provide the bookkeeper with a copy of the listings
as a posting source.

(4) All disbursements be processed first by the cashier,
and the cashier provide the bookkeeper with a list-
ing for proof purposes.

(5) Where verification of availability of funds is re-
quired prior to the disbursement by the cashier,
this be done as a separate operation. In no case
should the bhookkeeper be authorized to alter
amounts as shown on the source documentation.

PATIENTS’ PERSONAL PROPERTY

The trust officer is responsible for the safekeeping of
the patients’ personal property. This property is stored
in unsealed envelopes on open shelves in a vault. The
vault is accessible to all employees.

RECOMMENDATION

We recommend that the patients’ personal property
be placed in sealed envelopes and that doors with locks
be constructed to enclose the shelves.

ABANDONED ACCOUNTS WITH SMALL BALANCES

The trust office carries a number of accounts which
have been abandoned by the depositors. About one-half
of these accounts contain balances of $5 or less. Under
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present law, these accounts must he maintained for
period of seven years hefore heing remitted to the State
Treasurer.

RECOMMENDATION

We recommend that the Department of Mental Hy-
giene introduce legislation to revise the Welfare and In-
stitutions Clode to allow state institutions to he velieved
of accountahility for abandoned accounts with small hal-
ances after a period of one vear.

ABANDONED ACCOUNTS AND PRCPERTY

Thirty-three accounts with a total of $743.94 have heen
held for mwore than seven vears since the dates the pa-
tients were discharged. In addition, the vault contains
several hoxes of personal property that was abandoned
by discharged patients.

Section 4127 of the Welfare and Institutions Code pro-
vides for the disposition of such accounts upon the ex-
piration of a seven-vear period from date of discharge
and for the disposal of other property upon the expira-
tion of one year. After the expiration of these periods
the trust officer must transfer the halances or proeeeds
to the State Controller for deposit in the Uneclaimed
Property Fund.

RECOMMENDATION

We recommend that:

(1) Abandoned accounts kept for seven vears he trans-
ferred to the State Controller for deposit in the
Uneclaimed Property Fund.

(2) Abandoned property held for a vear be auctioned
and the proceeds transferred to the State Con-
troller.

CASE REVIEW OF PATIENT FILES

Claims for a patient’s henefits are filed on the hasis of
a questionnaire completed the day follewing the admis-
sion of the patient. Thix questionnaire does not give a
complete history of the patient’s baclground, and the
trust office does not review patients’ case files to ascer-
tain that all benefits are heing obtained. In addition, the
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financial circumstances of patients may change consider-
ably due to a variety of factors, including legislation.
Since there is no procedure in effect for automatic de-
termination of additional bencfits that may be available
as the patients’ financial circumstances change, revenue
for both the patients and the state is being lost if a pe-
riodic review of the patients’ case files is not made.

RECOMMENDATION

We recommend that the trust officer initiate a system
of continuing review of patients’ case files.

TRUST ACCOUNT BALANCE INQUIRIES

The trust office does not attempt to keep patients or
affected ward personnel informed of balances in patients’
trust accounts available for expenditure. As a result,
trust office personnel are frequently requested by pa-
tients and staff to furnish information on patients’ trust
account balances.

RECOMMENDATION

We recommend that each ward receive periodic reports
of its patients’ trust account balances to avoid the need
for inquiries addressed to the trust office.

TRUST OFFICE STAFFING STANDARDS

The trust officer at Mendocino State Hospital acknowl-
edged the existence of the deficiencies which we have de-
seribed in this report pertaining to the trust office
operations, and said that they result from having inade-
quate staff to properly perform the duties of his office.

The trust office does not have on file descriptions of
the duties and responsibilities of the positions in that
office. No standards of performance have been developed,
and no attempt has been made to gather statistical data
relative to the productivity of trust office personnel
Consequently, the trust officer is not in a position to
make an appraisal of personnel required to adequately
perform the duties of his office. Also, the trust officer
has stated to us that he does not have the time to correct
the present deficiencies.
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ment in state mental hogpitaly, and the fact that patients
are gencrallv from a higher socic-economic level than
they were in prior vears indicate that the responsibilitios
and activities of the trust office personnel have inereased
substantially. We do not, however, believe that yeauests
for additional staffing should he ma,de until the trust
officer has determined on the hasis of sound performance
standards that a larger staff 1w justified.

RECOMMENDATION

We recommend that the trust officer at Mendoeino
State IHospital make a comprehensive analvsis of the
productivity of his staff, prepare a deserviption of the
duties and respongibilities of each wmember of his slaff,
and iunstitute a systemm of aceumuiating statistical data
which can be utilized 1n the ]n_‘{ﬂ,»eu‘a‘tnnl of standards of
performance and relatively accurate extimates of staffing
patterns necessary to adequately perform the duties of
his office.

PERSONNEL PERFORMANCE REPORTS

The personnel department of Mendocino State IHos-
pital has a three-page lIist of cmplovees whose folders
do not contain current performance reports. Personnel
folders of 50 percent of the employees in the trast office
and 46 percent in the Dbusiness office lacked current
performance reports.

The State Administrative Manual, Seetion 0472, and
the Department of Mental Thveiene Personvel Training
Manual, Section 900.122, vequire that annual pon‘:m'm—
ance reports be 1)1‘@]»&1‘01 for cach employee for fling
in each eniployee’s personnel folder. The failuie fo ,no-
pare and file ‘thoso ](‘1)‘)11\ o1t o current basis indientey
a laxness in the avea of personnel managenent on the
part of the administration.

RECOMMENDATION

We recommend that personnel performance vepor's he
prepared and filed for all employees on o carrent hasis

ATTENDANCE REPORTING

Daily attendance veports ave sabmitted o the pes-
sonnel office, on a negative basis, on a mircograph form
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entitled ‘‘Mendocino State Hospital Attendance Report-
ing Form”, P401. This information is then transcribed
on Department of Mental Hygiene employee attendance
record, form 1627, which is also used as an employee
leave record, and to the State Controller’s attendance
report, form 672, which is forwarded to the State Con-
troller’s office.

The above procedures result in a duplication of records.
The State Administrative Manual, Section 8540, states
that the State Controller’s attendance report shall be
used as the complete record of attendance.

RECOMMENDATION

We recommend that:

(1) The hospital utilize the State Controller’s attend-
ance report form for unit timekeeping and as the
permanent attendance record.

(2) The hospital discontinue using the Mendocino
State Hospital attendance report and discontinue
using the Department of Mental Hygiene attend-
ance record form 1627 except as an employee leave

record.

PATIENT PLACEMENT IN PRIVATE FACILITIES

The trend in the treatment of mental illness in the
state is to place as many patients as possible in a com-
munity setting. The decision to place a patient in the
community is made by the hospital staff consisting of
the doctor, nurse, and social worker.

Once the patient is placed in the community facility,
the patient becomes the client of the field social worker,
who is an employee of the Department of Social Welfare.
At this time the patient is placed on an indefinite leave
status by the hospital and is given access to its outpatient
services.

A family ecare home has a maximum population of six
and an average population of approximately 3.5 and is
certified by the Department of Social Welfare. The home
is usually located in a residential area and operated by
its owners. The Auditor General’s staff visited one family
care home in the Ukiah area. The home was neat, and
the residents were all patients from the state hospital.
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They also visited two boarding homes. The fivst of
which had 16 vesidents. This home was located near the
downtown business district, where shopping is convenient.
The home was an old, two-story structure which was
licensed by the City of Ulkiabh, and was operated by a
non-owning managzer and once assistant during the day
and by oune assistant for cach of thie other shifts. When
the staft visited the homie ounly one persoi, the man-
ager’s day assistant, was present. The medicine cabinet
was open and several other hazavds were obseived. The
exits from the top floor were steep staircases which
would be difficult to use in an einergency.

The second boarding home was located in a residential
arca and contained five patients. One patient had been
placed there privately, and the rest were from the state
hospital. The Lome was a neat, Tour-bedroom home op-
erated by its owmners. This home was also licensed by
the City of Ukiah.

The staff also visited a convalescent or nursing home
located in Ukiah’s residential arvea. The building was a
large, one-story structure which was well furnished. The
building contained two dining rooms, laundry, Kitehen,
physical therapy room, occupational therapy room,
lounge, offices, and 60 beds. Forty patients were there
at the time of the visit, some having been placed pri-
vately and others by the state hospital. The home was
operated hy a non-owning mapnger assisted hy oo large
staff. In addition to eook lavndress, anil Janitors, there
was one registered nurse present and soveral Heensed
vocational nurses. The vegistered nurse stated that for
the other two shifts a vooistered nurse was an eall, The
physical therapist was also on ealll This home was Ii-
censed by the state Departinent of Publie Tlealth,

The social workers seemed disturbed over the laek of
reeistered nurses for all «hifts and the tendeney of the
staff to wait en the patients, therehy maling them too
dependent on others. The lack of an cccupational thern-
pist and registered nurses also contributed fo the depen-
dency of the patients and the dilution of cave and treat-
ment.

Staffine of nurses =eemg to he a major problen: m the
Ukial avea. There arve two nursing homes. a private
hospital, a county hospital, and Mendocino State Ios-
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pital. Being a rural area, there is some difficulty in re-
cruiting registered nurses. We were informed that, as a
result, many of the registered nurses at the state hospital
also hold other nursing jobs outside of regular working
hours.

It appeared to us that the standards as to facilities
and staffing varied considerably in the community place-
ment residences, and that closer supervision and inspec-
tion are required by an agency of the state with authority
to establish and enforce minimum standards. However,
we are making no recommendations concerning commu-
nity placement because we believe that a broad review
of all of the circumstances would be required, which is
greater than the scope of the present review.

SCOPE OF REVIEW

In conduecting this review of operations at Mendocino
State Hospital, reports summarizing activities of the
institution we