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MINUTES OF THE SENATE COMMITTEE ON WAYS AND MEANS.
The meeting was called to order by Chairperson August Bogina at 11:00 a.m. on January 20, 1994 in Room
123-S of the Capitol.

All members were present except:

Committee staff present: Alan Conroy, Legislative Research Department
Norm Furse, Revisor of Statutes
Judy Bromich, Administrative Assistant
Ronda Miller, Committee Secretary

Conferees appearing before the committee: Gloria Timmer, Director, Division of the Budget
John Sherman, Department of Transportation
Bob Alderson, Port Authority

Others attending: See attached list
APPROVAL OF MINUTES -

Jan 19 meeti arv . _The motion i N a voice v

INTRODUCTION OF BILLS

Mr. John Sherman, Kansas Department of Transportation, Department of Rail Affairs, and Mr. Bob

Alderson, general counsel for the port authority, requested the introduction of bill draft 3 RS 1911 and an

expeditious hearing upon the assignment of the bill to a standing committee. The Chairman indicated that he

would request that the b111 be sent to Ways and Means and that he would hold a heanng as soon as posmble
Se B 911 be g ] :

De nt of Tr. ortation, The motion on a voice vote.

PERFORMANCE BASED BUDGETING

Gloria Timmer, Director, Division of the Budget, appeared before the Committee to discuss a change in the
way the Division of the Budget analyzed specific budgets. She stated that performance based budgeting is a
shift in focus from analyzing object code detail to analyzing expected performance. Until this year, budget
analysts focused more on object code detail than expected performance of the agency. Ms. Timmer stated that
the anticipated results provide more accountability and a better idea of expected performance.

Attachment 1 was submitted as an example of the object code summary which has been the basis for budget
analysis in the past. Ms. Timmer explained that Attachment 2 provides an example of a summary sheet which
was provided to specific agencies this year (general governmental agencies, Department of Corrections and its
institutions). Attachment 3 is an issue units analysis which represents major areas of discussion in every
agency budget.

Concern was expressed that not all elements of performance based budgeting were in place and, therefore,
performance could not be accurately measured. Ms. Timmer stated that agencies have submitted a mission
statement, programs, program priorities and performance indicators for approximately the past 13 years and
that these should be made available to the Legislature through the Department of Research analysis and agency
budgets. She discussed some of the attempts to implement performance based budgeting in other states, but
stated that, to her knowledge, it had not been fully implemented anywhere.

The Chairman expressed his opinion that the House and Senate committees should evaluate budgets from the
same perspective because of the need to have a common base during conference committee meetings.

Concern was expressed that performance based budgeting not limit the Legislature’s effectiveness in
evaluating what is done in some agencies rather than how something is done. The time that it would take to

Unless specifically noted, the individual remarks recorded herein have not been

transcribed verbatim. Individual remarks as reported herein have not been

submitted to the individuals appearing before the committee for editing or

corrections. 1
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adequately analyze performance was also expressed as a concern by some members.

It was pointed out that there was no focus on quality control and no baseline to insure truthfulness if the plan
is to be self-reporting. It was suggested that Division of the Budget develop quality control and implement
this new procedure in only one agency in order to develop a useful model. Ms. Timmer stated that she had
located training for quality control at no cost to the state. It was suggested that the Division of Post Audit be
involved in the training.

The Chairman invited Barbara Hinton, Post Audit, or Alan Conroy, Chief Fiscal Analyst, Kansas Legislative
Research Department to further discuss the issue of performance based budgeting at the next meeting.

The next meeting is scheduled for January 24, 1994.
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Division of the Budget

Issue B: Level A -- FY 1995

Description: The agency requests $1,449,817 at the A Level in FY 1995. No fee
increases are planned for FY 1995 at any level. This level would finance
existing personnel costs with the exception of merit pay, step movement, and
longevity. Other reductions include the following:

A Increase in the shrinkage rate from one percent to two percent --
$16,070.
28 Elimination of relocation costs for the Wichita office to move into

the new state office building -- $6,833.

3 Reduction in professional fees used to finance trial and hearing
costs -- $10,000.

4 Discontinuance of the grant to Kansas Council on Economic Education
-- $10,000.

55 No capital outlay requests at any level.

6. Elimination of the additional office space for the Topeka office.

This budget level could result in reductions of the extent and quality of
agency services, while the volume of filings and other demand for agency services
will most likely continue to increase. The number of investigations completed
would fall by 30 from the B 1level performance expectation, leaving more
investigations open at the end of the vyear. The average caseload per
investigator would increase to 18, and criminal referrals would drop from 35 to
30. In addition, five fewer field examinations could be accomplished at the A
level. Reductions in registration and compliance services (preventive regulation
services) would most likely result in substantial investment or trading losses
by Kansas investors, but the extent of these losses cannot be estimated
accurately. In addition, the costs to attempt after-the-fact recovery of
preventable losses 1is significantly greater than the costs of preventive
regulation.

Performance at the A level is forecast at slightly less of all agency
activities without any one activity suffering disproportionately. The A level
appears to predict a general decline in employee and agency productivity. The
activity most affected would be the consumer education function begun last year
with a grant to KCEE for promotion of the Stock Market Game. That activity would
be discontinued. The grant represents the only preventive measures being taken
by the agency to reduce securities fraud and better protect investors and the
capital markets. <

Division of the Budget Recommerdation: The recommendation of $1,485,820 from the
agency’s fep fund is made at the B level. This recommendation represents a 1.5
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(Issue B Continued)

percent increase over the FY 1994 Budget Division recommendation. Further detail
is provided in Issue C.

Agency Appeal: Appeal for $20,000 to enhance the investor education program.

Governor’s Reccmmendation: Add $20,000 for education and $32,455 for step
movement, merit pay, and longevity.

Legislative Action:

625
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Division of the Budget January 4, 1994

Issue C: Level B -- FY 19395

Description: The agency requests $1,530,581 which is $65,328 more than the FY
1994 approved budget (4.5 percent). No fee increases are planned for FY 19385 at
any level.

At this level, the agency would fully fund its personnel costs and would
continue the $10,000 grant to the Kansas Council on Economic Education for
support of the Stock Market Game in the schools. This request also includes
increased costs for office space including (1) higher cost per square foot for
the Wichita office in the new state office building than is currently being paid,
and (2) expansion of the Topeka office by 600 square feet of ground-floor space
to accommodate patrons who cannot use the stairs (an ADA compliance issue) and
to provide meeting room space for agency hearings.

The Level B request for FY 1995 is based on a continuation of agency
services at the level currently provided under the authorized budget for FY 1994.
The agency predicts continued growth in filings (from 6,090 in FY 1994 to 6,385
in FY 1995) and strong growth in both original and renewal applications. Forty
field examinations will be possible at the B level, compared to 35 in FY 1994 and
27 in FY 1993. Both the productivity of investigators and the average caseload
per investigator appear to benefit from the increased funding at the B level but
are not affected by the additional amounts requested at the C level. The only
direct link between the budget and the level of performance indicated is the
variance in the shrinkage rate.

Division of the Budget Recommendation: The Division generally recommends the B
level budget with salaries at the A level (without merit pay, longevity, or step
movement) . Lack of variation in agency performance at the C level compared to
the B level indicates that the additional C level requests are not critical to
performance, although the C level does include the enhancements in public
information and educational services.

The total amount recommended is $1,485,820. Shrinkage is recommended to
continue at 1.0 percent. The request for KP&F benefits for investigators is not
recommended. Health insurance rates have been revised based on the rate
reduction of 9/16/93.

The OOE recommendation includes printing costs for an informational booklet
and inflationary increases for most expenses. Additional office space for the
Topeka office is not recommended ($7,500). The enhancement to investor and
entrepreneur education is not recommended. An increase for costs associated with
litigation and hearings is recommended at the requested level, which is slightly
more than actual FY 1993 expenses.

The request for aid to local units is recommended at the B level of $10,000
for the grant to KCEE for investor education. This is equal to the amount paid
last year. :

4
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(Issue C Continued)

Agency Appeal: 2Appeal for $20,000 to enhance investor education.

Governor’s Recommendation: Add $20,000 for education and $32,455 for step
movement, merit pay, and longevity.

Legislative Action:

625



Division of the Budget January 4, 1994

Issue D: Level C -- FY 1995

Description: The Office of the Securities Commissioner requests $1,633,382 at
the C level, which would finance the B level budget plus the following:

al First-year costs for the agency’s nine investigators to participate
in Kansas Police and Fire (KP&F) retirement -- $47,176

28 Elimination of shrinkage -- $12,725.

310 Expansion of public information and educational services -- $52,300.

Agency performance generally is not forecast to increase with the C level
budget, except in the expansion of public information and educational services.
No performance measures have been developed yet for the educational services,
although the long-term expectation of preventive education is that it should
positively affect the workload of investigators and attorneys by preventing
securities violations. No fee increases are planned for FY 1995 at any level.

Division of the Budget Recommendation: The recommendation of $1,485,820 is
basically the agency’s B level request.

Agency 2Appeal: 2Appeal for $20,000 for investor education.

Governor’s Recommendation: Add $20,000 for education and $32,455 for step
movement, merit pay, and longevity.

Legislative Action:

625
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Division of the Budget January 4, 1994

Issue 1: Securities Commissioner -- Operations Program -- FY 1994 and FY 19395

Description: The agency has two major functions--regulation and enforcement--and
recently began a third function--education--for which it plans an expansion.
Regulation services generally are intended to prevent or detect violations of the

Kansas Securities Act and other statutes. Regulation services involve the
registration of securities offerings, broker-dealers, agents, investment
advisers, loan brokers, and subdivided land offerings. Regulation involves

continuous monitoring of registrants for compliance with requirements of related
statutes and administrative regulations.

Enforcement services are concerned with investigation, prosecution, and
correction of alleged unlawful conduct or criminal violations under the Kansas
Securities Act and other statutes. The agency asserts that an effective
enforcement program not only provides remedies for violations and criminal
activities but also provides a general deterrence against future violations.

The public education function of the Office of the Securities Commissioner
began in the FY 1994 approved budget with a $5,000 grant to the Kansas Council
on Economic Education (KCEE) for support of the Stock Market Game in schools.
The agency increased the amount paid to $10,000 and paid it in FY 1993 (see Issue
1c) . The agency now requests $20,000 at the C level for this same purpose. Also
requested is $32,900 at the C level for publication of an informational brochure,
production of a video, hosting of a booth at the 1994 state fair, and hosting of
several small conferences to promote investor education in the securities market.

Division of the Budget Recommendation: The Division of the Budget recommends the
continuation of regulation and enforcement activities as proposed in the B level
and gradual, but not dramatic, expansion of educational and preventive services,

as requested in the B level. Level C reguests to expand the education function
are not recommended.

Agency Appeal: Appeal for $20,000 to improve investor education.

Governor’s Recommendation: Add $20,000 for education and $32,455 for step
movement, merit pay, and longevity.

Legislative Action:

625



Division of the Budget January 4, 1994

Issue la: Salaries and Wages -- FY 1994 and FY 1995

Description: The agency requests $1,220,990 in FY 1994 and $1,319,710 in FY 139395
from the Securities Act Fee Fund for salaries and wages. These levels of funding
include classified step movement, unclassified merit, and longevity pay.

The agency requests $47,176 at the C Level in FY 1995 to incorporate 9.0
FTE investigator positions. into the Kansas Police & Fire Retirement System.
These nine positions require qualification as law enforcement officers, and
offering this benefit is considered by the agency to be necessary for future
recruiting purposes. The agency alleges that the required experience and jcb
duties of these positions are equivalent to other law enforcement officers who
currently participate in KP&F.

The amount requested is computed at 16 percent of gross salaries for the
first-year costs minus the cost of regular KPERS at 3.2 percent, which is a mnet
rate of 12.8 percent. The cost of KP&F participation in future years is expected
to be 4 percent greater than regular KPERS, which is approximately $14,700 per
vear based on FY 1994 investigator salaries. Participation in KP&F will require
statutory amendments.

Division of the Budget Recommendation: Salaries are recommended at $1,220,990
for FY 1994, as requested, and $1,222,548 for FY 1995. The FY 1994 request is
slightly more than the approved budget primarily because of the base salary
increases for three staff attorneys approved by the Governmor in June 1993.

In FY 1995, all 26.0 FTE positions are funded at annualized rates but
without step movement, longevity, or unclassified merit. Health insurance
amounts are recommended based on the rate reduction of 9/16/93. The agency’s
request for KP&F retirement benefits for its investigators is not reccommended
consistent with the budget recommendation of the Division and the decision of the
Governor last year on this issue. Minor adjustments were made in fringe benefit
calculations, and a shrinkage rate of 1 percent is recommended.

The agency claims that KP&F retirement benefits are necessary for
recruiting purposes but has shown no evidence of problems with recruitment or
retention of any of its employees. The agency also notes the lack of equity
among similar positions in different state agencies.

Agency Appeal: No appeal.

Governor’s Recommendation: Add $20,000 for education and $32,455 for step
movement, merit pay, and longevity.

Legislative Action:

N\
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Division of the Budget November 1, 1993

Issue 1lb: Other Operating Expenses -- FY 1995

Description: The agency requests $293,672 at the C level from its fee fund in
FY 1995 for other operating expenses. The request includes an inflationary
increase in most object codes using the Division of the Budget’s recommended
general cost index. Also included are $2,000 to move the Wichita office to the
new state office building and $6,833 for the higher rent to be experienced by the
Wichita office in its new location.

Included is $2,000 to print an informational booklet for distribution to
Kansas businesses to explain various requirements for registration or exemption
of securities offerings. This booklet was not printed in FY 1993 or FY 1994.
The repairing and servicing budget was reduced at all levels by $8,000 to account
for a five-year maintenance agreement for the IBM AS/400 computer system paid in

FY 1994. The travel budget is increased slightly based on motor pool rate
increases and other general cost increases. No increase 1is requested for
subsistence.

The agency requests $52,900 for additional investor and entrepreneur
education programs at the C level (see Issue 1d). Included at all budget levels
is $30,000 for costs associated with hearings and litigation (see Issue le).
Only $10,000 of the $30,000 is a new request, but this is the first year the
agency has attributed various operating costs to the activity of preventive
education programs.

Division of the Budget Recommendation: The Division of the Budget recommends
$253,272, which is basically the B level request with the exception of the
additional Topeka office space.

Agency Appeal: Appeal for $20,000 for investor education.

Governor’s Recommendation: Add $20,000.

Legislative Action:

625
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Division of the Budget Novembmer 1, 1983

Issue lc: Aid to Local Units -- FY 1995

Description: The agency requests $20,000 at the C Level to increase the grant
to the Kansas Council on Economic Education for promoting the use of the Stock
Market Game in schools. The request at the B level is $10,000, and the grant is
eliminated at the A level.

The approved amount in the first year of the program (FY 1994) was $5,000;
however, the agency made a payment of $10,000 in June 1993 using budget savings
from FY 1993. The purpose of making the payment early was partially to free
funds in the approved FY 1994 budget to increase the base pay for three staff
attorneys. The agency plans to skip FY 1994 since the early payment was really
for FY 1994 activities. The agency’s B level request would be twice as much as
the approved FY 1994 budget of $5,000, but equal to the amount actually paid
($10,000) .

The agency notes that it plans to significantly expand its support of the
Stock Market Game in future years so that more students can receive economic
education that will be vital to their future understanding and participation in
securities markets.

Division of the Budget Recommendation: The Division of the Budget recommends
$10,000 as requested at the B level. This recommendation would continue the
previous payment but would be an increase to the approved amount. The basis of
the recommendation is that this investment in preventive measures offers better
protection to the investing public than after-the-fact enforcement efforts. 1In
addition, the original $5,000 grant was intended to be a "starter" amount to be
increased gradually in future years when more would be known about how the KCEE
could help provide securities education.

Agency Appeal: No appeal.
Governor’s Recommendation: Concur DOB.

Legislative Action:

625
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Division of the Budget November 1, 1993

Issue 1d: Program Enhancement: Investor and Entrepreneur Education -- FY 1995

Description: The agency requests $52,900 from its fee fund at the C Level for
additional investor and entrepreneur education programs. The agency believes it
should provide positive regulatory services to owners of small businesses
(entrepreneurs), more extensive information and guidance about new regulations
that facilitate capital formation at lower costs than previously possible, and
information about various exemptions from securities registration. The agency
proposes accomplishing this by developing brochures, a video, and small
conferences for various professional and business organizations throughout the
state. The purpose of this service would be to reduce potential problems and
violations due to lack of awareness and knowledge of securities 1laws and
regulations. The request includes the following:

1. Grant to KCEE for promotion of "The Stock Market Game" -- $20,000.
2. Production of educational video for investors -- $20,000.

3. Printing and distribution of educational brochures -- $7,450.

4. Operation of a booth at the Kansas State Fair -- $2,450.

5= Travel and subsistence for staff presentations -- $3,000.

In addition to the need to educate students about investing in securities,
the agency recognizes the need to provide more education and information to the
adults who are currently investing or raising capital. Agency management
believes that investor protection can be significantly enhanced at a relatively
low cost through increased public awareness of investment altermatives and
regulatory services of this agency. Many unnecessary investment losses probably
can be prevented by simply informing more Kansans about abusive types of
securities offerings and sales practices. Performance measures have not yet been
developed for these projects. Members of the Commissioner’s Advisory Committee
have indicated their support for funding for investor and entrepreneur education
and information services.

These programs would be provided by current agency staff except for
production of the video and printing of brochures. The video production and some
printing costs associated with initial design and set-up would be one-time costs
during FY 1995. The agency notes that additional printing costs may be incurred
because of the Americans with Disabilities Act, but these are unknown at this
time.

The agency proposes that educational expenditures be financed primarily by
fines resulting from dispositions of enforcement cases. Actual fines during FY
1993 totaled $149,240, and substantial fines are anticipated during FY 1994 and
FY 1995. Fines are deposited to the Securities Act Fee Fund but make up a minor
portion of ;receipts (3.6 percent in FY 1993). Registration and filing fees
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(Issue 1d Continued)

comprise the majority of the fund. Receipts to this fund finance annual agency
operations (37 percent) and transfer to the State General Fund (63 percent) .

Division of the Budget Recommendation: The Division of the Budget recommends
$10,000 for the KCEE grant as requested at the B level. This recommendation
would allow a continuation of current services but does not provide for program
enhancements. Even though the approved budget included $5,000 for "The Stock
Market Game", the agency demonstrated the importance it attaches to investor
education by increasing the amount to $10,000 in the initial year. This
recommendation is consistent with the Division’s policy of financing current
services in FY 1995 without major program enhancements, although the proposed
enhancements appear to have merit and appear to have been better thought out than
a similar request by this agency last year.

Agency Appeal: Appeal for $20,000.
Governor’s Recommendation: 2Add $20,000.

Legislative Action:

625
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Division of the Budget November 1, 1993

Issue le: Program Enhancement: Hearing and Litigation Costs -- FY 1935

Description: The agency requests $30,000 from its fee fund at all levels for
increased costs associated with hearings and litigation. Actual expenditures for
FY 1993 totaled $21,088. Costs generally include professional fees for hearing
officers, expert witnesses, and court reporters; printing and fees-other services
for subpoenaed records and other legal documents to be used in hearings or
trials; and travel costs for agency lawyers and investigators to attend hearings
and trials in county and district courts throughout the state.

Even though these costs are included in various object codes in the
agency’s budget, all costs directly associated with hearings and litigation are
tracked separately so the agency can explain unusual peaks and troughs in its OOCE
budget. A separate expenditure limitation of $20,000 was established for hearing
and litigation costs by a proviso in the appropriations bill for FY 1994.

Division of the Budget Recommendation: The Division of the Budget recommends
$25,000 in FY 1994 and $30,000 in FY 1995. 1In FY 1994, the agency is able to
finance these costs within the existing expenditure authority. In FY 1995, the
recommendation would continue current services but does not provide for program
enhancement. Because this amount is authorized using a proviso in the
appropriations bill, in the event that the entire amounts authorized are not used
for the stated purpose, the remainder cannot be used to support other agency
operations but must remain in the Securities Act Fee Fund and later be
transferred to the State General Fund.

This is the first year that the agency has identified the total OOE costs
of hearings and litigation based on previous year actual expenditures.
Previously, costs of hearings and trials were only budgeted as professional fees.
Although this activity-based costing method of accounting is needed for the new
way the appropriations bill is being written, it also is consistent with and
supportive of program-based budgeting. The Division supports this method of
activity-based budgeting for single-program agencies rather than budgeting solely
by object codes. i

Agency Appeal: No appeal.
Governor’s Recommendation: Concur DOB.

Legislative Action:

625
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Division of the Budget January 4, 1994

Issue 1f: Securities Act Fee Fund Status

Description: The agency proposes no change in fee rates for FY 1994 or FY 139395.
This agency is financed primarily by the corporations and other businesses
seeking investment capital from Kansas investors and the broker-dealer firms and
their agents who provide the securities marketing, transaction processing, and
investment management services to Kansas investors. Ninety-five percent of these
entities are located out of state and pay fees to this agency based on the extent
of securities offerings and services provided in Kansas.

Gross revenues for FY 1993 increased 16 percent from FY 1992, and net
revenues for FY 1993 were $557,755 greater than net revenues for FY 1992.
Deposits and the year-end transfer to the State General Fund increased by
$508,325 during FY 1993 to a total of nearly $2.7 million. This substantial
increase resulted primarily from an increase of $271,036 in securities filing
fees, an increase of $133,530 in agent registration fees, and an increase of
$136,450 in fines. Securities fees were up 11.6 percent and agent fees increased
13.5 percent compared to FY 1992 mostly because of higher volumes of filings for
registrations, renewals, and exemptions. The substantially increased fines
resulted from dispositions of several significant cases.

The substantial volume of filings and fees from registrations, renewals,
and exemptions is expected to continue during FY 1994 and FY 1995. A growth rate
of five percent is used for both years to be conservative. Estimates are based
on volume increases only and do not include any rate increases.

FY 1993 FY 19394 EY@R11995c

Beginning Fund Balance $ 500,230 $ 500,000 $ 500,000
Gross Receipts 4,071,725 4,116,686 4,322,571
Gross Resources $4,571,955 $4,616,686 $4,822,571
Less: 20% to SGF ( 200,350) ( 200,100) ( 200,100)
Less: Transfers to SGF*_ (2,470,695) (2,451,333) (2,489,089)
Less: Agency Expenditures (1,400,910) (1,465,253) (1,633,382)
Ending Balance $ 500,000 $ 500,000 $ 500,000

* On the last day of each fiscal year, the amount by which the Securities Act
Fee Fund balance exceeds $500,000 is transferred to the state general fund. Fees
for Loan Broker registration applications are deposited directly to the State
General Fund, although expenditures to administer and enforce the Kansas Loan
Brokers Act are paid from the Securities Act Fee Fund.

Division of the Budget Recommendation: The Division of the Budget recommends no

fee increases or other modifications in the agency’s fee structure.

2
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(Issue 1f Continued)

Agency Appeal: No appeal. Another $500,000 is expected in FY 1994 from fines
collected from Prudential. This will add to the amount to be transferred to the
State General Fund at the end of the year.

Governor’s Recommendation: Add $52,455 to expenditures and otherwise concur with
DOB.

Legislative Action:

625
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