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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
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FISCAL AFFAIRS
State Controller—
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Finance—
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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.
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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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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



20

has

1.

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
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® 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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Vallejo_______________
Glendale_____________
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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 beyonc
unit. Therefore,
gram is necessary

® Become kno
gram budget

e Become fam:
applications
coverage, an

® Learn to ap
e Keep abreas

Citation cont1
Strong control «
maintained so tl
minimized, and ¢

The principal
cedure recomme
follows:

e stablishes «
headquarter:
ventory by -
over shipme;

e Histablishes
and over thi
tions issued

o Fliminates t
as Tollows:

Proposed dist:

Field office
Court
Traffic viola
(Eliminated
(Eliminated

® Provides a 1
ing and voic

® Provides a :
individual ¢




I COMMITTEERE

)l procedures. Briefly

wticed, is capable of
ge should be extended
t now examined:

tld be simplified
should be strengthened

ms should not be con-
accounting and audit-
urvey is to point out
nprovenients.
vhich is an important
, may best be under-
se of internal control.
functional organiza-
measures adopted by
55 (2) check accuracy
(3) promote opera-
re adherence to pre-

wdquarters and field
atrol, and the respon-
Id be to satisfy him-
»roducing the desired

- CHP, the Auditor
lowing recommenda-

ram and obtain man-

arly

;

k, and eclearly define
al auditing and zone

documentation of
paper procedures
img an internal audit

well as other condi-
dquires an increased

BIENNIAL REPORT 41

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




64 JOINT LEGISLATIVE AUDIT COMMITTEE

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)



"OMMITTEE
value, and a 3.269,

that the University
t value in order to
nanece.

nted for partly as
organized activity,
wental researeh, and
ounts not allocated

from state funds,
¢ events. Under the
crmine the cost of
to what extent the
re  sclf-supporting,

that the full costs
nted for and sep-
3.
and uses of funds
the sehedule which
estimates of pro-
 programs and by
peditures are real-
m information dis-
Cof instruetion and
ized  rescareh,  to

ule  discloses final,
unds, and we have
Hes in public serv-
Viee are primarily

ADJUSTED CURRENT FUND EXPENDITURES BY SOURCE OF FUNDS AND BY PROGRAM

YEAR ENDED JUNE 30, 1966

(Amounts in Thousands)

BIENNTAL REPORT

Special
federal Student Stugient Aamhe}ry
Research research services aid enterprises  Total

Public
service

Instruction

f funds

ources of

S

=
—

AN BN Rdol-l el BN B Bl k)
0 RN

S
]
ofr

S —~aS oM
oA T RS QR
—ZomAmin St
1<* NG
~H Z

s ..

ifornia aad other general fun

Other

Auxiliary en

R SR
on

7

563,250

102 S

827

271

S14,

S16,145

$15-4240

Total.. .

#(Deduction:



72 JOINT LEGISLATIVE AUDIT COMMITTEE

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<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>