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SENATE COMMITTEE ON BUDGET AND FISCAL REVIEW
Subcommittee #2 on Resources, Environmental Proteion, Energy,
and Transportation
Senator Joe Simitian, Chair

Bill No: Senate Bill 27 (Third Extraordinary Sessio)
Author: Negrete-McLeod

As Amended: March 11, 2009

Consultant: Seija Virtanen

Fiscal: Yes

Hearing Date: March 18, 2009

Subject Clean drinking water and wastewater: changes to statute.
Summary: Federa stimulus funds for clean drinking water and wastewater.

Proposed Law This bill revises statue to ensure that federal stimulus funds for clean drinking
water and wastewater can be allocated within federal deadlines and specifies expenditure of the
funds. Specificaly, thishbill would do the following:

1. Allow the Department of Public Health to expend federal funds received from the
American Recovery and Reinvestment Act of 2009 (ARRA) according to the guidelines
of that act.

2. Limit Department of Public Health grants from the ARRA fundsto $10 million per
project.

3. Exempt ARRA funded projects for urban water suppliers from certain planning
requirements specified in current state law.

4. Include grantsin the definition of financial assistance for the State Water Pollution
Control Revolving Fund, aswell as alow for loan forgiveness to the extent authorized by
federal law.

5. Declare an emergency to take effect immediately.

Background — Existing State Law EXxisting state law establishes the Safe Drinking Water State
Revolving Fund to be administered by the Department of Public Health. Thefundis
continuously appropriated. The current maximum grant is $1 million per project.

Existing state law creates a grant and loan program for urban water suppliers, with specified
planning requirements. These urban water management plans are submitted to the Department of
Water Resources and apply to programs or projects for surface water and groundwater storage,
recycling, desalinization, water conservation, water supply reliability, and water supply
augmentation.

Existing state law establishes a continuously appropriated State Water Pollution Control
Revolving Fund to provide financial assistance to municipalitiesfor federal Clean Water Act
implementation. The fund is administered by the State Water Resources Control Board.

Comments: Thefederal stimulus act has a short timeframe for distribution of the funds, or the
dollars revert back to the federal government. The federal law establishes agoal of using at least
50 percent of the funds for activities that can beinitiated by no later than June 17, 2009. All of
the funds for water projects must be encumbered by February 17, 2010, and all projects must be
started no later than February 2010.



Cdlifornia has about 8,000 public water systems. The Department of Public Heath Safe Drinking
Water Program provides loans and grants to these systems for infrastructure--mainly construction
of water treatment plants and systems, as well as water distribution. The Department of Public
Health has a"Project Priority Listing” that is used to determine the order in which projects are
funded. The Department of Public Health has already submitted a placeholder application to the
federal government.

The federal stimulus requires Californiato issue 50 percent of the funds via grants ("principal
forgiveness'). Statelaw limits "grant” funding (versus "loan" funding) to public systems that
serve disadvantaged communities where median income is less than 80 percent of statewide
median income. State law does not alow for aforgiveness of loans nor does it provide for a
negative interest rate for other water systems. Presently, the "grant” amount in state law is $1
million.

Cdlifornia has 459 urban water suppliers who provide water to 3,000 or more customers, or that
provide over 3,000 acre-feet of water annually. Current statute requires that urban water
suppliers submit a plan to the Department of Water Resources showing how they will: (1)
implement Best Management Practices/ Demand Management Measures (BMPSYDMMs); (2)
impact groundwater; (3) create a Water Shortage Contingency Plan; (4) create a Recycled Water
Plan; (5) impact water quality and water supply reliability; (6) and ensure water service
reliability. These plans were duein 2005 and the update is due in 2010.

Of the 459 urban water suppliersin California 408 have completed their urban water management
plans. The Department of Water Resources has reviewed 345 of these plans and found that 187
of them are complete. Thereisno penalty for not submitting an urban water management plan.

Fiscal Effect Californiawill receive atota of $443 million in federal funds. These federa
funds will not replace general fund.

$160 million will be received for drinking water projects that can begin construction before
February 17, 2010.

$283 million will be received for wastewater treatment projects.
Support: Noneonfile.

Opposed Noneonfile.



SENATE COMMITTEE ON BUDGET AND FISCAL REVIEW

Subcommittee #2 on Resources, Environmental Protect ion, Energy
and Transportation
Senator Joe Simitian, Chair

Bill No: AB 20xxx

Author: Bass

As Amended: March 17, 2009, draft amendments - RN O 9 10163
Consultant: Brian Annis

Fiscal: Yes

Hearing Date: March 18, 2009

SUBJECT

Federal Stimulus for Transportation: This bill revises statute to ensure that federal
stimulus funds for transportation can be allocated within federal deadlines and specifies
expenditure of the funds.

AB 20XXX, as amended January 7, 2009, is a budget spot bill by Assembly Member
Evans. Proposed draft amendments relate to transportation and would rewrite the bill to
implement the federal American Recovery and Reinvestment Act (ARRA). Speaker
Bass would be the author.

BACKGROUND—EXISTING STATE LAW

Existing state law establishes the state’s priorities for the State Highway Account funds
with an additional goal of maximizing federal funds. Federal funds are also generally
appropriated with this same prioritization in mind. The sequence of priorities (per State
and Highways Code Section 167) is as follows:

1. Operation, maintenance, and rehabilitation of the state highway system.

2. Safety improvements where physical changes, other than adding additional
lanes, would reduce fatalities and the number and severity of injuries.

3. Transportation capital improvements that expand capacity or reduce congestion,
or do both.

4. Environmental enhancement and mitigation programs.

Consistent with the above existing law, the State’s share of federal funding would be
allocated first to the State Highway Operation and Protection Program (SHOPP) —
priorities #1 and #2 above, and second (to the extent funds remain) to the State
Transportation Improvement Program (STIP) — issue #3 above. The federal funds
designate $77 million for transportation enhancement — issue #4 above. If no change is
made to current law, the allocation between SHOPP and STIP would be determined by
the California Transportation Commission (CTC). The STIP program is adopted by the
CTC and 75 percent of STIP funds are programmed in the regional program (projects
selected by regions) and 25 percent of STIP are programmed in the interregional



program (projects selected by Caltrans). While statute defines general priorities, this bill
would provide a specific allocation of the new federal stimulus funds.

BACKGROUND-- FEDERAL STIMULUS REQUIREMENTS

The American Recovery and Reinvestment Act (ARRA) includes $27.5 billion in
formulaic funds for highways and roads, of which, California’s share is $2.6 billion. The
federal act directs about $1.7 billion (or 67 percent) to the state government, and about
$770 million (or 30 percent) to regional transportation agencies. The money distributed
to the regions is allocated using the Surface Transportation Program (STP) formula.
Under the federal act, states have flexibility to direct a higher portion of ARRA funds to
regional agencies. The federal act requires that 3 percent of the funds be used for
“Transportation Enhancement,” which are projects such as bicycle and pedestrian
paths. The ARRA funds must be expended for projects consistent with Title 23 of the
United States Code. Projects are submitted to the Federal Highway Administration
(FHWA) for approval.

DESCRIPTION OF BILL

This bill revises statute to ensure that federal stimulus funds for transportation can be
allocated within federal deadlines and specifies expenditure of the funds. Specifically,
this bill would do the following:

1. Appropriate federal stimulus transportation fund s.  This bill would appropriate
the $2.6 billion in ARRA funds that are available to California for highways and roads
through formulaic distribution. The ARRA also includes about $1.1 billion for
California in the area of transit capital funding; however, those funds are directly
allocated to locals by the federal government and no state legislation is required.
The California Department of Transportation (Caltrans) will also apply for ARRA
competitive grants at a later date when the federal guidelines are available — existing
budget authority should be sufficient for any future ARRA funds that the state
receives from competitive programs.

2. Short federal timeline for funding obligation. The ARRA requires that
$900 million of the funds be obligated within 120 days, or by July 2009. All of the
remaining funds must be obligated within one year, or by March 2010. Obligation
occurs when the state has a ready-to-go project that is programmed and approved
by the Federal Highway Administration. The federal program is use-it-or-lose-it, so
California could lose any funds not obligated. The allocation of funds in this bill is
intended to minimize the chance that California would lose any ARRA funds, by
allocating money to programs where projects are ready to go and where the project
approval process is relatively rapid.

3. ARRA funds for regional transportation agencies. This bill would revise current
law to direct $1.6 billion in federal funds to regional transportation agencies (of the
$2.6 billion total). The federal act, itself, directs about $770 million to regional
transportation agencies to be allocated based on the Surface Transportation
Program (STP) formula. This bill would increase the amount of funds regions
receive from ARRA by shifting about $800 million in funds otherwise available for the
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SHOPP and STIP programs. The regional share would grow from 30 percent of
ARRA funds to 62.5 percent and all funds would be allocated using the STP formula.
As noted above, the regions program 75 percent of funds in the STIP, so the shift to
regional project selection is not as pronounced as the ARRA shift might suggest.
The Administration and a coalition of local governments believe this shift will aid the
state in meeting the federal deadlines, because the STP process is quicker and
more flexible than the STIP process.

. ARRA funds for cities and counties. This bill includes legislative intent language
that at least 40 percent (which would be about $640 million) of the funds apportioned
to regional agencies be sub-allocated to cities and counties. This sub-allocation will
also speed obligation and expenditure as cities and counties indicate they also have
federally-eligible projects ready to go.

. ARRA funds the SHOPP program / State Proposition 1B loans. This bill would
allocate $935 million for State Highway Operation and Protection Program (SHOPP)
projects. However, up to $310 million of this $935 million would initially be available
as a cashflow loan to keep federally-eligible Proposition 1B projects moving. The
national and state fiscal situation has made it difficult for the Treasurer to sell
general obligation bonds, resulting in a stoppage of some Prop 1B projects.
Technically, up to $310 million in federal funds would be applied to Prop 1B projects
through transfer of that funding to Prop 1B accounts and payment to contractors.
When Prop 1B bonds can be sold, the bond proceeds would repay this loan through
transfer to the State Highway Account for use in the SHOPP program.

. ARRA funds for local Proposition 1B loans. ARRA funds allocated to regions
would also be available for federally-eligible Prop 1B projects with the locals “repaid”
with the future Prop 1B dollars directed to other projects in the same region.

. ARRA funds for Transportation Enhancement. The ARRA designates $77 million
of the $2.6 billion total for California for transportation enhancement projects such as
bicycle and pedestrian paths and landscaping. This bill would split the ARRA funds
with 62.5 percent for regions and 37.5 percent for the State. Priority for
programming and allocation would be given to projects that commit to employ
members of a conservation corps program. The next (and lower) priority would be
for those projects that provide facilities for pedestrians and bicyclists. Any funds
remaining could be allocated to other projects that meet federal criteria.

. Use-it-or-lose-it provisions. This bill contains use-it-or-lose-it provisions on funds
allocated to regional transportation agencies as well as cities and counties, such that
if a local cannot meet the federal deadlines, the funding will be allocated to another
local entity. This would help ensure no funds are lost by California to be re-allocated
by the federal government to other states.

. Reporting requirements for ARRA funds. This bill provides some flexibility to the
Administration on the specific budget scheduling of ARRA funds, and directs the
Director of Finance to report to the Legislature on the initial scheduling of funding.
Any further changes would require 30-day advance notification to the Legislature.



The Administration is also required to provide periodic reports on the status of the
ARRA projects.

FISCAL IMPACT

This bill would appropriate about $2.6 billion in federal economic stimulus funds for
transportation. About $1.6 billion would be directed to regional transportation agencies
and cities and counties. About $963 million would be directed to the state program with
the majority for the SHOPP. These figures include $49 million in Transportation
Enhancement funding for regional entities and $28 million in Transportation
Enhancement funding for State projects.

COMMENTS

This bill seeks to strike a balance among several goals: maximize federal funds through
meeting all federal obligation deadlines; provide a significant spending boost to the
State Highway and Operation Protection Program (SHOPP); provide a short-term
cashflow loan to eligible Proposition 1B projects halted due to delayed bond sales; and
geographic balance to ensure jobs and transportation improvements in all regions of the
state. Staff understands that the language was developed in consultation with the local
representatives, the Administration, and other interested parties in an attempt to
achieve a consensus on the allocation of ARRA funds to best address those multiple
goals.

POSITIONS

Support :
None on file.

Opposition :
None on file.
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2009-10 THIRD EXTRAORDINARY SESSION
AMENDMENTS TO ASSEMBLY BILL NO. 20
AS AMENDED IN ASSEMBLY JANUARY 7, 2009

Amendment 1
In line 1 of the heading, strike out “Evans” and insert:

Bass

Amendment 2
Strike out line 1 of the title, and insert:

An act to add Article 12 (commencing with Section 8879.77) to Chapter 12.491 of
Division 1 of Title 2 of the Government Code, and to add Chapter 9.5 (commencing
with Section 2420) to Division 3 of the Streets and Highways Code, relating to
transportation, making an appropriation therefor, and declaring the urgency thereof,
to take effect immediately.

Amendment 3
On page 1, before line 1, insert:

SECTION 1. Article 12 (commencing with Section 8879.77) is added to Chapter
12.491 of Division 1 of Title 2 of the Government Code, to read:

Article 12. Federal Transportation Economic Stimulus Funds

8879.77. (a) The department may make a loan from the State Highway Account
of federal funds made available to it pursuant to subparagraph (B) of paragraph (2) of
subdivision (b) of Section 2423 of the Streets and Highways Code for purposes of
advancing a project, or a portion of a project, that has been programmed, on or before
February 17,2009, to be funded by Chapter 12.49 (commencing with Section 8879.20)
and that is ready to be obligated within 120 days of federal apportionment. The board,
as defined in subdivision (a) of Section 8879.22, may request the department to make
the loan. The amount of the request shall not exceed the amount of the unsold bonds
that the committee, as defined in subdivision (b) of Section 8879.22, has, by resolution,
authorized to be sold. Any amount loaned shall be deposited in the fund, as defined
by subdivision (c) of Section 8879.22, and shall be transferred to the appropriate account
for the project, or portion of a project, being funded. The loan shall be repaid to the
State Highway Account from the proceeds of bonds sold pursuant to Chapter 12.49
(commencing with Section 8879.20). The board shall execute any documents as required
by the department to obtain and repay the loan.

(b) Funds loaned pursuant to this section shall be allocated in the manner provided
in Section 188 to eligible bond-funded projects, except that funds loaned pursuant to
this section may be allocated to eligible bond-funded projects described in Section

fiie
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8879.52 without regard to Section 188. Contracts for projects funded with loan funds
shall be awarded within 180 days of federal apportionment. This subdivision shall not
cause or require the reprogramming of any projects under Chapter 12.49 (commencing
with Section 8879.20).

(c) Upon repayment of a loan made pursuant to subdivision (a), those funds are
hereby appropriated to the department for use on projects in the state highway operations
and protection program.

8879.78. If funds made available to a metropolitan planning organization,
county transportation commission, regional transportation planning agency, or other
local agency pursuant to Section 2423 of the Streets and Highways Code or from other
sources are used to fund any project to which bond funds were previously committed
under this chapter with the effect of displacing the need for those bond funds on the
project, the commission shall allocate funds for one or more qualifying projects in the
appropriate program under this chapter, in the jurisdiction of that agency, and in the
same amount of the displaced bond funds.

SEC. 2. Chapter 9.5 (commencing with Section 2420) is added to Division 3
of the Streets and Highways Code, to read:

CHAPTER 9.5. FEDERAL TRANSPORTATION Economic StimuLus FuNDs

2420. This chapter may be cited as the Transportation Economic Stimulus Act
of 2009.

2421. The Legislature finds and declares all of the following:

(a) Congress has enacted the American Recovery and Reinvestment Act of 2009
(Public Law 111-5), which provides in part for supplemental federal funding to the
states for purposes of the federal-aid highway program.

(b) It is in the interest of the state to ensure that the highway transportation funds
apportioned to the state under the federal act are fully obligated within the constraints
of that act.

(c) It is the intent of the Legislature that the department, in consultation with the
commission, regional transportation planning agencies, counties, and cities, shall have
sufficient authority to make full and expeditious use of federal funds apportioned to
the state for economic stimulus.

(d) It is the intent of the Legislature that, to the extent allowable under the federal
act, priority be given to the use of stimulus funds available for expenditure by the
Department of Transportation for projects that repair or rehabilitate the existing
transportation system and to advance funds for projects under the Highway Safety,
Traffic Reduction, Air Quality, and Port Security Bond Act of 2006 that have been
delayed or are in jeopardy of being canceled due to the state’s inability to issue general
obligation bonds in the short-term. In the programming of these funds, consideration
shall be given to activities that put Californians to work and provide needed economic
stimulus throughout the state.

(e) It is the intent of the Legislature that highway infrastructure investment funds
made available under the American Recovery and Reinvestment Act of 2009 are used
to contribute to a transportation system that is in sound structural condition,
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accommodates all users, is environmentally sustainable, and allows for the efficient
mobility of goods and people.

(f) It is the intent of the Legislature that the deadlines for obligating and
liquidating funds established by the American Recovery and Reinvestment Act of 2009
apply to all federal funds appropriated by this chapter.

(g) As used in this chapter, “federal act” shall mean the American Recovery and
Reinvestment Act of 2009.

2422. (a) Notwithstanding any other provision of law, the Legislature hereby
appropriates to the department the sum of two billion five hundred sixty-nine million
five hundred sixty-eight thousand three hundred twenty dollars ($2,569,568,320), and
any additional funds, made available to the state as highway infrastructure investment
funds pursuant to Title XII of Division A of the American Recovery and Reinvestment
Act 0f 2009 and apportioned to the state pursuant to Title 23 of the United States Code
to carry out projects eligible under that act and in accordance with this chapter.

(b) The funds appropriated by this section shall be available for obligation and
expenditure by the dates specified in the federal requirements implementing the federal
act.

(c) It is the intent of the Legislature to allow for such flexibility as is necessary
to permit the successful implementation of the appropriations made by this section.
The Legislature hereby authorizes the Department of Finance to appropriately itemize
and schedule these appropriations, or to make adjustments as are necessary, in order
to successfully carry out the intent of the federal act.

(d) The Director of Finance shall, within 90 days after the enactment of this
chapter, furnish the chairpersons of the committees in each house of the Legislature
that consider appropriations and the state budget, and the Chairperson of the Joint
Legislative Budget Committee, with a report that describes the schedule of funding.
The Director of Finance shall provide notification to the Legislature of any changes
in that schedule 30 days prior to any change taking effect.

2423. (a) The federal highway infrastructure investment funds made available
to the state under the formula apportionments of the American Recovery and
Reinvestment Act of 2009 shall be considered part of the surface transportation program
as set forth in paragraphs (3) and (4) of subdivision (d) of Section 133 of Title 23 of
the United States Code. These formula funds shall be apportioned 37.5 percent for
expenditure by the state to be programmed by the department and allocated by the
commission, and 62.5 percent to the metropolitan planning organizations, county
transportation commissions, and regional transportation planning agencies in accordance
with subdivisions (b) and (c) of Section 182.6.

(b) (1) Funds available to be programmed by the department pursuant to
subdivision (a) shall be programmed for eligible projects consistent with the federal
act and this chapter.

(2) (A) A minimum of nine hundred thirty-five million dollars ($935,000,000)
of the funds available pursuant to paragraph (1) shall be programmed for projects in
the state highway operations and protection program.

(B) Not more than three hundred ten million dollars ($310,000,000) of the funds
available pursuant to subparagraph (A) may be loaned pursuant to Section 8879.77 of
the Government Code to advance projects to be funded with moneys from the Highway
Safety, Traffic Reduction, Air Quality, and Port Security Bond Act of 2006.
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(c) Pursuant to the American Recovery and Reinvestment Act of 2009, 3 percent
of the federal funds, which is approximately seventy-seven million dollars
($77,000,000), made available to the state shall be used for transportation enhancement
activities. Funds allocated pursuant to this section for transportation enhancement
activities are not subject to the requirements of the state transportation improvement
program. Any funds apportioned to the state pursuant to paragraph (2) of subdivision
(d) of Section 133 of Title 23 shall be distributed such that 37.5 percent of these funds
shall be made available to the department and allocated by the commission and 62.5
percent shall be made available to the metropolitan planning organizations, county
transportation commissions, and regional transportation planning agencies in accordance
with the formula in subdivisions (b) and (c) of Section 182.6.

(1) In programming and allocating these funds, the department and the
metropolitan planning organizations, county transportation commissions, and regional
transportation agencies shall give priority to the sponsors of eligible projects that partner
with, or commit to employ the services of, a community conservation corps or the
California Conservation Corps to construct or undertake the project, provided those
projects meet the requirements of the American Recovery and Reinvestment Act of
2009.

(2) After all eligible projects have been selected pursuant to paragraph (1), the
department and the metropolitan planning organizations, county transportation
commissions, and regional transportation agencies shall next give priority to projects
that provide facilities for pedestrians and bicyclists, provided those projects meet the
requirements of the American Recovery and Reinvestment Act of 2009.

(3) After all eligible projects have been selected pursuant to paragraph (2), the
department and the metropolitan planning organizations, county transportation
commissions, and regional transportation agencies may fund any project eligible in
accordance with paragraph (35) of subdivision (a) of Section 101 of Title 23 of the
United States Code.

(d) It is the intent of the Legislature that at least 40 percent of the funds
apportioned to a metropolitan planning organization, county transportation commission,
or regional transportation planning agency be available for suballocation by that entity
to a city, county, or city and county for projects that meet the requirements of the
American Recovery and Reinvestment Act of 2009 and this chapter.

(1) Any funds suballocated by a metropolitan planning organization, county
transportation commission, or regional transportation planning agency that will not be
obligated by a city, county, or city and county by the deadlines specified in the American
Recovery and Reinvestment Act of 2009 shall be reallocated and available for
expenditure as determined by the metropolitan planning organization, county
transportation commission, or regional transportation planning agency.

(2) A metropolitan planning organization, county transportation commission, or
regional transportation agency that suballocates funds to a city, county, or city and
county under this chapter shall establish reporting procedures for the city, county, or
city and county to ensure that funds are obligated and expended in accordance with
the American Recovery and Reinvestment Act of 2009 and this chapter.

(e) (1) A metropolitan planning organization, county transportation commission,
or regional transportation planning agency receiving funds under this chapter shall
notify the department of the projected amount of obligational authority that the entity
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intends to use, including for funds that the entity suballocated to a city, county, or city
and county pursuant to subdivision (d). The report shall include, but not be limited to,
a list of projects that will be obligated by the following deadlines:

(A) By June 1, 2009, for the 50 percent of funds required to be obligated within
120 days of federal apportionment.

(B) By February 1, 2010, for any funds that will not be obligated within one year
of federal apportionment.

(2) Any federal obligational authority that will not be used shall be redistributed
by the department to other projects in a manner that ensures that the state will continue
to compete for and receive increased obligational authority during the federal
redistribution of obligational authority. To the extent practical, the funds shall be
obligated within the geographic areas relinquishing the obligational authority.

(f) Funds apportioned by this chapter are not eligible to be exchanged for
nonfederal State Highway Account funds as provided in subdivision (g) or (h) of
Section 182.6.

(g) The public participation requirements under Title 23 of the United States
Code shall apply to all transportation projects using federal funds made available
pursuant to this chapter.

2424. (a) The department, metropolitan planning organizations, county
transportation commissions, regional transportatlon planmng agencies, counties, cities,
and a city and county shall comply with all reporting requirements to the Federal
Highway Administration (FHWA) established in federal law regarding funds made
available under the American Recovery and Reinvestment Act of 2009.

(b) In complying with the requirements of subdivision (a), the department,
metropohtan planning organlzatlons county transportation commissions, regional
transportation planning agencies, counties, cities, and a city and county shall provide
the same data they provide to the FHWA to the commission under the same timelines
required by the FHWA or federal law. Regional entities shall include in the data
provided to the commission information on the use of federal funds made available
under the American Recovery and Reinvestment Act of 2009 that were suballocated
to cities and counties within their jurisdiction.

(c) All jurisdictions that received and obligated or expended federal funds for
transportation enhancement activities pursuant to federal law and this chapter shall
include in the data they provide to the commission pursuant to subdivision (b) a
description of the number, value, and type of project that involved the participation of
a community conservation corps or the California Conservation Corps.

(d) The commission, within 30 days of receiving the information required
pursuant to subdivision (b), shall compile the information and submit a report to the
budget committees and policy committees with jurisdiction over transportation matters
in each house of the Legislature.

SEC. 3. This act addresses the fiscal emergency declared by the Governor by
proclamation on December 19, 2008, pursuant to subdivision (f) of Section 10 of Article
IV of the California Constitution.

SEC. 4. This act is an urgency statute necessary for the immediate preservation
of the public peace, health, or safety within the meaning of Article IV of the Constitution
and shall go into immediate effect. The facts constituting the necessity are:
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In order to implement the expenditure of federal transportation funds recently
made available by Congress as part of the American Recovery and Reinvestment Act
of 2009 as quickly as possible, it is necessary that this act take effect immediately.

Amendment 4
On page 1, strike out lines 1 to 4, inclusive, and strike out page 2

s
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0555 Secretary for Environmental Protection

Background. The Secretary for Environmental Protection headsCalifornia Environmental
Protection Agency (Cal-EPA). The Secretary is oesjble for overseeing and coordinating the
activities of the boards, departments, and officéeu the jurisdiction of Cal-EPA.

Budget Act. The 2009-10 Budget Act includes $15.1 million to support the Secretary fo
Environmental Protection. This is a 1.2 percemtease over estimated expenditures in the
current year. General Fund support for the Segrégabout $1.9 million.

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure
Administration $ 14,976 $ 15,161 $ 185 1.2

Total $14976 $15,161 $ 185 1.2

Funding Source

General Fund $ 1,883% 1,932 $ 49 2.6
Special Funds 8,306 8,328 22 0.3
Budget Act Total 10,189 10,260 71 0.7
Reimbursements 1,974 2,004 30 15

State Water Quality Control Fund 188 188 0 0
Environmental Enforcement and

Training Account 2,066 2,132 66 3.2
Environmental Education Account 559 577 18 3.2
Total $14976 $ 15,161 $ 185 1.2
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1. Employee Ratio

Agency Duties. The Secretary for Environmental Protection head<California Environmental
Protection Agency (Cal-EPA). The Secretary is oesjble for overseeing and coordinating the
activities of the boards, departments, and officéeun the jurisdiction of Cal-EPA.

Agency Positions. The Secretary for Environmental Protection offi@es 67.7 positions. The
CalEPA departments have a total of 4,884 positiofisis is a ratio of 72 department positions
for each agency level position.

By comparison, the Secretary for Natural Resouhass81.1 positions, and 17,539 department
employees. This is a ratio of 216 department postfor each agency level position. It should
be noted that some departments within the Resoégescy have a large number of staff, such
as CalFIRE with 6,244 positions or the DepartmehtParks and Recreation with 3,370
positions.

Staff Comments. The large number of agency level staff per depant employee at the
Secretary for Environmental Protection raises qoest about the agency’s efficiency in
coordinating the CalEPA departments and its rolecontributing to programs. Staff
recommends that the Subcommittee ask the Agencyerdadretary to explain the agency’s
coordination of departments and how these employmeease the value of the CalEPA’s work
as a whole.

CalEPA also has a number of vacant positions in dapartments. The seven CalEPA
departments have a total of 433 vacant positiofisis is a vacancy rate of 8.8 percent for the
departments. These vacancies break down as follows

» Air Resources Board — 60 vacant positions

 CIWMB - 84 vacant positions

» Pesticide Regulation — 30 vacant positions

* SWRCB - 139 vacant positions

» Toxic Substances Control — 107 vacant positions

» OEHHA - 13.6 vacant positions

2. AB 32

Background. The California Global Warming Solutions Act ofGB)(AB 32, Nunez), requires
the reduction of statewide greenhouse gas emis$BHS) to 1990 levels by 2020. The act
states that global warming poses a threat to QCaldts economy, public health, natural
resources, and environment, and states the negcexfsitederal and international action to
effectively combat global warming. However, thé¢ @lso notes that California’s early efforts to
reduce GHG emissions can encourage similar actignsther states, the federal government,
and the other countries and position Californiaer®my to benefit from future efforts to limit
GHG emissions in other jurisdictions.
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The act charges ARB as the sole state agency reigp®ifior monitoring and regulating sources
of GHG emissions and gives ARB a role in coordmgtiwith other state agencies and
stakeholders in implementing AB 32. The ARB isremuire and monitor comprehensive
reporting of statewide GHG emissions, determinestate’s GHG emissions levels in 1990, and
adopt regulations to reduce statewide GHG emissiopghe year 2020, to what they were in
1990.

The act also calls for the Climate Action Team—iheltiagency body established in 2005 by
executive order and led by the Secretary for Emwirental Protection—to continue its
coordination of overall climate policy.

AB 32 Funding. This chart shows the funding level for AB 32 imxplentation by department:

Base New Total
Department Fundin Funding in Funding in Total
P (000)9 2009-10 2009-10 | Positions
(000) (000)

0540 | Secretary for Resources $425 $0 $425 2.0

0555 | Secretary for $1,764 $0 $1,764 6.0
Environmental Protection

1760 | Department of General $2,936 $0 $2,936 5.0
Services

3360 | California Energy $610 $0 $610 5.0
Commission

3540 | Department of Forestry $1,481 $5,395 $6,876 8.0
and Fire Protection

3860 | Department of Water $1,400 $1,705 $3,105 17.0
Resources

3900 | Air Resources Board $32,052 $362 $32,414 153.0

3910 | Integrated Waste $0 $1,312 $1,312 6.0
Management Board

8570 | Department of Food and $343 $0 $343 2.0
Agriculture

8660 | Public Utilities $602 $0 $602 1.0
Commission

Totals $41,613 $8,774 $50,387 205.0
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Western Climate Initiative. On February 26, 2007, Governor Schwarzeneggergahoth the
Governors of Arizona, New Mexico, Oregon, and Wiagton signed an agreement establishing
the Western Climate Initiative (WCI), a joint effaio reduce greenhouse gas emissions and
address climate change. In the spring of 2007Ginernor of Utah and the Premiers of British
Columbia and Manitoba joined the WCI. Montana ¢oinn January, 2008. Other U.S. and
Mexican states and Canadian provinces have jois@thservers.

According to the WCI's memorandum of understandWMg;l members agreed in August 2007
to a regional emissions target of an aggregatectemtuof 15 percent below 2005 levels by 2020.
Covered emissions include the six primary greenb@ases identified by the United Nations
Framework Convention on Climate Change: carbon idegx methane, nitrous oxide,
hydrofluorocarbons, perfluorocarbons, and sulfuxafieoride. Although the regional target is
designed to be consistent with existing targetsbgetindividual member states and is not
intended to replace these goals, the AB 32 req@ngsnare far more stringent than the WCI
guideline. Under AB 32, California must reducegteenhouse gas emissions by 25 percent to
get to the 1990 emissions goal.

The WCI members have also agreed to establish ketAbased system — such as a cap-and-
trade program covering multiple economic sector® -aid in meeting their reduction goal.
California law requires a careful evaluation of @dissible emissions control mechanisms before
a single method is endorsed, and so far such doatan has not been conducted.

Missing Report. The 2007-08 Budget Act included trailer bill requiring the Secretary for

Natural Resources to submit to the Legislature mmual “Report Card” on greenhouse gas
reductions. The agency submitted the report indl&008. However, this report has not been
received for 2009.

Staff Comments. AB 32 designates the Secretary for EnvironmeRtakection as the lead of
the Climate Action Team but does not otherwise pi®\a formal role for the Secretary. The
Secretary’s office has assumed the role of inteynat liaison for California on global warming
issues. During 2008, representatives from the @geattended climate change conferences in
Bali and Poland. The Subcommittee may wish to lheeSecretary’s office clarify its role in
the climate change response to the Subcommittee.

Staff is concerned that the Secretary’s office rhaydisproportionately utilizing resources for
climate change activities at the expense of theerogprograms they are supposed to be
overseeing. Staff recommends that the Subcommti@abers ask the Secretary how many of
the staff positions are devoted to climate chaagd,how much in state financial resources is the
Secretary’s office spending on climate change edlattivity such as travel and conferences?

Participation in the Western Climate Initiative (@Jlis not directly authorized by the AB 32
statute. The WIC is focused on a single carbontrobrstructure of cap-and-trade. Staff
recommends that the Subcommittee members ask ttret&g to explain why California is

participating in the WIC and provide detail as tbatvbenefits California can expect from the
WIC.
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3900 Air Resources Board

Background. The Air Resources Board (ARB), along with 35 loaa pollution control and air
quality management districts, protects the stag'sjuality. The local air districts regulate
stationary sources of pollution and prepare loogblementation plans to achieve compliance
with federal and state standards. The ARB is nesipte primarily for the regulation of mobile
sources of pollution and for the review of locastdct programs and plans. The ARB also
establishes air quality standards for certain pafits, administers air pollution research studies,
and identifies and controls toxic air pollutants.

Budget Act. The 2009-10 Budget Act includes$629 million to support the ARB in 2008-09.
This is about the same as estimated expenditurdgeicurrent year. General Fund support for
the ARB was cut in 2008-09 due to the budget crisis

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Mobile Source $ 563,276  $560,798 -$2,478 -0.4
Stationary Source 57,049 58,359 1,310 2.3
Subvention 10,111 10,111 - 0.0
Capital Outlay 1,491 - -1,491 -100.0
Administration 15,085 15,244 159 1.1

less distributed administration -15,085 -15,244 -159 11
Total $ 631,927 $ 629,268 -$2,659 -0.4

Funding Sour ce

General Fund $ 193 $ 196 $ 3 1.6
Special Funds 359,085 353,746  5,339) -1.5
Bond Funds 251,236 253,533 2,297 0.9

Budget Act Total 610,514 607,475 -3,039 -0.5
Federal Trust Fund 15,702 15,975 273 1.7
Reimbursements 5711 5,818 107 1.9
Total $ 631,927 $ 629,268 -$2,659 -0.4

Senate Committee on Budget and Fiscal Review Page 6



Subcommittee No. 2 March 19, 2009

1. AB 32 Implementation Overview

AB 32 Background. The California Global Warming Solutions Act of () (AB 32, Nunez)
requires the reduction of statewide greenhousesgassions to 1990 levels by 2020. This is a
25 percent reduction over current levels, or apjpnakely 174 million metric tons of greenhouse
gas (GHG) emissions. This bill codified the intehExecutive Order S-3-05, and expressed the
Legislative intent to continue reductions in emassi of GHG beyond 2020.

AB 32 designated the Air Resources Board as the &ggency in addressing GHG emissions,
including planning, regulatory, and enforcemenoeff. In December 2008, the Air Resources
Board adopted a Scoping Plan to reduce GHG emisdioril990 levels. The largest GHG
emitters in California are the transportation amergy sectors, while cattle and landfills also
contribute significant amounts of GHG.

2. Implementation of Greenhouse Gas Reporting Ré¢igul and
\Voluntary Credits

Reporting Requirement. The California Global Warming Solutions Act of () also known

as AB 32 (Nunez, 2006), requires the Air Resoui®eard (ARB) to adopt regulations for the
mandatory reporting and verification of greenhogss emissions from major sources. In
December 2007, the ARB adopted regulations thatiregources responsible for 94 percent of
the state’s greenhouse gas emissions to repohase temissions by 2010. The regulations also
require verification of emissions by ARB-accreditadd parties.

Verification. The ARB is requiring greenhouse gas emissionertieyg be verified by third
parties starting in 2010. The ARB argues that peeelent verification will provide fairness in
the regulatory arena and the rigor required to supmarket trading. This request includes
$200,000 for contract funds which the ARB would usedevelop the third-party emissions
verification system. The funds would be used fevaloping and implementing a training and
accreditation program for third-party verifiers. hel verifiers would have to meet minimum
standards for engineering and financial accountesy,well as have no conflict of interest
regarding the emissions source.

Budget Act. The2009-10 Budget Act includes $362,000 from the Air Pollution Contrairfd
for one permanent position to implement additionasponsibilities related to mandatory
greenhouse gas emissions reporting. The amoundes $200,000 for contract funds.

Staff Comments. It is not clear why compliance with a regulatwould have to be verified by
a third party. Enforcement of regulatory compliaas traditionally been the responsibility of
the regulatory agency.

Staff Recommendation. Staff recommends that the Subcommittee have epartiment explain
why they selected third party verification and ratto this issue at the May open issues hearing.
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3. Heavy-Duty Diesel Regulatory Implementation

Background. California is not in compliance with the fede@kean Air Act. Over 90 percent
of Californians live in regions of the state witbgo air quality. Two areas, the South Coast
region and the San Joaquin Valley have been idedtds having the worst air quality in the
nation. The federal Clean Air Act was amended 990Lto require non-compliant states to
develop State Implementation Plans (SIPs) and lasikg federal highway funds if clean air
standards are not attained. For California, néairahent of clean air requirements places $1.8
billion in federal funds at risk.

Truck and Bus Rule. To respond to the federal Clean Air Act, the Resources Board (ARB)
in December 2008, approved new regulations requaihdiesel-powered trucks and buses over
14,000 pounds that operate on-road to be retrdfitieh clean-air technology. These types of
vehicles were not previously regulated for emissioalifornia has nearly 420,000 trucks and
buses and over 500,000 out-of-state trucks andsbuseluding vehicles crossing international
borders. The ARB anticipates that this new regutatvill reduce smog-forming emissions from
trucks by over 33 percent and toxic emissions lBr &b percent.

Industry Concerns. Retrofitting existing fleets of trucks and busesries substantial cost to
the industry. Each retrofit is estimated to cqgtraximately $15,000. Industry has expressed
concerns that if the rule is not monitored, non-pbamt businesses would have lower operating
costs than compliant businesses.

Budget Act. The2009-10 Budget Act includes $1,600,000 from the Motor Vehicle Accofort
five permanent positions. The amount includes $¥BD in one-time funds for external
consultants.

Staff Recommendation. Staff recommends that the Subcommittee keepténsin the budget.

4. Implementation of SB 375

SB 375. SB 375 (Steinberg, 2008) provides incentivedritegrated regional land use planning
and local development for improved mobility andueed greenhouse gas emissions consistent
with the California Global Warming Solutions Act 2006 (AB 32). SB 375 requires the Air
Resources Board (ARB) to develop, adopt, and traglonal greenhouse gas emission reduction
targets for cars (“light duty vehicles”). SB 37&quires a plan for each of the 17 federally
designated metropolitan areas in the State.

Position Tasks. The two requested positions would develop, tremkd update regional
greenhouse gas emission reduction targets on aaimgndpasis. They would also conduct
ongoing reviews of submitted Sustainable Commuiltyategies and Alternative Planning
Strategies that demonstrate achievement of themabgiargets. Lastly, they would work with
the Regional Target Advisory Committee.
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Contract Funds. The $300,000 requested for contract funds woeldised for developing and
applying methods and criteria for conducting thehtecal reviews of regional greenhouse gas
emission reduction modeling, as well as the methosisd by the Metropolitan Planning
Organizations to develop Sustainable Communityt&gras and Alternative Planning Strategies.

Budget Act. The2009-10 Budget Act includes $682,000 from the Air Pollution Contralrid
for two permanent positions for SB 375 implementati The funds include $300,000 for
contracts.

Staff Recommendation. SB 375 has the potential to dramatically chargel luse planning for
the better. Effectiveness of this new policy wglleatly depend on implementation. Staff
recommends that the Subcommittee keep this itepadof the budget.

5. Proposition 1B Bond Fund Expenditures - Inforoval

Proposition 1B. In November 2006, the voters passed Proposit®nvihich provides $1
billion for addressing air quality along Califorigdrade corridors.

The Air Resources Board (ARB) defines Californitade corridors as the Los Angeles/Inland
Empire Region, the Central Valley Region, the BagaARegion, and the San Diego/Border
Region.

California Air Quality. The diesel trucks, ships, harbor craft, locomegtjvand cargo handling
equipment that move goods through California’s partd trade corridors emit large amounts of
diesel particulate matter (PM) and nitrogen oxi¢®x). Diesel PM is a toxic air contaminant.
Diesel PM from all sources (not just goods movenretdated) accounts for approximately 70
percent of the known cancer risk from air toxics @alifornia. NOx contributes to the
atmospheric formation of ozone and the fine patichat are linked to premature death.

Port-related operations and goods movement thraugBalifornia are responsible for about 70
percent of the total diesel PM emissions in theestand nearly 40 percent of the NOx emissions.
The goods movement sectors operate in close priitoi neighborhoods. Some goods
movement, such as locomotives, are outside the’'stagulatory authority.

Previous Budget Actions. The 2007-08 Budget Act provided the ARB with $250 million in
Proposition 1B bond funds to provide incentivesdi@an technology in goods movement.

In addition to funds for goods movement, 2887-08 Budget Act provided the ARB with $193
million for replacement and retrofit of diesel sohbuses.

Also, the2009-10 Budget Act provides the ARB with an additional $3 million fechool bus
replacement and retrofits.
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3910 California Integrated Waste Management Board

Background. The California Integrated Waste Management BoaddV{(@B), in conjunction
with local agencies, is responsible for promotirgste management practices aimed at reducing
the amount of waste that is disposed in landfillbe CIWMB administers various programs that
promote waste reduction and recycling, with patéiciprograms for waste tire and used oil
recycling. The board also regulates landfills tlgio a permitting, inspection, and enforcement
program that is mainly carried out by local enfonesit agencies that are certified by the board.
In addition, CIWMB oversees the cleanup of abandawdid waste sites.

Budget Act. The2009-10 Budget Act includes $257.3 million to support CIWMB in thedyet
year. This is an approximately 9 percent increas® the level of support in the current year.
This increase is due to additional expendituremftbe Tire Recycling Management Fund and
Electronic Waste Recovery and Recycling Accounhe Board does not receive General Fund
support.

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Waste Reduction and Management  $ 238,170 $262,0 $23,901 10.0
Administration 9,927 9,935 8 0.1
less distributed administration -9,927 -9,935 -8 0.1
loan repayments -2,807 -4,767 -1,960 69.8
Total $ 235,363 $ 257,304 $21,941 9.3

Funding Sour ce

General Fund $ - $ - % - 0.0
Special Funds 233,658 255,024 21,366 9.1
Bond Funds - - 0 0.0
Budget Act Total 233,658 255,024 21,366 9.1
Federal Trust Fund 200 275 75 37.5
Reimbursements 1,505 2,005 500 33.2
Total $ 235,363 $ 257,304 $21,941 9.3
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1. Electronic Waste Recycling Program: Technicgu&tnent

Electronic Waste Program. Electronic Waste (E-waste) is the informal naroe dlectronic
products nearing the end of their "useful life.heTElectronic Waste Recycling Act of 2003 (SB
20, Sher) requires that certain covered e-wasteebgcled rather than sent to the landfill.
Electronic devises contain hazardous chemicalspgbs¢ a serious threat to human health and
the environment.

Fees. The e-waste program is funded by fees. On Jariyd&005, retailers began collecting the
Electronic Waste Recycling Fee on covered eleatrdevices from consumers. The initial fees
were established by the Legislature in SB 20 aedGRAVMB was given the responsibility to
annually evaluate the fee levels to maintain sigfit funding to administer the Act. In June
2008, the Board acted to increase the fees to maittie solvency of the fund. Retailers remit
these fees to the Board of Equalization (BOE).

Auditor Report. The California State Auditor in its November 20@ort found that some
state agencies were improperly disposing of eleatravaste. Among the Auditor’s findings was
that the lack of clear communication from oversiglgencies, coupled with some employees’
lack of knowledge about E-waste, contributed toitis¢ances of improper waste disposal. Since
there are no reports required on the disposal wagte, there is no consistent tracking of state
agency e-waste disposal.

Budget Act. The 2009-10 Budget Act includes a technical adjustment to the Electraiizste
Recycling Program by a reduction of $5.7 million2@09-10 and 2010-11. The decrease is to
the consultant and professional line item. Furatstliis program come from fees on certain
covered electronic devises.

Fund Condition. The2008-09 Budget Act included budget bill language allowing the CIWMB
to borrow funds for the E-waste program becausd:=taetronic Waste Recovery and Recycling
Account was close to insolvency. In January 2009 fees collected by the program were
increased.

Staff Recommendation. Staff recommends that the Subcommittee ask tpartteent for an
update on the e-waste program financial conditioth @an update on steps taken to address the
Auditor’s concerns. Also, staff recommends that Bubcommittee keep this item as part of the
budget.

2. Waste Tire Recycling Management Program Augntiemta

Background. California produces approximately 40 million wasites annually. Of these tires,

about three-fourths are diverted into productivesy$ut 11 million tires a year are still disposed
of in landfills. The California Tire Recycling Acif 1989 (AB 1843, Brown) created the Waste
Tire Recycling Management Program at the Califordmi&egrated Waste Management Board
(CIWMB). The program has been successful in angatiew uses for waste tires. CIWMB has
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stated that the new funds provided in #89-10 Budget Act will help increase the tire recycling
rate from 75 percent to 90 percent.

Budget Act. The2009-10 Budget Act includes $26 million from the California Tire Rexting
Management Fund over three years for the WasteRay/cling Management Program. These
funds include 4.5 permanent positions and $2,188i90ocal assistance annually.

New Department Tasks. With the funds received in tI2809-10 Budget Act, CIWMB wiill:

» Establish New Equipment Loan Program — This program will provide $4 million
annually to create additional in-state capacity foocessing tires into Tire Derived
Aggregate for road construction. The loans araitepver a 10 year period. $135,000
and 1.5 PY annually will implement this loan pragra

* Increase Rubberized Asphalt Concrete (RAC) Grant Programs — This program will
be increased from the previous $2.5 million a yBa$825,000 for a total of $3,325,000
in grants annually. These grants are awardeddal lgovernments that use rubberized
asphalt concrete. $45,000 and 0.5 PY annuallyimiilement this increase in the grant
program.

* Expend Tire-Derived Product Grant (TDP) Grant Program — This program will be
increased from the previous $2 million annually$®3 million annually. These grants
are designed to promote markets for recycled-corgmducts derived from waste tires
generated in California. $45,000 and 0.5 PY arpuwell implement this increase in the
grant program.

* Expand Public Education and Outreach on Tire Sustainability/RetreadRAC — This
is a public education program to reduce the amotitites that are generated annually.
$2 million a year will be spent on public educatiamd outreach. $90,000 and one PY
will implement this program.

» Additional Legal Support for New/Expanded Activities Described Above — The new
and expanded programs will require legal supp&t02,000 and one PY annually will
provide that legal support.

Staff Recommendation. Staff recommends that the Subcommittee review pmoposal for
public information purposes and keep the fundintheabudget.

3. Greenhouse Gas Reductions from Solid Waste

Background. On June 21, 2007, the Air Resources Board adofited_andfill Methane
Capture Strategy as a discrete action measure.

Proposal. With these funds, CIWMB would:

* Analyze the economic costs and benefits of soligtevaand recycling programs, in
support of AB 32 Scoping Plan measures and subsédogplementation. This will
provide a basis for determining the best implenmteramechanism for each measure,
such as market-based, regulatory, or carbon-tragiistgms. (1 PY)
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* Increase recycling from the commercial sector, aleating model commercial
recycling ordinances and assisting the businessorseand local jurisdictions in
developing and implementing commercial recyclindimances. This would also entail
assisting businesses, local government, and theevradustry in utilizing a commercial
diversion software tool to evaluate costs and gmviand calculate reductions in
greenhouse gas emissions associated with soliet\aastities. (2 PY)

» Partner with the Air Resources Board, Californiar@te Action Registry (CCAR), and
the International Council for Local Environmentaitiatives in developing solid waste
management protocols and providing education ariceach to affected stakeholders.
These protocols will assist local governments imsueing and reporting greenhouse gas
emissions. (1 PY)

 Conduct research to evaluate greenhouse gas ensssiesociated with product
development, manufacturing, use, and disposals Waiuld entail developing strategies
such as economic incentives, improved environmemghct calculators for products,
environmental performance standards and labelind, public outreach. It also would
entail identifying data gaps, potential regulatiormd potential legislative action.
($300,000 in contract funds)

» Conduct research on reducing N20 emissions at cstimgofacilities. This would
include analysis of compost feedstock charactesisind operations parameters to
determine their impact on N20 emissions. CIWMB ldause the study results to assist
organics handling businesses, CCAR, and otheriemntih the development related
protocols and operational best management pradbaesiuce greenhouse gas emissions.
($500,000 in contract funds)

* Reduce Vehicle Miles Traveled (VMT) through the iopzation of solid waste and
recycling routes. This would entail assisting k&gkeholders and local jurisdictions with
evaluation and implementation of optimization scherto reduce VMT associated with
transportation of solid waste and recycling matsrid PY)

Budget Act. The2009-10 Budget Act includes $1,312,000 from redirected funds, inaigdsix
positions and $800,000 in contract funds, for imm@ating programs that minimize methane
emissions from landfills including increased soureduction and recycling, developing viable
and sustainable markets to divert materials frondfils, and encouraging new technologies.
This proposal also includes $501,000 for 2010-Ihe funds for both 2009-10 and 2010-11 will
come from a redirection of the Waste Characteona8tudy funds.

Staff Comments. The Air Resources Board (ARB) is the regulatory rmyefor AB 32
implementation, and it is unclear to staff why dmotagency needs resources to implement
ARB'’s regulations.

Some of the expenses do not seem fully justifidebr example, the proposal requests two

positions to increase recycling from the commerseadtor. It seems that this task should already
be underway as part of the CIWMB’s core missiortiaffSecommends that the Subcommittee

request the department for more justification Fos increase in position authority.

In addition, staff thinks that the one positionréaluce the vehicle miles traveled by commercial
sector vehicles needs more justification. Sinardhs no carbon fee added on to the cost of
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recycling, commercial sector recyclers will mostely continue to use the lowest cost service
rather than the recycling service with the leasibea output.

Staff also recommends that the Subcommittee rednestepartment to elaborate on the benefit
of examining the carbon output of goods productidine department’s request for $300,000 in
contract funds to examine the carbon output of ggwdduction will not be necessary if the Air
Resources Board implements a carbon fee that rémesamount of carbon produced to a
business decision.

Staff Recommendation. Staff recommends that the Subcommittee providedgpartment with
time to respond to staff concerns and return ®iteim in the May open issues hearing.

4. Used Oil Recycling Budget Bill Language

Background. AB 2076, the California Oil Recycling Enhanceméwat (1991, Sher) requires

the California Integrated Waste Management BoattV(@B) to administer a statewide used oil
recycling program to promote and develop altereatito the illegal disposal of used oil. The
program is funded from the Used Oil Recycling Fuwtjch receives its funding from a $0.16
per gallon fee paid by lubricating oil manufactsteindustrial oil is exempt from this fee.

Since 2000, the sale of lubricant oil in Califorhias steadily declined. The major reason for this
is believed to be the larger number of miles newicles can travel between oil changes. In
2000-01, the Used Oil Recycling Fund revenues vedreut $22 million, but in 2009-10 the
fund’s revenues are projected at $16 million.

Grant Programs. The Act established four grant programs to premased oil recycling
infrastructure: Block, Opportunity, Non-Profit, ardesearch, Testing, and Demonstration.
According to current statute, the CIWMB must expendhe Block grants either $10 million or
50 percent of the Used Oil Recycling Fund balamkich ever is greater. However, the
CIWMB is statutorily required to pay for other prags out of the Used Oil Recycling Fund as
well. In 2009-10 the Used Oil Recycling Fund Balaris projected to be $16 million and if the
CIWMB funds both the Block grant $10 million manaliat expenditure and the other statutorily
required programs, these expenditures combineddirarehte a deficit in the fund.

Budget Act. The2009-10 Budget Act includes budget bill language to allow CIWMB tceuso
less than half of the amount which remains in tlsedJOIil Recycling Fund after expenditures,
even when this amount is less than $10 million.ddg bill language is in effect for one year
only.

Staff Comment. The Used Oil Recycling Fund balance has been dngppver the last several
years. The current statute assumes that therealwilys be more than $10 million in the fund
and places pressures on the fund above what isredqgior the grant program. A long-term
solution must be found for the fund, either in reidg the fund’s obligations or raising more
revenue. The proposed budget bill language previlde Legislature with one year to come up
with a policy solution.
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3930 Department of Pesticide Regulation

Background. The Department of Pesticide Regulation (DPR) adstens programs to protect
the public health and the environment from unsafesures to pesticides. The department: (1)
evaluates the public health and environmental imp&gpesticides use; (2) regulates, monitors,
and controls the sale and use of pesticides isttite; and (3) develops and promotes the use of
reduced-risk practices for pest management. Theartteent is funded primarily by an
assessment on the sale of pesticides in the state.

Budget Act. The2009-10 Budget Act includes $73.4 million to support the DPR in 20(8-
which is a one percent increase over the levelxplerditures as in the current year. The
department does not receive any General Fund suppor

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Pesticide Programs $ 72,720 $ 73,471 $751 1.0
Administration 10,789 10,568 -221 2.1

less distributed administration -10,789 -10,568 221 -2.1
Total $ 72,720 $ 73,471 $751 1.0

Funding Sour ce

General Fund $ - $ - $ - 0.0
Special Funds 69,924 70,449 525 0.8

Budget Act Total 69,924 70,449 525 0.8
Federal Trust Fund 2,237 2,2520 0.9
Reimbursements 559 765 206 36.9
Total $ 72,720 $ 73,471 $751 1.0
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1. Volatile Organic Compounds

Volatile Organic Compounds. Pesticides emit volatile organic compounds (VQGat
contribute to smog. In California’s central vallapproximately six percent of the smog is
caused by pesticides. VOCs contribute to the ftdonaf ground-level ozone, which is harmful
to human health and vegetation when present atdngligh concentrations. The federal Clean
Air Act requires each state to submit a State Imgletation Plan (SIP) for achieving and
maintaining federal ambient air quality standardscluding the standard for ozone.
Nonattainment areas (NAASs) are regions in Califartiiat do not meet either federal or state
ambient air quality standards. California has frn@nattainment areas: San Joaquin Valley,
Sacramento Metro, South Coast, Southeast Deseri/amura.

Lawsuits. In 2006, a federal judge ruled that the DepartmérPesticide Regulation (DPR)
ignored clean air laws for pesticides. The lawsaid DPR failed to apply clean air rules to
pesticides, dating back to 1997. The judge ordéheddepartment to write regulations that
would cut pesticide emissions in the Central Vabgy20 percent from 1991 levels.

The Ninth Circuit Court of Appeals in San Franciss@rturned the findings of the federal judge
in August 2008. As a result of the Appeals Coiustory, the Department of Pesticide Control is
now finalizing new regulations that call for a stealdecrease - a 12 percent cut from 1990
levels.

Past Budget Action. In the2008-09 Budget Act, DPR received $2.6 million and 11 positions to
implement VOC regulations.

Staff Comments. Staff recommends that the Subcommittee ask tharthaent to explain why
the 12 percent reduction in VOCs was selected.o,Ataff recommends that the Subcommitee
ask the department to present to the Subcommittest Wwas been accomplished so far in
implementing VOC regulations.
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3960 Department of Toxic Substances Control

Background. The Department of Toxic Substances Control (DTSQulates hazardous waste
management, cleans up or oversees the cleanupntdncmated hazardous waste sites, and
promotes the reduction of hazardous waste generaiibe department is funded by fees paid by
persons that generate, transport, store, trealispose of hazardous wastes; environmental fees
levied on most corporations; the General Fund;faddral funds.

Budget Act. The2009-10 Budget Act includes $197.8 million to support the DTSC in 2€(D.
This is almost the same as the estimated expeaditnithe current year.

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure
Site Mitigation and Brownfields

Reuse $ 110,470 $ 111,060 $590 0.5

Hazardous Waste Management 70,014 5,144 -4,873 -6.9

Science, Pollution Prevention, and

Technology 14,858 19,715 4,857 32.7

State as Certified Unified Program

Agency 1,647 1,964 317 19.3

Capital Outlay 2,656 - -2,656 -100.0

Administration 33,149 33,198 49 0.2
less distributed administration -33,149 -33,198 -49 0.0

Total $ 199,645 $197,880 -$1,765 -0.9

Funding Sour ce

General Fund $ 25,540 $ 22,275 -$3,265 -12.8
Special Funds 131,281 129,666 -1,615 -1.2
Budget Act Total 156,821 151,941 -4.880 -3.1
Federal Trust Fund 27,391 32,983 5,592 20.4
Reimbursements 12,433 12,869 436 35
Stringfellow Insurance Proceeds
Account 3,000 87 -2,913 -97.1
Total $ 199,645 $ 197,880 -$1,765 -0.9
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1. Realignment of Funding for TSCA and HWCA Program
Activities

Background. The Department of Toxic Substances Control (DTS@rimarily funded by two
special funds: the Toxic Substances Control Acc@UBICA) and the Hazardous Waste Control
Account (HWCA). The HWCA revenues come from feagdy hazardous waste generators,
transporters, and disposers. The major revenuee®wf TSCA are the environmental fee,
which is a broad-based assessment on all businbaseling hazardous materials with 50 or

more employees, and cost recovery from partiesoresple for hazardous waste substance
releases.

Budget Act. The 2009-10 Budget Act includes an on-going shift of $4,795,000 from the
Hazardous Waste Control Account to the Toxic Sutzsia Control Account to cover activities
related to the regulation and enforcement of teuiostances in products. However, this funding
shift cannot be implemented by the Department n&ite because the accompanying trailer bill
language is not part of tf2009-10 Budget Act.

Trailer Bill Language. This funding shift requires trailer bill languagé&’he Department of
Finance is still finalizing this bill, and will suht it to the Budget Committee in the future.

Staff Comment. The department has stated that this fund shift dvowk result in a change in
the fees collected. The trailer bill language was approved as a part of the February 2009
budget package.

Staff Recommendation. Staff recommends that the Subcommittee retuthifitem when the
trailer bill is received and reviewed by all Subcuoittee members.

2. Green Chemistry Implementation — AB 1879

Green Chemistry Initiative. In 2007, CalEPA began the development of a coatdd,
comprehensive strategy designed to foster the dpnednt of information on the hazards posed
by chemicals, ways to reduce exposure to dangesabstances, approaches that encourage
cleaner and less polluting industrial processed,strategies to encourage manufacturers to take
greater responsibility for the products they pradu&reen chemistry offers a systematic means
of comparing options, weighing different hazarditéraand environmental endpoints, and
considering production, performance, and cost facts well as other appropriate attributes.
Green chemistry is a comprehensive means for ptienpdangerous chemicals from entering
consumer products at the design and manufactutaygs.

AB 1879. AB 1879 (Feuer, 2008) provides the Departmefitaxic Substances Control (DTSC)
with the authority to establish procedures in ragjah to identify and prioritize chemicals of
concern. In addition, AB 1879 establishes proceslun regulation to evaluate alternatives to
chemicals of concerns in products, and to speafyulatory responses where chemicals of
concern are found in products.
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Budget Act. The2009-10 Budget Act includes $2,144,000 ($1,239 from the Toxic Sulistan
Control Account and $905,000 from the Hazardousté&/@entrol Account) for implementation
of AB 1879. This budget item redirects $2,144,6@611 positions and contract funds to work
on the Green Chemistry initiative. An additional (32,049 for 5.5 positions will be redirected
in 2010-11.

Staff Recommendation. Staff recommends that the Subcommittee keepténsin the budget.

3. Toxics Information Clearinghouse — SB 509

Green Chemistry Clearinghouse. In 2007, CalEPA began the development of Green
Chemistry: a coordinated, comprehensive strategsigded to foster the development of

information on the hazards posed by chemicals, wayseduce exposure to dangerous
substances, approaches that encourage cleanereasdpolluting industrial processes, and
strategies to encourage manufacturers to take egreasponsibility for the products they

produce. As part of the Green Chemistry developm€alEPA developed a report with

recommendations for action. One of these recomatemts was the development of an online
toxics clearinghouse.

The online toxics clearinghouse would build on gffdoy other governments and authoritative
bodies worldwide to fill chemical information gapad ensure that hazards and toxicity data is
developed and made publicly accessible via onlidde intent is to improve the ability of
businesses, government, and consumers to shiftddess toxic alternatives in products.

SB 509. SB 509 (Simitian, 2008) requires the Departménftaxic Substances Control (DTSC)
to:

» Establish the clearinghouse, a decentralized, vesied system for collection,
maintenance, and distribution of specific chemitatard trait and environmental and
toxicological end-point data.

* Make the clearinghouse available to the publicughoa single internet web portal and to
operate it at the lowest cost possible.

* Develop the design of the clearinghouse, data tyusiandards, and test methods that
govern the data to be eligible for the clearingleous

* Ensure that the clearinghouse has the capacityedeteddisplay updated information as
new data becomes available.

» Consult with other states, the federal governmamd, other nations to identify available
data on the following: hazard traits and environtakand toxicological endpoints.

» Facilitate the development of regional, nationahd ainternational data sharing
arrangements to be included in the clearinghouse.

Budget Act. The 2009-10 Budget Act includes $233,000 from the Toxic Substances Cbntro
Account and redirecting two staff positions for tyears to implement SB 509.

Staff Recommendation. Staff recommends that the Subcommittee keepténsin the budget.
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4. Public Protection from Sales of Noncompliantdiienics

Background. SB 20 (Sher, 2003) created the Electronic ReegchAct, which mandates that
certain electronic devices exceeding hazardousl|metdaent limitations not be sold of offered
for sale in California. Currently California doest have standard testing methods for hazardous
metals in electronic devices. The Department ofid &ubstances Control (DTSC) is forced to
rely on self-reporting by manufacturers. DTSC alses not have the legal authority to require
product testing from manufacturers based outsideatifornia.

Product Testing. DTSC intends to purchase analytical laboratonyigent that would allow
the department to test hazardous metal conterleatrenic devises. The metals that would be
tested for are cadmium, chromium, lead, and mercury

Budget Act. The2009-10 Budget Act includes $242,000 in one-time funds from the Etautr
Waste Recovery and Recycling Account for analytigabratory equipment.

Staff Recommendation. Staff recommends that the Subcommittee review phmoposal for
public information purposes and keep the fundintheabudget.
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3980 Office of Environmental Health Hazard
Assessment

Background. The Office of Environmental Health Hazard Assessng@iEHHA) identifies and
guantifies the health risks of chemicals in theiemment. It provides these assessments, along
with its recommendations for pollutant standards la@alth and safety regulations, to the boards
and departments in the California Environmentakéuiion Agency and to other state and local
agencies. The OEHHA also provides scientific supfmenvironmental regulatory agencies.

Budget Act. The2009-10 Budget Act includes $19.8 million to support the OEHHA in 20100.
This is a higher level of expenditures in the catgear due to an increase in reimbursements.

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Health Risk Assessment $ 18,2366 19,809 $1,573 8.6
Administration 3,499 3,532 33 0.9

less distributed administration -3,499 -3,532 -33 0.9
Total $ 18,236 $ 19,809 $1,573 8.6

Funding Source

General Fund $ 8,282% 8340 $ 58 0.7
Special Funds 6,071 6,241 170 2.8

Budget Act Total 14,353 14,581 228 1.6
Federal Trust Fund 514 414 -100 -19.5
Reimbursements 2,444 3,387 943 38.6
Total $ 17,311 $ 18,382 $1,071 6.2
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1. Green Chemistry: Toxics Information Clearingh®us

Background. SB 509 (Simitian, 2008) requires the establishmeh an online Toxics
Information Clearinghouse as a web-based systenedibecting, maintaining, and distributing
available hazard trait and toxicological data oerltal substances. The Clearinghouse will
provide a comprehensive, publicly accessible datlmd information on hazardous chemicals.
The Toxics Information Clearinghouse, when impletadn will be the first publicly visible
product of the Green Chemistry Initiative and thist fstate-operated Clearinghouse on chemical
information in the United States.

Department Tasks. The Office of Environmental Health Hazard Assesst(OEHHA) will
gather available hazard trait information from &rg summaries as well as the published
literature for chemicals used in California, indhglthose in consumer products. OEHHA will
also seek information from the federal governmertt ather nations to fill the data gaps. This
information will then be used to populate the Texinformation Clearinghouse. Specifically,
OEHHA will complete:
» Evaluation and specification of the chemical hazaaits, toxicological endpoints, and
other relevant data to be included in the Cleamnge;
» Consultation with Department of Toxic Substancesit@b and all appropriate state
agencies in carrying out this evaluation;
» Participation in public workshops to obtain stakedkoinput; and
» Consultation with other state, federal, and inteamal agencies to seek appropriate input
and available data.

Budget Act. The2009-10 Budget Act includes a redirection of two positions. The aufsthese
positions is $245,000 annually from the Used Oityding Fund.

The two positions being redirected are staff tolagsts from the California Used Oil Recycling

Fund who investigated the human and environmerifatts of exposure to used oil. This

redirection will reduce the number of reports omias aspects of exposure to used oil from
about one report annually to one report every teary.

Staff Recommendation. Staff recommends that the Subcommittee keepténsin the budget.

2. Funding Shift - LAO Recommendation

OEHHA Duties. The OEHHA identifies and quantifies the healtsksi of chemicals in the
environment. It provides these assessments, aldtig its recommendations for pollutant
standards and health and safety regulations, tddleds and departments in Cal-EPA and to
other state and local agencies. The OEHHA alswoiges scientific support to environmental
regulatory agencies.

OEHHA General Fund. OEHHA receives $8.3 million in General Fund suppoMultiple
OEHHA programs have at least some level of Gerfewad support, while some programs are
funded entirely by special funds.
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OEHHA Services. OEHHA provides services in the form of assessmant recommendations
to regulatory programs administered by other stafencies. Many of OEHHA’s regulatory
program support activities receiving General Fumppert are already partially funded with fee-
based special funds. The LAO recommends goinpdunvhere such a special fund is available
to assume the General Fund’s current funding daution. After accounting for such activities,
the LAO has concluded that there is the potentiadhift up to about $5 million of OEHHA's
funding from the General Fund to fees.

Some General Fund is Appropriate. On the other hand, some of OEHHA’s activities éhav

more of a broad-based public health focus — suclthase related to children’s health and

Proposition 65, a 1986 initiative measure that meguthe state to annually publish a list of

cancer-causing chemicals and inform citizens alegosures to these chemicals. These
activities cannot be reasonably or easily connewafiéid discrete regulatory programs. The LAO

argues that General Fund continues to be the apateporimary funding source for these

activities.

Questions:
1. Could the LAO please identify which funding shitsuld require statutory changes?
2. Could the LAO please identify which funding shiftsuld require an increase in the fees
collected?
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2720 California Highway Patrol

Background: The mission of the California Highway Patrol (CHP) is to ensure the safe
and efficient flow of traffic on the state’s highway system. The CHP also has
responsibilities relating to vehicle theft prevention, commercial vehicle inspections, the
safe transportation of hazardous materials, and protection and security for State
employees and property.

Governor's Budget: The Governor proposes total expenditures of $2.0 billion (no
General Fund) and 11,095.9 positions, an increase of $58 million and an increase of

179.1 positions.
Activity: (in millions):

Activity 2008-09 2009-10
Traffic Management $1,697 $1,753
Regulation and Inspection 203 204
Vehicle Safety 46 46
Administration 334 340
TOTAL $1,946 $2,004
Major Funding Sources (in millions):

Fund Source or Account 2008-09 2009-10
Motor Vehicle Account (MVA) $1,744 $1,803
State Highway Account (SHA) 62 60
Reimbursements 116 116
Federal funds 18 18
Other special funds (no General Funds) 5 7
TOTAL $1,946 $2,004

Adopted 2009-10 Framework Budget (SB 1XXX):

further subcommittee discussion”:

In the adopted framework 2009-10
budget, the Legislature removed funding for the following items “without prejudice for

* New Computer Aided Dispatch (CAD) IT System (Budget Change Proposal
(BCP) #4): $11.9 million in 2009-10 and $27.8 million total over three years.
» Capital outlay funding for new or reconfiguration of existing field-office facilities:

$13.4 million.
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1. Enhanced Radio System (Ongoing communications pr oject and required
report — informational issue).

Background: The budget includes $99.2 million for the 2009-10 cost of upgrading
the CHP’s public safety radio system. In 2006-07, the Legislature approved this five-
year project that has total costs of about $500 million. The project will enhance radio
interoperability with other public safety agencies and provide additional radio
channels for tactical and emergency operations. The project involves new radio
transmission equipment at CHP facilities, remote towers, and CHP vehicles — it does
not include the dispatch equipment which is the subject of a 2009-10 BCP. As part
of project approval, the Legislature required annual project reporting for the life of
the project - due annually each March 1.

Staff Comment:. The CHP should update the Subcommittee on the radio project.
The March 1 report was emailed to Committee staff on March 24. At the time this
agenda was finalized, staff had not had sufficient time to adequately review the
report.

Staff Recommendation: Direct staff to review the report received on March 24 and
bring this issue back at a future hearing as warranted.

Action: Informational issue — no action.
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2. 9-1-1 Call Center Dispatchers (Informational iss  ue).

Background: The CHP answers over 80 percent of the emergency 911 calls
placed in the state by cell phones. The number of such calls has risen dramatically
in the past decade and the CHP answered 9.7 million 911 calls in 2008. In 2006-07,
the Administration requested authority to add 173 new positions to staff the 911 call
centers — specifically, 156 Public Safety Dispatcher Il positions and 17 Supervisor
positions. This augmentation was approved, bringing the number of 911 dispatchers
from 325 to 498. The total number of dispatchers in the field is 893 — this number
includes both 911 and non-911 dispatchers. At the time the request was made, the
Administration indicated a possibility that additional staffing would be required in the
near future and that out-year budget requests would be submitted as warranted.
However, no new 911-dispatcher budget requests have been submitted since 2006-
07.

August 2004 State Auditor’s Report: The State Auditor touched on 911 staffing in
its report, Wireless Enhanced 911: The State Has Successfully Begun
Implementation, but Better Monitoring of Expenditures and Wireless 911 Wait Times
is Needed. The Auditor had the following findings related to the CHP:

* Wait times were high, in part, because dispatchers at CHP centers handled
significantly more 911 calls per dispatcher than did local answering points we
contacted.

e Unfilled dispatcher positions at CHP centers contributed not only to longer wait
times but also to significant overtime costs for the CHP.

e The CHP does not expect the number of wireless 911 calls diverted to local
answering points to exceed 20 percent statewide.

Current Statistics from the CHP: The CHP indicates that improvements have
occurred since the 2004 Auditor’s report. In February 2009, the vacancy rate was
11 percent for dispatchers; however, this represents significant improvement from
the 17 percent vacancy rate in February 2008. For January 2009, the CHP reports
that statewide 91.5 percent of calls were answered within 10 seconds, and 95.9
percent of calls were answered within 20 seconds. The general national targets are
to answer 90 percent of calls within 10 seconds, and 95 percent of calls within 20
seconds. While the statewide average is good, 9 of the 24 communications centers
fell below the target. See Attachment | for additional statistics.

Staff Comment:. The CHP should update the Subcommittee on call response
times, dispatcher vacancies, and implementation of employee furloughs. The CHP
should indicate how they plan to address deficiencies in those 911 communications
centers that are failing to meet response-time targets. Bringing the vacancy rate
down to the budgeted 5 percent, should resolve some of the issues; however, the
affect of the furloughs is uncertain.

Staff Recommendation: Informational issue — no action needed.

Action: Informational issue — no action. The CHP indicated optimism it could
achieve its goal of reducing the dispatcher vacancy rate to 5 percent.
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3. Computer Aided Dispatch (CAD) Replacement (BCP #  4).

Background: The Administration requests $11.9 million (Motor Vehicle Account) in
2009-10 and a total of $27.8 million over three years to fund an information
technology (IT) project to replace the CAD system. The CAD is a system containing
servers and workstations used to dispatch emergency services (police, fire,
ambulance) to calls from the public needing assistance. The existing CAD system
dates back to 1990. The new CAD would also allow persons in a dispatch center to
easily view and understand the status of all units being dispatched. Funding for this
BCP was removed from the 2009 Budget Act without prejudice to allow further
legislative review.

Detail: The CHP indicates that CAD replacement is necessary because the existing
system is approaching 20 years and is too old to be dependable. Additionally,
technology has improved in 20 years to provide new functionality that improves
public safety. Specifically, the new system would have features such as Automated
Vehicle Location (AVL) and Geospatial Information System (GIS) integrated into the
CAD allowing the dispatcher to reduce response time by identifying the closest
responder and tracking their movement to the location. The BCP notes that the IT
solution would be a commercial off-the-shelf (COTS) product. This system will be
fully compatible with the upgraded radio infrastructure outlined in a prior issue.

Staff Comment: The CHP should be prepared to present this proposal to the
Subcommittee, with a focus on why it thinks this project is critical to move forward in
this difficult budget environment.

Staff Recommendation:  Approve this request.

Action: Approved budget request on a 3-0 vote.
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4. Officer Staffing Augmentation (BCP #18).

Background: The Governor requests $34.9 million ($36.6 million ongoing) to add
165 uniformed positions, and 8 Automotive Technician positions in 2009-10 (an
additional 75 uniformed positions would be added in 2010-11 for a total increase of
240 Patrol Officers). In 2006-07 and 2007-08, the Legislature approved a staffing
increase of 471 positions (360 Officers, 32 uniformed managerial, and 79 non-
uniformed support staff). Last year, the CHP requested another 120 Officer
positions. An LAO analysis suggested the CHP would be unable to fill any of the
positions in 2008-09 due to a high level of existing vacancies and constraints on the
size of academy classes. The Legislature approved the 120 positions, but moved
establishment to 2009-10 — these 120 positions are included in this year's BCP.
Full funding for this year's BCP was included in the 2009 Budget Act (SB 1XXX).

Detail on past budget action:  The need for additional CHP officers was discussed
in several CHP reports and LAO analyses at the time the growth in staff began
several years ago. Additional staffing was deemed particularly necessary in CHP
divisions that had seen large increases in vehicle registrations and highway travel.
One measure considered was the growth of vehicle collisions between 2000 and
2004. While various statistics indicated a need to grow the size of the CHP, the
CHP budget requests have been made on a year-to-year basis and no overall plan
was presented or approved by the Legislature. With past increases and staffing
increases requested in this BCP, the number of field Officers would grow from 6,133
in 2006-07, to 6,493 in 2008-09, and to 6,733 in 2010-11. The CHP indicates it
allocates new Officers in the field using the following considerations:
» Those commands experiencing the highest percentage of fatal collisions in
recent years.
* Those commands requiring additional staff to operate on a 24/7 basis.
» Those commands located in regions experiencing the greatest percentage of
growth in terms of population, registered vehicles, and registered drivers.

Detail on Traffic Safety:  The following statistics are from the California Office of
Traffic Safety:

e In 2006, 4,195 people died and 277,373 people were injured in California traffic
collisions. This compares to 4,649 deaths (350,068 injuries) in 1991 and 3,730
deaths (303,023 injuries) in 2000.

» California’s 2006 Mileage Death Rate (MDR) - fatalities per 100 million miles
traveled (100 Million VMT) is 1.28, much lower than the national MDR of 1.41. Of
the five largest states in terms of total traffic fatalities, (CA, FL, TX, GA, & NC),
California has the lowest rate. This compares to a MDR of 1.8 in 1991 and 1.22
in 2000.

The statistics generally indicate that traffic safety improved throughout the 1990s,

but that the trends started to reverse at the beginning of this decade. The CHP is
one factor of many in reducing traffic deaths and injuries. Other factors to consider
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are speed limits, vehicle collision-safety equipment (air bags), guard-rails and other
roadside safety features, etc.

Detail on 2008-09 Fee Increase: Last year the Administration proposed, and the
Legislature approved, an $11 motor vehicle registration fee increase and a new late-
payment penalty to fund the cost of CHP Officers and other needs. Existing law
already included a $10 fee for CHP Officers and this fee was increased to
$21 dollars. The penalties for late registration vary by lateness, but were essentially
doubled. The fee/penalty increase was estimated to raise annual revenue by
$490 million. The Administration proposed the fee increases as necessary to fund
the cost of Officers and related support, such as the new radio system. No out-year
increase in the number of Officers was agreed to when the fee was approved.

LAO Recommendation: The Legislative Analyst recommends the Legislature
maintain the 120 Officer positions previously approved for 2009-10 during last year’s
budget process, but reject the additional staff requested of 120 Officers and 8
Automotive Technicians. This would result in 480 new officers added since the staff
growth began in 2006-07. The LAO notes two concerns: (1) the budget request
does not account for staggered hiring over the fiscal year, and over-budgets 2009-10
cost by $13 million; and (2) the additional 120 positions are not justified because
they do not tie the augmentation to a level of service, such as Officers in proportion
to licensed drivers. In total, the LAO recommends a reduction of $22 million and
new supplemental report language requiring the CHP to report by January 10, 2010,
on the current baseline level of patrol services and the level of service it intends to
achieve with recent and any future position requests.

Revised Administration Request: The Administration recalculated the budget
request and indicates that it can be reduced by $4.3 million in 2009-10 to better-
account for the staggered hiring over the fiscal year.

Staff Calculation:  Another technical budget issue, is that the request does not
account for savings from base vacancies that continue in 2009-10. The CHP has
reduced these base vacancies (fillable vacancies from base staffing) from 505
vacant positions in July 2008 — an average base vacancy number of 141.5 positions
is projected in 2009-10. The academy classes incur higher cadet costs to fill base
vacancies but there is still net savings. Savings of about $7.6 million should occur
from these base vacancies. Note, $40 million was scored from base vacancies in
2008-09. The Administration’s correction of $4.3 million along with the staffing base
vacancy calculation of $7.6 million, sum to $11.9 million — this is similar to the LAO
technical adjustment.

Staff Comment: The issues for consideration with this request are: (1) whether the
new growth of 120 CHP Officers should be approved this year (beyond the 480 new
Officers approved in recent years), and (2) what funding level is technically
appropriate for the number of positions approved by the Legislature.

Staff Recommendation:  Keep open for further analysis.

Action: Kept issue open. The LAO and the Administ  ration indicated that a
technical budget adjustment of negative $10.6 milli ~ on is appropriate.
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5. Mobile Food Service (Staff Issue).

Background:  Over the past decade, the CHP has added a mobile food service
capability. This has been accomplished with redirected resources, so the
Legislature has not reviewed this activity through the budget process. The CHP
indicates that, in 2000, it added a mobile field kitchen to support departmental
personnel during prolonged emergency incidents (such as the Bio-Tech conference,
demonstrations, Democratic National Convention, State Capitol truck fire, etc.)
throughout the state. However, this food service is limited and food is typically
prepared at the CHP Academy and then transported to the field. The CHP indicates
it is currently in the procurement process to expand its emergency food service
abilities with the addition of a 36-foot mobile kitchen trailer capable of producing
1,000 meals per day. The CHP indicates this new kitchen trailer will cost $280,000.

Alternatives for mobile food service: The CHP indicates that it only had a need
for mobile food service once in 2007-08 — that was during the southern California
fires. However, in that case, CHP officers were directed to find their own meals and
were compensated through per diem, which the CHP indicates is $34 per day — the
total cost was $80,000. Staff understands the Department of Forestry and Fire
Protection also has emergency food service and generally purchases food from pre-
approved local vendors. The CHP does not have an analysis to compare the cost of
the mobile kitchen to local vendors or to per diem. The department indicates that
the widespread nature of some emergencies, such as Hurricane Katrina, make it
difficult to utilize per diem or bulk meal purchases from local vendors.

Staff Comment:. The CHP should be prepared to discuss best-practices and cost
efficiency for this function, and be prepared to answer the following questions:

A. Does the added value of the mobile vehicle justify the $280,000 cost relative
to the other options of: (1) delivering prepared meals from the CHP academy;
(2) bulk meal purchases from local vendors; or (3) per diem payments to
individual officers?

B. Since this equipment is infrequently used, can the cost and use be shared
among several state emergency response agencies?

Staff Recommendation: This is an informational issue; however, if the
Subcommittee does not feel this is an essential expenditure in this difficult budget
year, the purchase could be deferred and the funding of $280,000 reverted.

Action: Informational issue — no action.
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6. Construction or Renovation of State-owned Facili  ties (COBCPs #1, 2, 6, & 7).

Background: The Administration requests $13.4 million (Motor Vehicle Account) in
2009-10 for four capital outlay projects for state-owned facilities. When future
construction costs are added, the total costs for these projects, in 2009-10 through
completion, is $49.5 million. Funding for these COBCPs was removed from the
2009 Budget Act without prejudice to allow further legislative review.

Detail: According to the 2008 California Infrastructure Plan, the CHP occupies 102
area offices, 25 communications centers, 8 division offices, and 39 other facilities
including the Sacramento headquarters and West Sacramento Academy. The
Administration generally submits three budget requests over multiple years to
complete a State-owned capital outlay facilities project. The first step is preliminary
plans, the second step is working drawings, and the third step is construction. The
four projects and phases are as follows:

» Oakhurst Area Office — Replacement (Construction): $9.1 million is requested
for 2009-10 to replace the Oakhurst Area Office. The Legislature previously
approved about $2.0 million for preliminary plans, working drawings, and site
acquisition.

» Oceanside Area Office — Replacement (Working Drawin  gs): $1.2 million is
requested for 2009-10 for a replacement facility in Oceanside. The Legislature
previously approved about $3.0 million for preliminary plans and site acquisition.
The Administration will likely submit a BCP for 2010-11 requesting approximately
$18.6 million for construction.

» Santa Fe Springs Area Office — Replacement (Working Drawings):
$1.2 million is requested for reappropriation. The Legislature approved
$6.3 million for preliminary plans and land acquisition for this project in 2007-08.
An additional $17.5 million will be requested in the out-years to fund construction.

» Bishop Area Office — Reconfiguration (Construction) : $1.9 million is
requested for 2009-10 to reconfigure the Bishop Area Office by expanding the
CHP area into space formerly occupied by the Department of Motor Vehicles.
The Legislature previously approved $132,000 for preliminary plans and
$167,000 for working drawings.

Staff Comment: Given the number of aging facilities and growing number of CHP
Officers, it is understandable that in any given year, the CHP has a number of
facilities projects. The CHP is minimizing costs in some cases by reconfiguring
existing facilities instead of building entirely new offices.

A concern this year is the overall economic and budgetary environment. The LAO
and the Administration have previously identified approximately $70 million per year
in Motor Vehicle Account revenues that are not restricted by the Constitution and
could be transferred to the General Fund. The budget package approved in
February did not include this transfer. However, it is possible additional budget
solutions may be necessary after the May Revision revenue forecast is released.

Staff Recommendation : Keep open pending May Revision revenue projections.

Action: Kept issue open.
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2740 Department of Motor Vehicles

Background: The Department of Motor Vehicles (DMV) regulates the issuance and
retention of driver licenses and provides various revenue collection services. The DMV
also issues licenses and regulates occupations and businesses related to the instruction
of drivers, as well as the manufacture, transport, sale, and disposal of vehicles.

Governor's Budget:  The Governor proposes total expenditures of $963.0 million (no
General Fund) and 8,493.1 positions, an increase of $2.7 million and an increase of
217 positions.

Activity: (in millions):

Activity 2008-09 2009-10
Vehicle/vessel identification and compliance $547 $536
Driver licensing and personal identification 246 258
Driver Safety 117 118
Occupational Lic. And Investigative Services 49 48
New Motor Vehicle Board 2 2
Administration (distributed) (107) (107)
TOTAL $960 $963
Major Funding Sources (in millions):

Fund Source or Account 2008-09 2009-10
Motor Vehicle Account (MVA) $619 $887
Motor Vehicle License Fee Account (MVLFA)* 268 0
Reimbursements 15 15
State Highway Account (SHA) 51 52
Federal funds 2 2
Other special funds (no General Funds) 5 7
TOTAL $960 $963

* Proposal to shift MVLFA to local law enforcement was rejected, instead a
new 0.15 VLF tax was approved.

Adopted 2009-10 Framework Budget (SB 1XXX):  In the adopted framework 2009-10
budget, the Legislature removed funding for the following items “without prejudice for
further subcommittee discussion”:

» Driver License / ldentification Card (DL/ID) Contract (Budget Change Proposal
(BCP) #1): $11.0 million and 16.0 positions in 2009-10 and $8.1 million ongoing.

* Real ID Act Material Compliance (BCP #3): $4.2 million and 45.1 positions in
2009-10 and $3.7 million ongoing.

» Trailer bill language increasing DL and ID fees by $3 to fund the above two

items.
» Capital outlay funding for new or reconfiguration of existing field-office facilities:
$20.4 million.

Senate Committee on Budget and Fiscal Review Page 9



Subcommittee No. 2 March 26, 2009

1. General Background on Federal REAL ID Act.

Background: On May 11, 2005, President Bush signed H.R. 1268, which includes
the Real ID Act of 2005. In 2006, the DMV estimated that implementation of Real ID
would cost the State $500 million to $750 million. Final regulations from the federal
government on the implementation of Real ID were released on January 11, 2008,
and delayed full implementation of the Act. Last year, the DMV updated
Subcommittee #4 on the final regulations and re-estimated costs over eight years to
implement Real ID at $143 million for “material compliance” and $303 million for “full
compliance.” The primary difference between material and full compliance is that
with full compliance, DMV is fully integrated with new national “pointer” databases of
birth records and DL/ID cards. DMV has previously testified that it does not have the
authority to fully implement the Real ID Act without legislative approval and statutory
change.

Detail on Prior State Action: In 2006-07 the Administration submitted, and the
Legislature approved, $18.8 million for information technology (IT) improvements
and planning activities to improve DMV’s customer service and data collection — the
Department indicated these IT projects were related to Real ID. The Legislature
approved the funding and added budget bill language specifying that the funding did
not implement Real ID for California, but rather improved efficiencies at the DMV to
facilitate implementation at a later date, should enacting legislation be approved. In
2007-08, no budget changes were requested related to Real ID. In 2008-09, the
Administration submitted a May Finance Letter requesting authority to spend
$6.5 million in federal grant funds related to Real ID that DMV had applied for. Since
no implementing Real ID legislation had been proposed or approved, the request
was denied. DMV ended up with a $3.2 million federal grant (instead of the hoped-
for $6.5 million); however, the grant has multi-year availability and DMV now
anticipates a 2010-11 budget request to spend the funds. This year, to date, the
DMV has submitted two Budget Change Proposals fully or partially related to the
implementation of Real ID, but has not forwarded to the Legislature any statutory
change to implement the Act.

Final Federal Real ID Regulations: The final regulations differed in significant
ways from the draft regulations. Most significantly, States have until 2017, instead of
2013, to implement the Real ID Act for all license and ID card holders. The final
regulations allow states to apply to delay initiation of Real ID (i.e., begin the issuance
of materially-compliant ID cards) from May 2008 to January 1, 2010 — DMV indicates
it has already applied for, and received approval of, this extension. As a condition of
receiving a second extension for “full compliance” to May 2011, States must show
progress in working toward “material compliance.

Material Compliance versus Full Compliance: The DMV indicates that it already
meets several criteria of material compliance (such as capturing a digital picture and
verifying legal presence in the United States through the Department of Homeland
Security (DHS) database) but the department would additionally have to do the

Senate Committee on Budget and Fiscal Review Page 10



Subcommittee No. 2 March 26, 2009

following to meet all criteria for material compliance: require applicant documentation
to establish residence address, marking materially compliant cards with a DHS-
approved marking; issuing one-year limited-term DL/ID cards when the legal
presence document says “Duration of Stay” or has no expiration date; and marking
non-compliant cards. DMV believes they would be able to mark non-Real-ID-
compliant cards as “California Compliant,” but that that marking would have to be
approved by the DHS. With budget requests in BCP #1 and BCP #3, the
Administration proposes to meet most of the 18 components of material compliance
by January 1, 2010. However, the following components would remain unmet
under the current Administration proposal: (1) the card would not have the “Real 1D
compliant” marking and require an amendment to the DL/ID Card contract to mark
the Real ID compliant card; (2) California has not made any commitment to Real ID
full compliance at this time; and (3) Legislation is required to issue two cards: a CA-
compliant card and a Real ID material compliant card.

To achieve full compliance by May 11, 2011, the DMV would have to participate in
national electronic verification systems that do not currently exist (verification of
other states’ birth certificates, U.S. passports, and out-of-state DL/ID card
verifications).  Full compliance requires an existing cardholder to bring in proof of
their true full name, legal presence, and two documents that establish their
residence address. Other key points of full compliance that California is not
currently meeting are: terming Senior Citizen ID Cards to expire in eight years
instead of ten; re-verifying legal presence and Social Security Number when a card
is renewed or reissued; preventing individuals from holding both a Real ID driver
license and a Real ID identification card at the same time; and retaining copies of all
source documents.

Appendix Il and IIl to this agenda list all individual points of material and full
compliance according to DMV’s 2008 report to the Legislature.

Staff Comment: The DMV should share with the Subcommittee any recent
activities at the federal level, and indicate the Administration’s position on the
implementation of Real ID, and when any related policy language will be proposed.

Staff Recommendation : Informational issue — no action required.

Action: Informational issue — no action. Due to t ime constraints at the
hearing, this issue was skipped. It will likely be heard at a future hearing.
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2. New Staff to achieve material compliance for REA L ID (BCP #3).

Background:  The Governor requests $4.2 million (Motor Vehicle Account) and
45.1 new positions to implement new driver license and identification (DL/ID) card
issuance procedures that will bring DMV closer to material compliance with the Real
ID Act by January 1, 2010. In 2010-11, and ongoing, the budget augmentation
would decrease to $3.7 million and the number of new positions would increase to a
new total of 59.1 positions. Funding for this BCP was removed from the 2009
Budget Act without prejudice to allow further legislative review. An associated
$3 increase in DL/ID fees is discussed separately — see issue #4.

Detail: DMV proposes to begin requiring two documents to verify residential
address at the time of an original application for a DL/ID card. DMV also indicates it
will propose policy legislation to authorize the issuance of two card types, a Real ID
compliant DL/ID card and a non-compliant (or “California Compliant”) DL/ID card.
However, no legislation has been proposed to date. For renewals, DMV proposes to
make compliance optional — customers could choose to either renew their cards
under current requirements (non-compliant card), or resubmit birth/address/social
security documents to obtain a compliant card. The majority of the new cost is for
counter staff and related management to address the new workload; however,
$1.1 million of first-year funding is for media and security/privacy consulting.

LAO Recommendation:  The Analyst indicates this budget request is premature
because: (1) the State must obtain federal approval prior to beginning issuance of
cards marked “Real ID Compliant” and that approval is unlikely to come before
January 1, 2010; (2) a new Administration may choose to modify Real ID at the
federal level; and (3) states are not required to begin issuing Real ID compliant
cards by January 1, 2010, to receive a “full compliance” extension to May 11, 2011.

Staff Comment:  One major trigger for a Real ID budget augmentation is a
determination by the Legislature concerning the desirability of implementing Real ID
in California. The LAO’s analysis suggest there is time for the Legislature to
consider anticipated policy legislation from the Administration this year, and consider
budget changes next year (for the 2010-11 fiscal year). The DMV indicates that if
staff is not augmented per this BCP, they will not begin verifying residential
addresses beginning January 1, 2010, and this would increase the risk that the
Department of Homeland Security (DHS) would reject their request for a full-
compliance extension to May 2011. Under this scenario, DHS might start barring
Californians from boarding airplanes with a California DL/ID after January 1, 2010 (a
person would have to have a passport to board a plane). This scenario seems
unlikely because the national databases do not exist to achieve full compliance, nor
will they by January 1, 2010. Additionally, DMV indicates they will not achieve other
points of material compliance by January 1, 2010. Note, the Real ID regulations
only require progress toward material compliance to receive the extension.

Staff Recommendation : Keep open for further review.

Action: Kept issue open. Due to time constraints at the hearing, this issue
was skipped. It will likely be heard at a future h  earing.
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3. New DL/ID Card Contract (BCP #1).

Background: The Governor requests $11.0 million (Motor Vehicle Account) and 16
new positions to implement a new information technology (IT) project to produce
new driver license and identification (DL/ID) cards. The cost of this new IT contract
is $63 million over a five-year period. The Administration had submitted a Control
Section 11.00 request on January 14, 2009, to sign the vendor contract in the 2008-
09 fiscal year; however, the Joint Legislative Budget Committee (JBLC) rejected this
request indicating that the budget subcommittee process will provide an opportunity
for the department to provide a fuller explanation of, and justification for, its proposal,
as well as give the Legislature an opportunity to weigh the proposed contract’s costs
and benefits and consider the policy implications of the proposed changes. Funding
for this BCP was removed from the 2009 Budget Act without prejudice to allow
further legislative review. An associated $3 increase in DL/ID fees is discussed
separately — see issue #4.

Detail on procurement:  DMV'’s current card contract expires on June 30, 2009.
The Department indicates it can extend this contract to June 30, 2010, but that the
vendor is unwilling to extend the existing contract beyond June 30, 2010, due to
aging equipment that is at risk of failure. DMV did complete the Request for
Proposal (RFP) procurement process, and the winning bidder, a company called L1,
is also the vendor for the existing contract.

Features of the proposed new card: The new contract would include the use of
biometric technology as part of the card issuance process. Automated biometric
matching is not part of the current DMV procedure and current-law related to DMV
was written prior to the advent of this technology. The new card would additionally
include the new “2-D bar code” encrypted technology required by the Real ID
regulations. The 2-D bar code would not include any information not printed on the
front of the card and not on the existing magnetic stripe. DMV indicates the
proposed contract would not include “Real ID Compliant” markings, and that they
would intend to proceed with a contract amendment if Real ID is implemented. The
card would not use radio frequency (RFID) technology.

Existing Law concerning the privacy of DMV records: The DMV indicates it is
directed by both the California Vehicle Code (Sections 1808 and 1810.5) and by the
federal Driver's Privacy Protection Act of 1994 (18 U.S.C. Sec. 2721). Both laws
restrict the use of driver records and data, but allow law enforcement use and other
specified use by government agencies. The breadth of use by law enforcement is
not specifically defined with regards to biometric technology; however, DMV
indicates its current technology only allows a “one-to-one” match, such as requesting
the fingerprint and picture of a single individual. It seems technically feasible that
the bio-metric technology in the proposed contract could be adapted to allow a “one-
to-many” search by law enforcement (i.e., a match of a suspect picture or fingerprint
against the totality of DMV data). The DMV indicates that it is not their intent to
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implement a one-to-many search for law enforcement, but existing statute does not
appear directive on this point.

DMV’s proposed use of automated biometric technolog y. The DMV believes
the new biometric technology will help reduce fraud. When a person applies for a
card, the new photo image of the applicant will be checked against all existing photo
images (one-to-many) to help identify a person who fraudulently has cards under
multiple names. The fingerprint would be checked against the file fingerprint (one-
to-one) and also to track the individual across multiple stations at the DMV field
office (i.e. that the person who submitted the paperwork is the same person who
takes the new photo). The ability to use the photo biometric matching against the
existing database is uncertain — DMV indicates the technology may only adequately
function with higher-quality images that the new system would capture.

LAO Comment: The LAO indicates that the request is not fully justified, in part
because the department was unable to provide key information on the specific cost
and benefits related to the proposed use of biometrics.

Staff Comment: During the JLBC review of the Section 11.00 letter, concern was
raised by privacy advocates over the use of biometric technology. In considering
this budget request, the Subcommittee may want to review the specific benefit of
adding biometrics to the DL/ID card contract — it is not required by Real ID. It does
appear that DMV needs a new DL/ID card contract, because the existing contract
would be on its third extension and the equipment is aging. However, the new
contract and procedures should also be consistent with the priorities of the
Legislature. The Legislature’s options would include the following:

A. Approve the funding and contract as proposed, take no further action.

B. Approve the funding and contract as proposed, but amend statute related to
privacy to specify allowable external use (outside of DMV) of the biometric
matching technology.

C. Adopt budget bill language or statutory change to prohibit biometric-matching
technology as part of the DL/ID contract, and approve funding for the modified
contract.

Staff Recommendation : Keep open for further review.

Action: Kept issue open. The Subcommittee will su bmit written questions for
DMV response. This issue will likely be heard agai  n at a future hearing.
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4. DL/ID fee increase for Card Contract & Real ID.

Background: The Governor requests a $3 fee increase for DL/ID cards. This fee
revenue would go to the Motor Vehicle Account to fund the costs associated with the
proposed DL/ID contract (BCP #1) and Real ID staffing (BCP #3). DMV annually
issues about 8.3 million cards, so the new fee would result in about $25 million in
annual revenue to fund the costs associated with the new card contract and Real ID.
Trailer bill language to implement this fee increase was excluded from the adopted
2009 Budget Act package to allow further legislative review.

Staff Comment: The Legislature may want to conform action on the fee increase to
the final action taken on BCPs #1 and #3. The card contract adds approximately $1
to the current cost of the cards, and the remainder of the new revenue would be
attributable to Real ID. While 2009-10 cost would fall below the new revenue, the
Administration indicates ongoing cost pressure on the Motor Vehicle Account (MVA).
The Administration wants the fee increase to deal with both 2009-10 costs and
ongoing cost growth.

Staff Recommendation : Keep open for further review.

Action: Kept issue open.
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5. Overall IT Portfolio.

Background: The DMV has a challenging number of medium to large information
technology (IT) projects that were approved for funding in prior years and are
underway. There are eight projects either recently-completed or ongoing with a total
budgeted cost of about $350 million. The largest project is the IT Modernization
project, which will incrementally upgrade the DMV core systems with new system
hardware and software. DMV'’s core system is a 40-year old mainframe system and
a replacement project failed in the 1990s with a sunk cost of approximately
$50 million. The LAO table below briefly summaries the projects.

Department of Motor Vehicles (DMV)—Information Tech  nology Projects

Project Description

Recently Completed Projects

Document Imaging and Storage Replaced the document imaging, storage, and retrieval system with five
Replacement digital
scanners and related storage capacity.
Remittance System Replacement Replaced all components of the system with new equipment and new
system
hardware and software.
Telephone Service Center Replaced the nine independent telephone systems in use in the
Replacement Telephone Service Centers with a single virtual system.

Continuing Projects

Information Technology Modernization Will incrementally upgrade the DMV core systems with new equipment
and new system hardware and software.

Financial Responsibility Will develop an in-house system to track vehicle compliance with
insurance
requirements, and suspend vehicle registrations for lack of compliance.

Real ID* Will expand DMV'’s driver license and identification card system name
fields to
improve security and enhance Web site to enable customers to
conduct more business transactions online.

International Registration Plan (IRP) Will replace existing obsolete computer system for processing
System Replacement commercial vehicle registration and electronic payment and distribution
of commercial vehicle registration fees among IRP member
jurisdictions.

Driver Will select a vendor to continue driver license, identification, and
License/ldentification/Salesperson salesperson card issuance, including the addition of various security
Contract components.

& This project does not implement the federal Real ID Act. It is comprised of two projects—the Expanded Name Field and Web site
Infrastructure System projects—that would make it easier for California to comply with the act.
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As indicated on the prior table, DMV has completed three of the projects. While the
projects were delayed up to 10 months in completion, they were all successfully
completed with an overall cost savings relative to initial estimates. The LAO table
below indicates original and revised costs for all eight projects, as well as schedule

slippage.

Department of Motor Vehicles' Information Technolog y Projects:
Changes in Cost and Schedule

(Dollars in Millions)

Project Cost Estimates

Change
Original  Revised Delay in
Cost Cost Actual Percent Completion

Completed
Document Imaging and Storage Replacement $6 $4 -$2 -29% 5 months
Remittance System Replacement 8 7 -2 -20 10 months
Telephone Service Center Replacement 19 22 3 16 8 months
Continuing
Information Technology Modernization® $242 $208 -$34 -14% None
Financial Responsibility 19 19 — — None
Real ID 35 43 8 23 28 months
International Registration Plan System

Replacement 8 11 3 32 16 months
Driver License/ldentification/Salesperson

Contract 11 34 23 198 19 months

& While the completion date for this project has not been officially changed, recent reports indicate the project is currently about six months
behind schedule.

LAO Comment: The LAO indicates that while the department has experienced
some delays and cost variations, the department has done a relatively good job in
implementing its IT projects. The projects are still within the total amount
appropriated by the Legislature. Moreover, at the time this analysis was prepared,
none of the projects appeared to be at risk of failure. Nonetheless, given the
number of continuing projects, and the fact that the most costly project (ITM) is still
several years from completion, it is important that the department use all available
tools to assure these projects stay on schedule and budget. Accordingly, we
recommend the department report at budget hearings on actions it is taking to
address LAO concerns. In particular, the department should report on: (1) the steps
it is taking to manage its staff resources so that different projects within DMV are not
competing for staff resources, (2) any recent or planned changes in its IT
management approach to encourage better planning and coordination of IT projects
among affected programs, (3) its use of oversight consultants and potential
improvements in this regard that could achieve better IT project outcomes, and (4)
efforts it will make to encourage staff to use the enterprise tools developed by the
Enterprise Wide Oversight Consultant (EWOC) to improve project oversight.
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Staff Comment: While the state has had several expensive IT failures — the most
recent being the 21% Century Project at the State Controller's Office, the DMV
should be congratulated for recently completing three IT projects. Going forward,
the DMV’s IT Modernization project is still a high-cost, high-risk project. The DMV
should be prepared to update the Subcommittee specifically on the IT Modernization
project, and more generally on the other projects and the issues raised by the LAO
(see underlined questions on prior page). Note, the Governor is also proposing a
major IT reorganization centered at the Office of the Chief Information Officer,
overall IT management is reviewed by Budget Subcommittee #4.

Past budget bill language requires the DMV to submit an annual report to the
Legislature by December 31 on the status of the IT Modernization project — this
report was provided on March 20th. The report states the project is progressing on
schedule and under budget and the scope has remained unchanged.

Staff Recommendation: Informational issue — no action necessary.

Action: Informational issue — no action.
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6. Construction or Renovation of State-owned Facili  ties (COBCPs #1 - 8).

Background: The Administration requests $21.6 million (special funds) in 2009-10
for eight capital outlay projects for state-owned facilities. When future construction
costs are added, the total costs for these projects, in 2009-10 through completion, is
$62.6 million. Funding for this BCP was removed from the 2009 Budget Act without
prejudice to allow further legislative review.

Detail: According to the 2008 California Infrastructure Plan, DMV occupies 98 state-
owned facilities, 117 leased facilities, and shares an additional 12 facilities with other
state agencies. The Administration generally submits three budget requests over
multiple years to complete a State-owned capital outlay facilities project. The first
step is preliminary plans, the second step is working drawings, and the third step is
construction. The eight projects and phases are as follows:

» Oakland Field Office Reconfiguration (Working Drawi ngs and
Construction): $155,000 is requested for working drawings and $2.1 million is
requested for construction — both in 2009-10. The Legislature previously
approved $145,000 for preliminary plans. This project is related to a 2008-09
BCP in order to consolidate the Oakland telephone service center into a new
Central Valley facility. With the space opened up in the existing Oakland facility,
the DMV would then reconfigure the second floor of the existing Oakland field
office to house a DMV Business Service Center.

» Fresno DMV Field Office Replacement Project (Workin g Drawings) -
$1.1 million is requested for working drawings. The Legislature previously
approved $912,000 for preliminary plans. An additional $18.9 million will be
requested in the out-years to fund construction. This project will replace the
existing facility at 655 West Olive Avenue that is 46 years old and is deficient in
size and does not comply with current safety and accessibility codes. The DMV
intends to meet a Leadership in Energy & Environmental Design (LEED) silver
certification.

» Stockton Field Office Reconfiguration (Construction Phase): $2.9 million is
requested for 2009-10. The Legislature previously approved $309,000 for
preliminary plans and $310,000 for working drawings. Separately, a new
Stockton field office is being constructed, and this BCP converts the existing
facility (at 710 North American Street) into a stand-alone driver-safety office.

> Victorville Field Office Reconfiguration (Construct ion Phase): $3.4 million is
requested for 2009-10. The Legislature previously approved $331,000 for
preliminary plans and $308,000 for working drawings. DMV proposes to address
physical infrastructure deficiencies by adding additional production terminals and
expanding parking capacity.

» San Bernardino Field Office Reconfiguration (Constr uction Phase):
$2.1 million is requested for 2009-10. The Legislature previously approved
$217,000 for preliminary plans and $198,000 for working drawings. This project
would add capacity to the existing office by shifting the current dealer vehicle

Senate Committee on Budget and Fiscal Review Page 19



Subcommittee No. 2 March 26, 2009

registration workload to leased space and adding additional production terminals
and lobby space.

» Redding Field Office Reconfiguration (Construction Phase): $3.0 million is
requested for 2009-10. The Legislature previously approved $258,000 for
preliminary plans and $239,000 for working drawings. This project would add
capacity to the existing office by adding additional production terminals and lobby
space.

» Fontana DMV Field Office Replacement Project (Site Acquisition and
Preliminary Plans) - $4.0 million is requested for site acquisition and
preliminary plans. Future out-year budget requests are anticipated at $756,000
for working drawings and $12.4 million for construction. This project will replace
the existing facility in Fontana with a new building more than twice the size. The
existing facility would later be converted into a DMV Business Service Center.
The DMV intends to meet a Leadership in Energy & Environmental Design
(LEED) silver certification.

> Roseville DMV Field Office Replacement Project (Sit e Acquisition and
Preliminary Plans) - $2.7 million is requested for site acquisition and
preliminary plans. Future out-year budget requests are anticipated at $536,000
for working drawings and $8.5 million for construction. This project will replace
the existing facility in Roseville with a new building more than twice the size.
The DMV intends to meet a Leadership in Energy & Environmental Design
(LEED) silver certification.

Staff Comment: Given the number of aging facilities and growing state population,
it is understandable that in any given year, the DMV has a number of facilities
projects. The DMV is minimizing costs in many cases by reconfiguring existing
facilities instead of building entirely new offices.

A concern this year is the overall economic and budgetary environment. The LAO
and the Administration have previously identified approximately $70 million per year
in Motor Vehicle Account revenues that are not restricted by the Constitution and
could be transferred to the General Fund.  The budget package approved in
February did not include this transfer. However, it is possible additional budget
solutions may be necessary after the May Revision revenue forecast is released.

Staff Recommendation : Keep open pending May Revision revenue projections.

Action: Kept issue open.
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Appendix | — CHP 911 Dispatch Statistics

Jan-2008 Feh-2008 Jan-2008 Feh-2008 Call Answer Times
COMMUNICATIONS CENTER PSD 1 & Il Positions PSD | & Il Positions PSD | & Il Positions PSD | & Il Positions January
Communication (10 Secor | 20 Sec or
Location Command Authorized Vacant VacancyRate Authorized Vacant VacancyRate Awthorized Vacant acancy Rat Authorized Vacanmt VacancyRate |s Center Less Less
420 Bakersfield 28 £ 12% 25 2 8% 25 1] 0% 25 1] 0% Bakersfield 94.4% 98.1%
835 Barstow™ 18 2 11% 18 2 11% 18 4 22% 18 4 23% Barstow 91.4% 97.0%
824 Bishop 12 &) 26% 12 4 33% 12 &) 26% 12 &) 25% Bishop 94.7% 98.5%
618 Border CC* 54 14 26% 52 13 25% 50 g 16% 50 10 20% Border 78.7% 85.6%
25 Capitol CC 12 1 4% 12 1 8% 12 0 0% 12 0 0% Does not accept wireless 9-1-1 calls
241 Chico 16 1] 0% 18 3 17% 18 1] 0% 18 1 6% Chico 93.2% 98.7%
625 El Centro 12 1 9% 12 1 8% 12 1] 0% 12 1] 0% El Centro 96.5% 99.1%
435 Fresno 38 a 21% 38 a 21% ar 5 14% 37 5 14% Fresno 98.6% 99.1%
a8 Golden Gate CC* 143 34 24% 143 35 24% 138 28 20% 138 an 23% Golden Gate® 80.2% 84.2%
125 Humbaoldt 13 &) 23% 13 &) 23% 13 2 15% 13 1] 0% Humboldt 85.9% 98.1%
630 Indio 22 &) 14% 22 &) 14% 22 1] 0% 22 1] 0% Indio 94.8% 98.7%
818 Inland CC 56 4 7% a6 a 14% 56 4 7% 56 4 7% Inland T4.7% 85.1%
514 Los Angeles CC 171 16 4% 111 14 11% 171 15 4% 171 9 5% LACC* 47.2% 47.8%
460 Merced 30 10 33% 30 9 30%: 30 4 208 30 g 27% Merced 88.7% 92.8%
730 Monterey 28 4 14% 18 4 145 28 1 4% 28 1] 0% Wonterey 95.2% 98.7%
BTH Orange Co. CC 43 17 35% 48 16 3% LY 5 11% a7 4 13% Orange County 86.2% 93.4%
135 Redding 14 1] 0% 15 1] 0% 15 1] 0% 15 1] 0% Redding 97 6% 99.5%
214 Sacramento CC 7a 4 5% 74 10 13% 78 g 1% 75 &) 4% Sacramento® 81.5% 87.6%
745 San Luis Ohispo 17 1 6% 17 2 12% 17 1] 0% 17 1] 0% San Luis Ohispo 96.9% 99.6%
265 Stockion 23 1] 0% 23 1 4% 25 3 12% 25 3 12% Stockion 97 7% 99.0%
140 Susanville 12 1] 0% 12 1] 0% 12 1] 0% 12 1] 0% Susanville 99.1% 99.9%
222 Truckee 11 1] 0% M 1 9% 11 £ 7% 11 2 18% Truckee 89.9% 97.1%
140 Ukiah 12 3 26% 12 3 26% 12 2 17% 12 2 17% Ukiah §93.9% 98.4%
765 Yentura 25 4 24% 25 4 24% 24 g 3% 24 g 33% Yentura 86.3% 94.8%
145 ‘freka 13 1 3% 13 0 0% 13 0 0% 13 0 0% ‘freka 99.4% 100.0%
Statewide Total 401 138 [ 15% 401 154 [ 17% 8493 105 [ 12% 893 43 11% State Average 91.5% 45.9%
Authorized Positions
893 Dispatchers in the field
100 Dispatchers assigned to training (hoth narth and south training facilities)
114 PSD Supervisorl's
24 PSD Supervisor l's
TOTAL 1041
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Appendix Il — DMV Assessment of Material Compliance  with Real ID
Requirements io Meet Material Compliance
# Section Requirement omments
1 £3711(a) Subject cach applicand to a mandatory fiacial image capture and | Currently in compliance.
retain sach mmage even if a dniver license (D) or identification
card (10¥) is mol ssmad.
2 | §3711(h) | Hiave each applicant sizn a declarstion under penalty of Currently in compliance for original and m-persen
perjury that the mformation presented is irue and correct, and | renewals.
the State mumst retain thes daclamtion
Roquires change of procedures for Imemet and
renewal by mail customers.
3 §3711(ci{l} | Requore am midivedual fo present o least one of the source Currenily m complance.
documents fisted m subsections (i) throiaeh (x) when
establishing idemimy.
1 §37.11{dHe) | Require documeniation of Requires change of procedure.
o Date of barth
o Social Security Number Requeres applicanss provede proof of the $8N and
o Address of principle residence resudence sddress.
o Evidence of lawful status
5 E3T11(h) Have a docamentod exceptions process that mests The Raquares change of procedare.
requircinenis established im 37.11(h ) 1)43) (if states chooze 1o
have such a process), New procodures will requaire 2 docomsentad
exceplion process.
L §37.13 Make reasomable efforts to ensure that the zpplicant does not | Currently i compliance.
have mare than one DL or [D) already sssued by that stase
under a differemt identiry
T | §37.030X1) | Venly lawiful siaes through SAVE or another melhod Currently m compliance.
approved by DEHS.
3 E3TI3(bN2) | Venfy social secumty numbers with the Social Security Currently i compliance.
Admimstration or another method approved by DHS.
9 § 31.150b) Izswe DL/ID cards that condain level 1, 2 and } integrated Currently in compliance.
security festures.
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2 Section Requirement Comments

10 | B3717ap0) | Swface of cards mclude the following printed imformationin | Cumvently in compliance.
Latin alpha-nemenc characters:

o Full legal name

o Date of buth

» Gender

¢ Unique DLTD number

o Full facial digital photograph

o Address of principal residence [with exceptions)
» Signature [with exceptions|

» Date of transaction

» Exparation date

» St or temitary of Esuance

11 |§37.17(m) | Commit to marking fully compliant DI. 2nd [Ds with a DHS- | Requires change of procedare.

Raequires inclusion of 4 new sacuriy featre on
the DLID card. Requires chamge m DL/ID card
contract.

12 | §3021 Issus temporary or lmated-term DI TD cands 1o all individusls | Corently m compliance with omgimal applicants,
with temporary bawful statws and tic hoense validity to the end | with an expeation dafe on the DHS document
of lawfisl staies.

Requires change of procedure 1o mclude all
wnﬂmm lezal presence

13 |374] Have a documented secunity plan for DMV operations m Requires change of procedure.
accordance with the requirements set forth i § 37 41

14 | §3744bxX2) | Have profections m place to cnsure the secunty of personally | Reguires legnlation.
adentifiable mformation.
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i Section Requirement Comments
15 [ §37.41 (b)(3) | Require all employees handling sourc: documents or issuing | Currently in compliance.
{ik(i) DL or [Ds to attend and complete the AAMVA approved (or

equivalent) fraudulent document recognition training and
security awareness training.

[—
L=
ftt]
tad
o |
e
L

Conduct name-based and fingerprint-based criminal history | Requires legislation.

and emplovment eligihality checks on employees i covered

positions or an alterative procedure epproved by DHS. Current law includes a grandfather elause for
existing emplovees.

17 | §37.51(b) | Commit to be in full compliance with Subparts A through D | Requires legislation.
on or before May 11, 2011

18 | §37.70a)1) |Clearly state on the face of non-compiant DL or ID cards that | Requires legislation.
the card 15 not acceptable for official purposes, except for

@ T T
§372

licenses renewed or resssued under § 37.27.
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Appendix Il — DMV Assessment of Full Compliance wi  th Real ID
Remaining Requirements to Meet Full Compliance
2 Section Requirement Comments
19 | §3708a) lesue REAL 1T DLTD cards valid for a persod not to exceed | Regmres lepxlation.
iz vears.
Reguires a chunee on Semor identificabvon card
terms from ten vears o cight vears.
0 | E3TNGE) Take sufficient steps in issming REAL TD DILTD cands 1o Carrently in compiiance.
safegnard the sdentities of persons idzntified in section
37111}
21 | §3T1%b)X3) | Venfv barth certificates. Reguires change of procedure.
Requires use of EVVE System for electromic
verification.
2 | §371%N) Verifv a US. passport. Consular Repont of Binth Abwoad snd | Currently m compliance for 1-54 cards.
US. Visa with accompanying valid I-94
Reguires use of paw or enhanced electronic
verfication systam.
23 | §3714bN5) | Venfv REAL ID DLID cards with the state of issaance. Requires change of procedure.
Requires the use of the Natonal Pointer System
For electromic verification; this system does ol
cxisi lodsy.
24 | §37.15aX1) | Inchede document security features on REAL IDDLID cands | Carmrently in compliance.
that are not capable of bems reproduced wing technologies
that are commonly used and made availablz 10 the general
pubh.
3 | §37.154) Condiact a review and submit 2 report to DHS on card design | Requires change of procadure.
and the alulvty of the card to resist foreary and counderfeiime
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3

Sevtion

Keguirement

Commants

§3':r. 19 (a)Hj)
§3721(e)

Inchade all of the mformation on the face of the card in the
PDF-417 {21 bar code) Machine Readshle Zome of the cand
and. m addiion. the

» Card design revision date

»  Invemtory control mumber

» _Indecation that Bcense i temporary or limsled-1enm

Requares a chamge of procedure.
Requeres mew daia fields to be storad.

§3721

Prior to renewing tenyporary of Bmited-term driver license or
ademtification cands reguine apphcanis to:

o Fresent vahid documeniary evidence thal ther
qualification s stall in effect or that they have qualified
for another Eaw ful statos. and

e  Vemlv iformation presenied through SAVE, or
ancther method approved by DHS

§37.23(a)

Have a procedure in place to venfy m applicant’s identity cach
time a REAL 1D DIL D card s retssued.

Currenthy in compliance.

§37.23b)

Conduct remote re-1ssmance, if permitied. m accordance with
sectiom 37.13 venfication procedures {exclnding re-tssuance of
demlicaie cards)

Currently in compliance.

§ 37.23(c)

Require in-person re-issuance when there & any material
change in personally identifable mformation ance the prior
cand ssuance, as defmed m § 3708, Swch mformatos shall be
verified s specified in 37.13.

Cuarrently in compliance.

k1 |

$371Max1}
{3

Prior to repewing a REAL 1D DLDx

¢ Take an vpdated photograph of all helder™s of REAL
I drvers license and ademtification cands no less
frequently than every 16 vears.

¢  Re-verify an applicant’s SSN and lawfisl states, a5 well
2= zmy information that was unvenifisble ai previous
card issuances or renewals because systems or
procesaes did nod exast

Carrently mn compliance with new photo every 16
VeSS,

Requeres chanoe in procedure to revenfy
customer mformsation esang 3SOLY and SAVE
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# Sexcthon

Hequinement

32 | BTN
(Z)

If remote REAL 1D rencwals are penmitied:
s Re-venfy the apphicants mformation throegh SAVE
and SSOLY (or other methods approved by DHS)
o Prohibat the remote renewal of REAL 1D DLTD when
there &= a2 material change m personally identifiahle
miormation_ as defined in £37.03.

Roquires change of procedure.

33 |§37 8

Not permit an individual 1o hold more than one REAL D
document, and no more than one M.

*  Priorio issng 2 REAL ID driver oense, query other
stales to detormmine if applicant has boen 1ssued a dnver
lcense or REAL ID identification cand: confirm that
the ether card has boon, or i being, tormmmated

*  Pnor to ssung 2 REAL D wentificatyon card, query
other states to determane if applicant has already been
ssuad a REAL 1D DLID: confinm that the other card
has been, or is being. terminated.

R legilah

3| 83731aN
(33

Retain copies of the application, declieation and source
documenis. Paper copies and mecrofiche must be retaimad for
seven years. Diglal maages must be retamed for a monmmam of
ben vears,

Redquires change of procedure.

35 | 87310
3

l'.fibgﬁi imEging s ased bo retam source documents:

Ssore photo mnages m 2 JPEG compatsble format.

»  Store document and sgmature mages that are
compressed m TIF or comparsble standard.

o  Riguire that all images are retrievahle by the DMV if
properly requestad by law enforcement.

Reqares change of procedure.

36 | §37330aHb)

Maintzin a DMV database contaming, a1 3 mmimeam, ilems
identified m 373%a) 141

Reqares chanpe of procedure.

Regnres new data fichds to be stored on driver
records and DL/ 1D cards.
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Section

Requirement

Comments

37

3741 (b)4)

=]

Implement documented procedures for controlling access to
facilities and systems involved in the enrollment, manufacture,
production and issuance of DL/ID cards

Currently in compliance.

38

]
2
|
=
[

Ensure the physical security of locations where driver licenses
and identification cards are manufactured or produced, and the
security of document materials and papers of which such cards
are produced.

Currently in compliance.

39

[ ]
Tt
—1

=2y
N

Submit final certification package to include:

¢ Full compliance ¢ertification checklist.

¢ Aftomey General letter.

¢ Certification by highest level executive official in state
overseeing DMV,

¢ Description of states exceptions process per §37.11(h),
waiver process (per §37.43(b)(1Nv)).

o State security plan (per §37.41).

Requires change of procedure.
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Bond Funds

« LAO — Jason Dickerson

 DOF — Brian Dewey

Resources Bond Funds Background.Since 1996, $22 billion in resources-related Isonave
been approved. Between 1996 and 2006, voters &ygw®ved seven resources bonds totaling
$20.6 billion (Propositions 204, 12, 13, 40, 50, & d 1E), as well as $1.2 billion for air quality
purposes in the Proposition 1B transportation band $200 million for local parks in the
Proposition 1C housing bond. Of these bonds, $ili®n remains available for future
appropriations after 2009-10.

2009-10 Budget Act. The2009-10 Budget Act includes $1.8 billion in bond fund appropriations
for the resources area (Natural Resources: $11bdnhiCalEPA: $264 million). The majority of
resources bonds are for the Department of WatepuRess, which received $764 million,
primarily for various flood control projects. Tiepartment of Parks and Recreation received
$379 million, primarily for local assistance.

Federal Stimulus Funds

American Recovery and Reinvestment Act.On February 17, 2009, President Obama signed
into law the American Recovery and Reinvestment(A&RA) of 2009, H.R. 1. The spending
and tax-cut plan is intended to help stabilizeestaidgets and spur economic growth. The
ARRA commits a total of $787 billion nationwide.h& funding provides: (1) $330 billion in aid

to the states, (2) about $170 billion for varioaddral projects and assistance for other non-state
programs, and (3) $287 billion for tax relief.

Funds for California. Of the $330 billion available under ARRA nationifor state aid, the
LAO estimates that California will receive approxitaly $31 billion in additional federal funds
during the current and the next two federal fisesrs (FFY). California’s health programs will
receive the largest share of these federal furintsyte$9 billion, and education-related programs
will receive nearly $8 billion in additional fedéfainds. These programs are followed by labor
and workforce development and social services pragr which will receive about $6 billion
and $3.5 billion, respectively.

Funds for California Natural Resources. The ARRA includes several resources and
environmental protection-related provisions that tvve a fiscal impact on California. All of
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these additional federal funds supplement spendimgesources and environmental protection-
related programs and do not benefit the state’s@éfrund.

Water — The ARRA includes about $283 million providededtily to the state in grant
and loan funding for wastewater infrastructureptigh the existing Clean Water State
Revolving Fund. The funds will all be made avdgabn Federal Fiscal Year (FFY)
2008-09. The State Water Resources Control Ba#mrdrasters the program on behalf of
the state in cooperation with the U.S. EnvironmieAtatection Agency (U.S. EPA).
Energy — The ARRA includes $3.1 billion for State Eneiggograms under the existing
Energy Policy and Conservation Act, of which $238iom will come to California. The
ARRA directs states to focus on funding energycedficy programs (such as energy
efficient retrofits of buildings and industrial faties) and renewable energy programs,
and in particular to expand those programs alreggyoved by the state. States are also
directed to prioritize joint projects between ssateAll funds must be obligated by
September 30, 2010.

Energy Efficiency — The ARRA includes $2.8 billion for Energy Effcicy and
Conservation Block Grants (EECBG), of which $784llion is to be allocated
nationwide directly to the states. (The majorityhe remainder will be allocated to local
jurisdictions, with a small amount for tribes antier entities.) Of the allocation to the
states, California will receive a total of $56 maifi, with $22 million available for state
use and $34 million to be passed through to snitadisc An additional $400 million is
available nationally in the form of competitive gts, although there is currently no
information available on how these grants are tawarded.

Underground Storage Tank Funds— The ARRA appropriates $200 million nationally
to the U.S. EPA for the Leaking Underground Storégek Fund Program. The state is
expected to receive between $15 million and $1Taniin the first year of funding and
may be eligible to receive an additional $5 millionthe second year should other states
be unable to fully utilize their grants. Thesedamust be applied for and are distributed
in a competitive grant process.

Diesel Emission Reduction- The ARRA appropriates $300 million to the U.S AHBr
grants and loans awarded nationally for on- andradfl diesel emission reduction
projects, including for diesel engine retrofit aieghlacement. Of this total, $90 million is
allocated directly to states (and California covddeive at least $1.8 million). The
remaining balance -- $210 million -- is to be aveatddirectly by the U.S. EPA as
competitive grants. As the U.S. EPA’s grant guited have yet to be developed, it is not
known what amount of grant funds that the statddcpatentially access directly.
Wildland Fire Management — The ARRA appropriates $250 million to the U.8rdst
Service for state and private forestry activitiessluding hazardous fuels reduction,
forest health, and ecosystem improvement activitiestate and private lands. While the
U.S. Forest Service has yet to determine how tmdihg will be delivered to the state, it
is likely that a significant portion of the fundingoming to the state would be
administered by the California Department of Foyxesind Fire Protection. The
department has already submitted a $176 milliondfspotential projects to the U.S.
Forest Service.

Brownfields — The ARRA appropriates $100 million nationally forojects to be
awarded by competitive grants under the Compretienginvironmental Response,
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Compensation, and Liability Act. There is no cels&re requirement in order to receive
the money. While there is no allocation specificCalifornia, projects in California may

be eligible for grant funds. The Department of itd®ubstances Control (DTSC) would
be the state’s applicant agency.

* U.S. Department of Defense Environmental Cleanup The ARRA appropriates $5.1
billion to the Department of Defense for environtarcleanup activities. There are
several former military installations in Californipat could be eligible for these funds.
The DTSC administers the cleanup of some of thdse with federal reimbursement
through the state budget.

* Wireless and Broadband Access The ARRA appropriates $4.4 billion to the Natibn
Telecommunications and Information Administratiomnder the Department of
Commerce) for competitive grants awarded nationtdlyincrease the deployment of
broadband services in “unserved and underservexs.aréWhile there is a 20 percent
state matching requirement (which can be waivd®), ARRA gives priority to states
with a source of matching funds. California hasergly enacted legislation that could
provide a source for these matching funds—Chapd&; $tatutes of 2008 (SB 1193,
Padilla). Chapter 393 created the ratepayer-stggbaCalifornia Advanced Services
Fund under the California Public Utilities Commasi(CPUC) to help promote the
deployment of broadband infrastructure in unseasadi underserved areas.
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3340 California Conservation Corps

Background. The California Conservation Corps (CCC) assisdefal, state, and local
agencies, and nonprofit entities in conserving iamgroving California’'s natural resources while
providing employment, training, and educational apynities for young men and women. The
Corps provides on-the-job training and educatiagdortunities to California residents aged 18
through 23, with projects related to environmewt@iservation, fire protection, and emergency
services. Some activities traditionally associatgth the Corps are tree planting, stream
clearance, and trail building. The Corps also s and provides funding for 12 community
conservation corps.

Budget Act. The 2009-10 Budget Act includes $90.9 million for the California Conseioa
Corps for 2009-10. This is about a 16 percentebs® over the current year level of support
primarily due to a decrease in local assistancetgfaom bond funds.

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Training and Work Program $ 92,200% 64,238 -$27,962 -30.3
Capital Outlay 16,413 26,673 10,260 62.5
Administration 7,712 7,902 190 2.5

less distributed administration -$7,712 -$7,902 -190 25
Total $108,613 $ 90,911 -$17,702 -16.3

Funding Source
General Fund $ 37,383% 34,184 -$3,199 -8.6

Collins-Dugan California
Conservation Corps

Reimbursement Account 31,412 25,585 -5,827 -18.6
Other Special Funds 620 - -620 -100.0
Bond Funds 39,198 31,142 -8,056 -20.6
Total $108,613 $ 90,911 -$17,702 -16.3
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1. Proposed Elimination of the CCC

CCC Mission. The California Conservation Corps (CCC) providesng people between the
ages of 18 and 23 work experience and educatigo@bréunities. The program participants,
referred to as corpsmembers, work on projectsdbiaserve and improve the environment, such
as tree planting, trail building, and brush cleaean Corpsmembers also provide assistance
during natural disasters, such as filling sandlthgsg floods. Work projects are sponsored by
various governmental and nongovernmental agentias reimburse the CCC for the work
performed by corpsmembers.

The CCC estimates about 4,000 men and women (thevadgnt of about 1,200 full-time
positions) will participate in the program duririgetcurrent year. Corpsmembers earn minimum
wage and are assigned to work approximately 40shpar week. On average, corpsmembers
stay in the program for a little over seven montfi$ie current annual cost of the program per
corpsmember is in the range of $40,000 to $45,@0ydl—time equivalent.

CCC Funding. The CCC receives the majority of its funding fréme General Fund (about 60
percent in the current year), with most of the bedacoming from reimbursement revenues.
When CCC corpsmembers work on projects for othétipagencies or private entities, CCC is
reimbursed for the labor provided. This reimbureetmrevenue is used to support the
corpsmembers’ salaries and benefits as well asrolepat—wide administrative and operational
costs. The CCC sets a statewide reimbursementtaeget (currently $18.77 per hour for
corpsmember labor) and staff in the field use thrget rate when negotiating contracts with
client agencies. The current—year budget provifiexling for seven residential and 15
nonresidential facilities throughout the state.

Governor’'s January 10 Budget. The Governor's Budget proposed an eliminationtrod
California Conservation Corps. The Governor’s Betdglso proposed giving $5 million of the
funds that used to go to the CCC to local consematorps. The proposal was to increase
funding for the 12 local corps by $5 million in ZBQO, increasing to $10 million in 2010-11 as
the CCC operations end completely. This proposehtes net budget-year savings of $17
million to the General Fund and $26.4 million tohext funds (mostly the Collins-Dugan
Reimbursement Account). The net General Fund gawwould increase to $24 million annually
beginning in 2010-11 when the CCC would be completieminated.

Budget Act. The2009-10 Budget Act maintained a basic level of support for the CCC.

LAO Recommendation. The LAO recommends that in evaluating the Govesnaroposal to
eliminate CCC, the Legislature should considerowmiissues. These include (1) the CCC’s
current capacity to meet its statutory mission, t(®) impact that the CCC'’s elimination may
have on other state agencies that utilize corpsreenator, (3) the administration’s plans to
divest the CCC of its capital projects and payrefated debt, and (4) the details of the proposed
grant program. The LAO concludes with the recomaagion that the Legislature eliminate the
CCC but not provide grant funds to the local conson corps in 2009-10.

The LAO argues that the CCC’s mission for educatiod training has eroded over the years.
One of the key legislative goals for the CCC isptovide work training and education for
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corpsmembers. In recent years, this primary mish&s eroded, with significant reductions in
the amount of time spent on training and the nundfecorpsmembers receiving their high
school graduation equivalent. General Fund redaosthave shifted the focus of the CCC to
those activities generating reimbursement revermagy of which are not education-or training-
oriented. These reimbursable activities range fpacking up trash on highways to staffing fire
camps during emergencies.

The LAO argues that CCC corpsmember work is notesearily low-cost for other state
agencies. One state agency that utilizes CCC ompders is CalFIRE during large fire
incidents. CalFIRE estimates that it may be ableetiuce its costs for labor formerly provided
by CCC corpsmembers by shifting to local labor cactbrs. Each corpsmember is reimbursed
at $18.77 per hour (with no payment for overtina)d each supervisor is reimbursed at $18.77
per hour or at a rate of $34.84 for overtime. (@we is generally necessary for staffing fire
camps.) CalFIRE estimates that shifting to a ldahbr contractor would cost between $8 and
$10 for normal working hours, and $12 to $15 foemwne. The rates for supervisors range
from $12 for normal working hours to $20 for overéi. A second option involves contracting
with local governments using an existing contract dlat reimbursement rate of $11.14 per
hour. Therefore, options clearly exist for CalFIRMBich are significantly less expensive than
using CCC labor.

In order to offset the programmatic impact of th€CC elimination, the administration has

proposed legislation to start a new program to iplegrants to local conservation corps. The
proposal appropriates $5 million in the budget yaat $10 million in subsequent years (General
Fund) to the Resources Agency for an undefinedtgnaogram to local conservation corps. The
administration proposal claims local conservatiomps will be able to use the funds to absorb
corpsmembers who would otherwise have joined thte SECC. However, the LAO argues that
it is not clear that local conservation corps atyudave the capacity to absorb state
corpsmembers. The budget plan broadly proposediréat the grant funding to education,

operations, job training and emergency responseigth it does not have specific details as to
which of these would be the highest priority, nomthe grants would be distributed.

The LAO also notes that the administration budgepgpsal to phase out the CCC includes few
details on the administration’s plans to divestdperation of its capital assets.

Staff Comment. This is an informational item on the LAO’s recommaation.

2. Federal Funds for CCC

Federal Funds. The California Conservation Corps (CCC) is pasdiyteligible for millions of
dollars in federal stimulus funding in three majoategories: Land Management/Building
Rehabilitation; Workforce Training; and Energy Eféincy Related Activities. The figures
below represent a very broad summary of the prograciuded in the American Recovery and
Reinvestment Act (ARRA). It is unknown how muchtbis funding the Corps will be eligible
for until guidelines are finished and programs iar@lace. However, the breadth of agencies
administering funds and the size of appropriationderscore both the unique opportunities that
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the CCC has been given and the complexity of pogsuhese funds that they will face.
Examples of these federal funds in ARRA are:

* Land Management and Building Rehabilitation - $8.88lion

» Workforce Training - $12.912 billion

» Energy Efficiency Related Activities - $5.161 ot ($411 million for California)

Transportation Funds. AB 20 of the Third Extraordinary Session (Bas30® set aside $77
million for transportation enhancement projects;hsas bike paths and landscaping. Projects
that use local conservations corps for the work lalgiven priority for that funding.

Section 28.00 Letter The Department of Finance sent a Section 2&rleftienoting
unanticipated funds) to the Joint Legislative Budgemmittee on March 24, 2009. This letter
stated that the CCC had received $585,000 in fedgimulus funds from the U.S. Forest
Service. The letter also stated that the CCC bialy seven days to begin work on the trail-
building projects.

Staff Comment. This is an informational item on the federal fartdie CCC can anticipate and
what the CCC is doing toward ensuring the maximuiocation of federal stimulus funds for
CCC projects.
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3480 Department of Conservation

Background. The Department of Conservation (DOC) is charged whie development and
management of the state's land, energy, and mimesalurces. The department manages
programs in the areas of: geology, seismology, rairekral resources; oil, gas, and geothermal
resources; agricultural and open-space land; anerage container recycling.

Budget Act. The2009-10 Budget Act includes $1.3 billion for the Department of Corsgion.
This is almost the same as current year expendituide majority of the DOC’s budget goes
toward recycling (“bottle bill”).

Summary of Expenditures

(dollars in thousands) 2008-09 2009-10 $ Change % Change
Type of Expenditure
Geologic Hazards and Mineral
Resources Conservation $ 25,268 25,494 $ 230 0.9
Qil, Gas, and Geothermal
Resources 28,803 36,153 7,350 25.5
Land Resource Protection 25,554 20,900 -4,654 -18.2
Beverage Container Recycling and
Litter Reduction 1,235,530 1,232,190 -3,340 -0.3
Office of Mine Reclamation 6,698 6,782 84 1.3
Administration 13,757 13,771 14 0.1
less distributed administration -13,757 -13,771 -14 0.1
Total $ 1,321,849 $ 1,321,519 -$330 0.0
Funding Source
General Fund $ 11,583 % 15,461 $ 3,878 33.5
Special Funds 1,277,126 1,278,565 1,439 0.1
Bond Funds 21,166 15,447 -5,719 -27.0
Budget Act Total $ 1,309,875 $ 1,309,473 -$402 0.0
Federal Trust Fund 1,364 1,394 $30 2.2
Bosco-Keene Renewable
Resources Investment Fund 1,196 1,235 39 3.3
Reimbursements 9,414 9,417 3 0.0
Total $ 1,321,849 $ 1,321,519 -$330 0.0
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1. Local Grant Funds

Beverage Container Recycling Fund. The Beverage Container Recycling Fund (BCRF)
receives its funds from a fee paid by consumershwveiigible containers are purchased, such as
soda cans and plastic water bottles. The fund peys out to recyclers when the eligible
containers are recycled.

Grants Halted. The Department of Conservation (DOC) provides riegarants to local non-
profits (including local conservation corps). Thecycling grants total approximately $69
million. However, due to the BCRF’s declining fubdlance DOC has halted these grants as of
March 31, 2009. The funds expended by the gracipients before March 31 will all be
reimbursed, and grants expended after will be ramsdgd once the fund retains solvency.
Unfortunately, many small non-profits cannot waiee a few months for funds to begin flowing
again.

Staff Comment. Staff recommends that the Subcommittee ask tparttaent to explain how
recent recycling activities in the state have inbpdt¢he BCRF fund condition.
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3540 Department of Forestry and Fire Protection

Background. The California Department of Forestry and Firet€ebon (CalFire), under the
policy direction of the Board of Forestry, providig® protection services directly or through
contracts for timberlands, rangelands, and brusislaswned privately or by state or local
agencies. In addition, CalFire: (1) regulates embarvesting on forestland owned privately or
by the state and (2) provides a variety of resour@magement services for owners of
forestlands, rangelands, and brushlands.

Budget Act. The2009-10 Budget Act includes $1.078 billion for support of the Depaetrh of
Forestry and Fire Protection in 2009-10. This i27apercent decrease over current year
expenditures, mainly due to decreased capital pett@enditures.

Summary of Expenditures

(dollarsin thousands) 2008-09 2009-10 $ Change % Change
Type of Expenditure
Office of the State Fire Marshal  $ 20,669 20,813 $ 144 0.7
Fire Protection 1,243,086 993,271 -249,815 -20.1
Resource Management 63,769 61, -2,108 -3.3
Board of Forestry 449 449 0 0.0
Capital Outlay 165,139 1,323 -163,816 -99.2
Administration 67,156 80,054 12,898 19.2

less distributed administration -66,492 -79,412 -12,920 19.4
Total $ 1,493,776 $ 1,078,159 -$415,617 -27.8

Funding Source

General Fund $ 1,025972 $ 767,764-$258,208 -25.2
Special Funds 12,314 13,390 1,076 8.7
Bond Funds 155,439 10,034 -145,405 -93.5
Budget Act Total $ 1,193,725 $ 791,188 -$402,537 -33.7
Federal Trust Fund 33,334 28,3 -14,944 -44.8
Forest Resources Improvement
Fund 3,532 7,874 4,342 122.9
Timber Tax Fund 34 34 0 0.0
Reimbursements 263,151 260,673 -2,478 -0.9
Totals $ 1,493,776 $ 1,078,159 -$415,617 -27.8
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1. Emergency Response Initiative

Panel Recommendations. In October of 2007, a massive wildfire devastatauthern
California, burning over 500,000 acres, killing p@ople, and destroying over 3,000 homes.
After the 2007 Southern California wildfires, megs were held to discuss steps that could be
taken to reduce future costs in a large fire byrowmg resources available for deployment.
Recommendations included better coordination wiilitary agencies, increasing staffing on
engines during peak and transition fire seasonota ktaff per engine (instead of three),
replacement of CalFire’s aging helicopter fleeplaeement of defective parts on the S-2T
aircraft and existing helicopters, and AVL trackioigfirefighting assets.

Emergency Response Initiative Fee.The Governor’'s Budget proposed a new fee ondiie
multiperil property insurance premiums that woukdphpay for emergency response efforts in
the state. The Emergency Response Initiative (Eéd)would be set at 2.8 percent of the
property coverage premium, and would be collectgdnsurance companies. The insurance
companies would then pass the collections to therdBof Equalization on a quarterly basis. In
order for this new fee to become effective, adrdilill must be passed.

Governor's Budget. The Governor's proposed budget included thregpgsals with ERI
funding:

Emergency Response Initiative Saffing: $29,896,000 in 2009-10 and $60,749,000 starting in
2010-11. This proposal includes 236 new posititnéncrease staffing on fire engines from

three people to four people. These funds would bés used for automatic vehicle locators on
fire engines, crew transports, dozers and aviatiesets, and replacement of CalFire’'s 11
helicopters.

Aviation Asset Coordinator: $265,000 and 1.5 PY to create and staff a new ranogto
coordinate aviation assets between CalFire, theer&dmilitary, the California Military
Department, and the Modular Airborne Fire Fight8ygtem Program.

Wide Area Network: $11,413,000 (of which $3,995,000 is on-going) sixdpositions over seven
years to upgrade CalFire’s internet connectiviGurrently only five percent of CalFire stations
have broadband capability, with most stations udiafup internet and some with no internet at
all. The lack of bandwidth becomes a problem dyfire incidents when large data files must
be shared at rapid pace to be useful in firefightin

Budget Act. The 2009-10 Budget Act does not include any Emergency Response Initiative
funding. The Budget Act also did not include eaibill language authorizing this new fee.

Staff Comments. The structure of the new fee is a policy decissttnhow state emergency
services should be funded. Currently these expanedi come from the General Fund, but the
benefits of state fire protection are almost exgklyg in the State Responsibility Areas.
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If the Budget Subcommittee chooses to move forwaith an emergency services fee, staff
would point out the following potential General [Eusavings:

1. The Subcommittee could consider using the new égenue to substitute base General
Fund funding, rather than adding new staffing ®dlepartment.

2. The department has several new proposals i2a6@-10 Budget Act that are funded with
General Fund. These include 18 new Battalion Ghief approximately $1.7 million
and 20 new accounting oversight positions for $hiBion. The Subcommittee may
wish to revisit these proposals later in the sptongee if they should be substituted with
ERI funds or delayed for one year.

Staff Recommendation. Staff recommends that the Subcommittee takentesty on the
proposed new fee. Staff also recommends thatubednmitee consider funding the automatic
vehicle locators, the new helicopters, the aviaieset coordinator, and the Wide Area Network
if the fee is passed.

2. Air Resources Board Regulations on Diesel Egeipm

Air Resources Board Regulations.In January 2007, the Air Resources Board (ARB)paed
regulations for “On-Road Heavy-Duty Diesel-Fueladk Fleets”. This regulation requires all
state agencies and local governments to retrofip@@ent of their diesel vehicles to reduce
identified diesel particulate matter in the exhawgt75 percent by 2010. If 60 percent of the
fleet is not retrofitted, the state agency may faepalties of $1,000 to $10,000 per day of non-
compliance.

ABxx 8. In February 2009, legislation was passed thareldd the compliance period for the
Air Resources Board regulations.

Governor's Budget. The Governor’'s Budget proposed $2,762,000 in @reind for CalFire
to retrofit 45 off-road heavy-duty diesel vehickesmeet new ARB clean air regulations. The
compliance is towards the following regulations:

1. In-Use On-Road Regulations for Public Fleets — CalFire has 59 vehicles that meet this
criteria. Sixty percent of these vehicles mustdisofitted by December 31, 2009. It will
cost approximately $20,000 to retrofit each vehifide a total of $1,180,000.

2. In-Use Off-Road Regulations for Diesel Vehicles — CalFire has 145 off-road vehicles that
have to comply with this regulation to reduce NOXl &articulate Matter pollution. The
total cost of retrofitting this fleet is $2,900,000er five years, or $580,000 annually.

3. Portable Equipment Registration Program (PERP) — This program monitors the
movement of heavy-duty equipment between air distri In order to move a piece of
heavy-duty equipment from one air district to amothCalFire will need a permit.
CalFire has 126 pieces of such equipment, 89 ofhvare too old to quality and must be
replaced with a cost of $2,406,000. After replagptnthese pieces still have to be
registered if transported. The total registratiee for all CalFire equipment under the
PERP program is $79,400 annually.

Budget Act. The2009-10 Budget Act includes no funds for this item.
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ABxx 8. AB 8 of the Second Extraordinary Session of 200%xtended the implementation
deadline for the ARB regulation on Off-Road Die¥ehicles. This extension allows until 2011
instead of the original 2010 for 20 percent offieet to be retrofitted.

Staff Comment. Due to ABxx 8, CalFire does not have to retrafity of its in-use off-road
diesel vehicles during 2009-10. The ARB regul&ior in-use on-road public fleets requires 60
percent of the fleet retrofitted by December 31020 CalFire has 59 in-use on-road diesel
vehicles, of which 36 would have to be retrofitehating the 2009-10 fiscal year for a cost of
$720,000. CalFire will still have to meet the pite equipment registration program
requirements.

Staff Recommendation. Staff recommends that the Subcommittee wait tingil April revenue
numbers are received before considering fundinghfigritem. Also, alternative funding sources
such as the federal stimulus funds for diesel aonsgduction should be considered.

3. Assembly Bill 2917

Emergency Medical Technician. The State Fire Marshall (SFM) is, by statute, an#eal to
certify public safety personnel as Emergency Meddi€achnicians (EMT). The SFM
certification program is designed to correlate vitie state Emergency Medical Service (EMS)
certification standards to provide a record ofriirag. Through this program CalFire oversees
approximately 5,000 EMTs statewide.

AB 2917. AB 2917 (Torrico, 2008) requires the entity dgitig EMTs to establish and
maintain a centralized system for monitoring araitrg EMT certification and licensure status.
AB 2917 also requires CalFire to establish EMTiGieation and disciplinary guidelines.

Budget Act. The 2009-10 Budget Act includes $319,000 ($279,000 from General Fund and
$40,000 from reimbursements).

LAO Recommendation. In the 2009-10 Budget Analysis, the LAO statest thihile CalFire is
required to comply with this legislation, the LA@ds that it has proposed a relatively costly
method to do so. Specifically, CalFire proposesite an outside medical director to oversee
compliance. The LAO recommends that the Legistatigject this proposal, and direct the
department to resubmit its proposal after findingnare cost-effective way to comply with the
law.

Staff Recommendation. Staff recommends that the Subcommittee remowvéiriigrfor this item
from the2009-10 Budget Act.
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4. Arson and Bomb Unit

Background. Each year approximately 160,000 pounds of illefy@works are seized in
California. Due to environmental and safety regsexisting statute requires that the State Fire
Marshal dispose of seized illegal fireworks. Tlestoof safely disposing of the illegal fireworks
is approximately $6 per pound. To cover the cbdtemal firework disposal, SB 839 (Calderon,
2007) established the State Fire Marshal Firewarid Enforcement Fund to receive 65 percent
of penalties from the possession of illegal firekgofto enforce, prosecute, dispose of, and
manage dangerous fireworks and to educate pubfitysagencies in the proper handling and
management of dangerous fireworks.”

Governor's Budget. The Governor's Budget proposed $285,000 from Fireworks and
Enforcement Fund for two new positions to estabdéishArson and Bomb Unit within the State
Fire Marshal. The Unit would conduct enforcemerd disposal of illegal fireworks.

Budget Act. The2009-10 Budget Act does not include any funds for the arson and bonith

Staff Recommendation. Staff recommends that the Subcommittee approvéukiget proposal.
This proposal is significantly scaled back from #898-09 proposal that was rejected. Due to
concerns over the handling of explosives and claroncerns, trained personnel must handle
the disposal of large quantities of fireworks. Thading comes from a dedicated source for
fireworks disposal.

5. Lease-Revenue Bond Funded Capital Outlay Priégosa

Background. All lease-revenue bond funded capital outlay peass were pulled from the
2009-10 Budget Act without prejudice. The concemusr lease-revenue proposals were two-
fold: (1) lease-revenue bond funded projects mastehall phases of the project approved,
removing legislative control over decisions on freject prior to the completion of plans; and
(2) long-term debt service of the state.

Governor's Budget. The Governor’'s Budget proposed $290,344,000 asdeevenue bond
funded projects. These projects were:

1. El Dorado Fire Station: service warehouse — repl@odity. This project includes
construction of a 16-bed barracks and mess hdlaybauto shop with a welding bay,
service center/warehouse with Self Contained BnegthApparatus component and
generator/pump/storage building with generator6,$25,000

2. Cuesta Conservation Camp — relocate facility. Tgrgect would relocate the Cuesta
Conservation Camp and the Unite Mobile Equipmeniniéaance Facility to another
location within the same state-owned Camp San Obispo property. $70,238,000

3. Parlin Fork Conservation Camp — replace facilityThis project would replace a
conservation camp with: a new administrative buadglistandard 14-bed barracks/mess
hall; warehouse; physical training building; 4-hatlity garage; auto and welding shop;
generator/pump/storage building; and various inmatebuildings. $53,544,000
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4. Soquel Fire Station — replace facility. This pobjewould construct an 8-bed
barracks/mess hall; 2-bay apparatus building; agengrator/pump/storage building with
an emergency generator. $10,599,000

5. Gabilan Conservation Camp. This project would tmras a 14-bed officer’'s quarters, an
8-bed officer's quarters for Department of Correcti staff, a vehicle wash rack and a
fire cache trailer cover. $21,865,000

6. Potrero Fire Station — replace facility. This gajwould construct a new standard 2-
engine fire station with a 14-bed barracks/mesk &dlay apparatus building, a battalion
chief’'s office and a generator/pump/storage bugdinith an emergency generator.
$10,389,000

7. Tuolumne-Calaveras Service Center — relocate fcilihis project would relocate and
construct a 10,000 sq ft service center (wareheite office space); an administrative
office building; a physical training building; amergency command center; a fuel
dispensing system; and a generator/pump buildinth vein emergency generator.
$24,655,000

8. Butte Unit — replace facility. This project wouliclude demolition of existing buildings
and the construction of a 20-bed barracks/mess Bdllay apparatus building; an
administrative office building; 5-bay auto shopb&y dozer shed, covered vehicle wash
rack, a physical fitness building, service centar&house, a maintenance building, and a
generator/storage building. $30,692,000

9. Cayucos Fire Station — replace facility. This padjwould include demolition of existing
structures and construction of an 8-bed barrackbay2 apparatus building and a
generator/storage building with an emergency ge¢oer&9,678,000

10. Felton Fire Station — replace facility. This prjevould include demolition of existing
buildings and construction of a 12-bed barracklsag-apparatus building, a dozer shed,
an administrative office building, a dispatch area& generator/pump/storage buildings,
and a physical training building. $25,100,000

11.Parkfield Fire Station — replace facility. Thisopct would include construction of an 8-
bed barracks/mess hall, a 2-bay apparatus buil@ginggnerator/pump/storage building,
fuel facilities, vehicle wash pad, undergrounditigi$, propane system, septic system, a
new well, a new water treatment system, a secteitge, and landscaping. $7,209,000

Budget Act. The 2009-10 Budget Act does not include funds for CalFire capital outlay
proposals. The funds for capital outlay projecesewemoved without prejudice.

Staff Recommendation. Staff recommends that the Subcommittee wait wsmiing revenue
numbers become available to decide if some of #asd-revenue funded projects could be
pursued this year.

6. Hemet-Ryan Air Attack Base — Replace Facility

Project. This project consists of constructing the follogi a helicopter and OV-10 hanger; a
helipad; tarmac improvements including six retatdaading pits; a protective aircraft weather
canopy; a 2-story air operations building; a 22-badacks/mess hall; a 3-bay apparatus storage
and vehicular equipment building; a fire retardamémical mixing plant with 40,000 gallons of
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storage capacity. This project would also inclunkgtallation of sewer connections, fencing,
paving, landscaping, utilities, and surface watewoff mitigation.

Special Considerations. The Hemet-Ryan Air Attack Base is one of two @alRir bases in
southern California. Most of the structures on llase were built in the 1950s. The base is
located at Hemet Airport, which is owned by RivdesiCounty. The county is a recipient of
federal funds, and thus all projects at the airpalit under the Federal Aviation Authority’s
(FAA) regulations. The restrictions placed on pot§ by the FAA preclude the state from using
lease-revenue bonds.

Governor’s Budget. The Governor's January 10 Budget proposed $210897General Fund
for the construction phase of this project.

Budget Act. The2009-10 Budget Act does not include any funds for this project.

Staff Recommendation. Staff recommends that the Subcommittee ask tiparthaent if it
would be feasible to move forward with only someha new building constructions in 2009-10,
rather than start all of the buildings at the sdime. The rest of the new buildings could be
funded in later years, thus phasing in construction

7. LAO Recommended General Fund Savings

CalFire General Fund Budget. Due to the size of the fire protection budget asddramatic
increases in recent years, the LAO thinks it idical to address the spiraling costs of fire
protection as one strategy for balancing the 20D%adget. In order to do so, the LAO
recommends that the Legislature reduce the depatsr@eneral Fund budget for fire protection
by $55.1 million in 2009-10 (with $16.8 million mngoing savings), as follows:

e Eliminate Funding for DC-10 Aircraft Contract: $6.8 Million Ongoing Savings.
CalFire contracts with the owners of a DC-10 jetraift that has been converted for use
in fire fighting. The department has used the OCtd supplement its existing air fleet,
rather than to replace existing aviation assets2008, the cost of this contract was $6.8
million. While the addition of this resource haddad to CalFire’s fire protection
capabilities, the department has not shown thatitleeof this asset has improved its fire
protection response capability in a cost-effecthanner.

« Delay Vehicle Replacements in the Budget Year:$17 Million One-Time Savings.
The proposed budget includes $10.8 million from €heneral Fund for fire engine
replacements and $6.2 million from the General Fiandeplacement of other vehicles.
The LAO recommends that the Legislature eliminhie funding in the budget year, and
that these expenditures be delayed for one yearvehicles age, the cost of maintaining
them increases and the amount of time they areailable due to maintenance needs
increases. Ultimately, CalFire will have to resurtge vehicle replacement program.
However, given the state’s very difficult budgdtiation, the LAO recommends that this
replacement program be delayed by one year. THe thdnks this can be done without
significantly impacting the department’s emergeresponse capability.
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» Close Low-Priority Fire Stations and Other Facilities: $10 Million Ongoing Savings.
The LAO recommends that the Legislature reduce i@ad-base General Fund fire
protection budget by $10 million and direct the alément to close the fire stations that
are a lower priority to keep open for wildland fipeotection, in order to achieve this
level of savings. The department has identifielistaof such lower-priority stations,
based on criteria including the number of callghose stations, the frequency of large
fires in the surrounding areas, and other factovghile this recommendation would
reduce the level of fire protection service proddyy the department, the LAO notes that
it reflects a reduction of only two percent to {®@posed budget and would leave the
department with a General Fund base budget appateiynequal to the enacted 2608
budget.

» Capital Outlay Deferral: $21.3 Million One-Time Savings. The Governor'sdgat
proposes to spend $21.3 million from the GeneraldFim 2009-10 on a capital outlay
project to replace the Hemet-Ryan Air Attack Ba3éis deteriorating facility ultimately
will need to be replaced. However, the LAO fintlattthe department can continue to
use this facility in the near term (albeit with ieasing maintenance costs). The LAO
recommends the Legislature defer the project arlaker year.

Staff Comment. The capital outlay projects for the departmentehalready been deferred in
the 2009-10 Budget Act.

8. Timber Harvest Plans — Update

Timber Harvest Plans. Under the state Forest Practice Act, logging aj@ns must comply
with a timber harvest plan (THP). The THP deswilbee proposed logging methods and
projected production from an area, as well as angrenmental mitigation measures that the
timber harvesters will undertake to prevent or @fidamage to natural resources, such as fish or
wildlife. Current THPs cover a three-year periogridg which the landowner can log the
acreage of timber specified in the THP. The THBcess is intended as an in-lieu of a
California Environmental Quality Act (CEQA) docuntenDuring 2007, CalFire received 435
THP requests, which covered 133,876 acres.

THP Review. The Department of Forestry and Fire Protectioalf®e) has the statutory
responsibility to review THPs, approve or deny themd to monitor compliance with the plan
during logging operations. In addition to CalFrefeview of THPs, the Department of
Conservation, the State Water Resources ControldB@ad the Department of Fish and Game
(DFG) also participate in the review and enforcemeh THPs under their own statutory
authorities. Under current statute, there is a Telkew fee in place, however that fee does not
pay for the general cost of reviewing or monitoric@mpliance with THPs. The state covers
approximately $24 million of the THP review and ritoring costs from the General Fund.

2008 Subcommittee Hearing. At the April 7, 2008, Budget Subcommittee 2 hegyiCalFire
and the DFG were instructed to work together tormera efficiencies in the THP review
process. The departments should report their pssgio the Subcommittee.
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3600 Department of Fish and Game

Background. The Department of Fish and Game (DFG) administeograms and enforces
laws pertaining to the fish, wildlife, and naturalsources of the state. The Fish and Game
Commission sets policies to guide the departmenitsiractivities and regulates fishing and
hunting. The DFG currently manages about 850,06@saincluding ecological reserves,
wildlife management areas, hatcheries, and pubbess areas throughout the state.

Budget Act. The 2009-10 Budget Act includes $450 million for support of the Departmeh
Fish and Game. This is a reduction of $24 million5 percent, over current year expenditures.
This reduction is primarily due to a reduction ionld funds and the 2008-09 expenditure of a
one-time General Fund appropriation.
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change
Type of Expenditure
Biodiversity Conservation
Program $ 254,032 $ 214,607 -$39,425 -15.5
Hunting, Fishing, and Public Use 71,621 72,104 483 -0.7
Management of Department Lands 47,087 51,245 4,158 8.8
Enforcement 62,101 68,449 6,348 10.2
Communications, Education, and
Outreach 4,722 4,806 84 1.8
Spill Prevention and Response 33,624 35,815 2,191 6.5
Fish and Game Commission 1,345 1,379 34 2.5
Capital Outlay 530 2,149 1,619 305.5
Administration 43,672 43,811 139 0.3
less distributed administration -43,672 -43,811 -139 0.3
Totals $ 475,062 $ 450,554 -$24,508 -5.2
Funding Source
General Fund $ 85,135% 75,848 -$9,287 -10.9
Special Funds 172,899 184,957 12,058 7.0
Bond Funds 127,457 85,919 -41,538 -32.6
Budget Act Total 385,491 346,724 -38,767 -10.1
Federal Trust Fund 51,328 52,718 1,390 2.7
Reimbursements 38,597 44,444 5,847 15.2
Salton Sea Restoration Fund -4,229 2,883 7,112 -168.2
Harbors and Watercraft Revolving
Fund 2,149 2,181 32 1.5
Special Deposit Fund 1,586 1,604 18 1.1
Coastal Wetlands Account 140 0 -140 -100.0
Total $ 475,062 $450,554 -$24,508 -5.2
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1. Diesel Vehicle Retrofit Program

Background. In January 2007, the Air Resources Board (ARB)p#eld regulations for “On-
Road Heavy-Duty Diesel-Fueled Public Fleets”. Ti@gulation requires all state agencies and
local governments to retrofit 60 percent of theesel vehicles by December 31, 2009 to reduce
identified diesel particulate matter in the exhau$t60 percent of the fleet is not retrofittedet
state agency may face penalties of $1,000 to $0(Q@60day of non-compliance.

Fish and Game Fleet. The Department of Fish and Game (DFG) has 75cieshithat are
considered on-road heavy-duty diesel vehicles. s&heehicles are used for fish planning,
stream-bed restoration, habitat maintenance, dnet diepartment activities. DFG estimates that
it will cost $900,000, or $20,000 per vehicle, ttrofit 45 vehicles and reach regulation
compliance by 2010.

Governor's Budget. The Governor’s Budget proposes $900,000 fromouarifunding sources
for the clean-air retrofits of 45 department onerdseavy-duty diesel vehicles. The funding
sources are:

» $405,000 from the General Fund

e $270,000 from the Fish and Game Preservation Fund

¢ $63,000 from the California Environmental Licensat® Fund

* $63,000 from the Oil Spill Preservation and Admirdison Fund

* $54,000 from Reimbursements

e $45,000 from the Hatcheries and Inland FisherigslFu

Staff Recommendation. Staff recommends that the Subcommittee wait tingil April revenue
numbers are received before considering fundinghfigritem. Also, alternative funding sources
such as the federal stimulus funds for diesel aonsgduction should be considered.

2. Renewable Energy Regulatory Action Team

Background. Current statute requires that California’s eneugg consist of a minimum of 20
percent renewable energy by 2010. The Governoxeclive Order S-14-08 expanded the
required use of renewable energy to 33 percentnefgy use by 2020. The Public Utilities
Commission has estimated that in 2008 renewableggmaade up 13.7 percent of all energy
sales in California. To reach the goal of 20 petceore renewable power facilities must be
constructed, and those facilities must have trassion lines to deliver power to distribution
centers. There are a number of environmental peranid concerns overseen by the Department
of Fish and Game (DFG) that apply when new poweilifi@s and transmission lines are
constructed. These include incidental take pernthis California Environmental Quality Act,
and endangered species habitat concerns.

Renewable Energy Conservation Planning Program.The Department of Fish and Game’s
Renewable Energy Conservation Planning Program @5 Qvill focus on providing permit and
technical assistance to expedite siting and coctstru of renewable energy projects. The
RECPP will also work on including the Renewable tltio Standard into the Natural
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Communities Conservation Plan process. This progsaanticipated to run for the next 15-20
years as increasing amounts of renewable energyoasgructed in California.

Governor's Budget. The Governor’s Budget proposes $3,057,000 frambarsements for 22
temporary two-year positions to establish a RenéavBnergy Action Team and a Renewable
Energy Conservation Planning Program. The reindment for 2009-10 comes from:

* $1,498,897 from the Energy Commission

* $1,558,103 from the Wildlife Conservation Board gysition 84 bond funds

The reimbursement for 2010-11 comes from:
o $749,489 from the Energy Commission
» $1,498,897 from the Wildlife Conservation Board ysition 84 bond funds
* $1,528,500 from energy generators

Budget Act. The2009-10 Budget Act does not include funds for this purpose.

Staff Recommendation. Staff recommends no action at this time.

3. Anadromous Fish Management

Background. The Department of Fish and Game (DFG) Anadronfals management has
three components: the Coastal Salmonid Monitorinign,P the Coho Recovery Plan
Implementation, and Coastal Steelhead and Chinaalo¥ery.

Coastal Salmonid Monitoring Plan. The State of California does not have in placeast-wide
program to monitor the status and trend of salmahsaeelhead populations. The DFG and the
National Marine Fisheries Service (NMFS) have pered on the development of the California
Coastal Salmonid Monitoring Plan to monitor Anadows fishes on the entire coast of
California. The emphasis of the plan is to gattler data needed to manage fishing and
hatcheries, and to de-list the federal and statedispecies.

Coho Recovery Plan Implementation. Coho salmon are listed as either threatened daregered

in California, depending on the river. The DFG jgigal a Coho Recovery Strategy in 2004 that
sets forth detailed actions to recover the spdoid¢ise point of de-listing. The funding provided
for the 2009-10 fiscal year will support projecksadugh a direct grant program, managed by
existing Fisheries Restoration Grant Program staff.

Coastal Seelhead and Chinook Recovery. The DFG approved a Steelhead Restoration and
Management Plan in 1996, but until 2008-09 no fagdvas provided for the implementation of
this plan. Nearly all salmon and steelhead runghencoast are now listed as threatened or
endangered.

2008-09 Budget Act. The2008-09 Budget Act included $10,856,000 from Proposition 84 bond
funds for grant funds and eight permanent and empbrary positions for Anadromous fish
management.
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Budget Act. The2009-10 Budget Act includes $9,734,000 from Proposition 84 bond fufwds
Anadromous fish management. This includes Coastalmonid Monitoring Plan
implementation, Coho Recovery Plan implementatiang Coastal Steelhead and Chinook
recovery. No new positions were included in 2089-10 Budget Act.

Specifically, with these funds DFG will:

» Provide grants for fisheries restoration activities

* Provide infrastructure in the Fisheries Branch Regions to provide the bases for future
plan implementation.

* Inform state and federal regulatory and environmleshbcumentation needs.

* Provide a guide to the implementation of recovdang.

» Assist other monitoring efforts in coastal watedshéy establishing a sampling matrix
and guidelines for annual probabilistic surveys.

» Establish a joint Department/NMFS policy oversightt management team.

Staff Recommendation. Staff recommends that the Subcommittee ask thpartteent to
explain their work plan for these funds and hows thiork builds on the $10.8 million in
Proposition 84 funds the department received ir820M

4. ERP Implementation NCCP

Background. The objective of the Natural Communities ConskovaPlan (NCCP) is to
conserve natural communities at the ecosystem sdale accommodating compatible land use.
The NCCP is a plan for the conservation of natw@inmunities that takes an ecosystem
approach and encourages cooperation between prarategovernment interests. The plan
identifies and provides for the regional or aredaviprotection and perpetuation of plants,
animals, and their habitats, while allowing comiplati land use and economic activity.
Proposition 84 includes a set-aside of $20 milfiamthe development of NCCPs.

Governor's Budget. The Governor’s budget requested $8,914,000 ipdaition 84 bond funds
for the NCCP for the CALFED Bay-Delta Program. #&sinvould be used for conservation
actions, baseline surveys, data analysis, peeewevhabitat mapping and other activities
necessary for development of the Bay-Delta Consierv&lan.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.
Staff Recommendation. Staff recommends that the Subcommittee ask thpartleent to

explain how this proposal is related to the ERPleam@ntation projects (issue 5 below) and the
timeline for completing the plan and the projects.
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5. Ecosystem Restoration Program

ERP Background. The Ecosystem Restoration Program (ERP) is agbaine CALFED Record
of Decision on how to fix the Sacramento-San Jaa@ay Delta. The Bay-Delta provides the
drinking water to two-thirds of Californians. TERP was designed to:
* Improve the ecological health of the San FranciBay and Sacramento-San Joaquin
Delta.
» Achieve recovery of at-risk species in the Deltais8n Marsh, and San Francisco Bay
and in the watershed above the estuary.
* Restore ecological processes associated with waterwveyance, environmental
productivity, water quality, and floodplains.

Budget Act. The2009-10 Budget Act includes $22,022,000 in Proposition 84 bond fuiedshe
Ecosystem Restoration Program.

Proposal. With these funds, the department intends to utise Stage 2 Conservation Strategy
of the Ecosystem Restoration Program. This stag@ldvadaptively address current scientific
research, monitoring, results, and changing camtidentified regarding climate change, levee
fragility, and increased water quality and demand.

Staff Comment. These funds are to fulfill the CALFED Record ofedision (ROD)
environmental restoration goals. With the Bay-BeBlue Ribbon Commission the state is
moving away from the ROD and reconsidering the &edtoration priorities. A proposal in the
Department of Water Resources’ budget to fund terredtive Delta conveyance water facility
raises questions as to: (1) how such an alternativereyance facility will impact the Delta
ecosystem and (2) how effective the ERP is in imiato the ecological changes such an
alternative conveyance system may bring to theaDelt

LAO Recommendation. The LAO recommends that the Legislature rejeetithdget proposal
for new ecosystem restoration projects until thgiglature has had an opportunity to consider
the long-term uses and configurations of the Daliaboth an ecosystem and a water supply
system. The result of those deliberations mayidpaifcant changes to the way in which the
state uses the Delta. The LAO thinks it would benpature to fund restoration projects before
those decisions are made, since fundamental chaongdse Delta may make the proposed
projects unsustainable in the long term.

Staff Recommendation. Staff recommends that the Subcommittee ask tlpambmaent of Fish
and Game about the effectiveness of the ERP to dati&f recommends that the Subcommittee
bring this item back in the May open issues heaaifitgr the Subcommittee has made a decision
on whether or not to fund the alternative Deltavayance proposal under the Department of
Water Resources budget.
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6. Law Enforcement Warden Increase

Wardens. Fish and Game wardens, in addition to traditiolaaé enforcement duties, are
responsible for enforcing State and Federal lawating to fish, wildlife, pollution and habitat
within the State and offshore to 200 miles. Caitifa currently has 370 warden positions who
are responsible for patrolling all DFG managed $aadd enforcing statute related to wildlife.

Environmental License Plate Fund. The Environmental License Plate Fund (ELPF) reesn
come from people voluntarily paying an extra fee & environmental picture license plate
when they register their vehicle. The fund revenbave been dropping for the last several
years, with fund reserves dropping to zero in 2008-

The Governor’s budget included trailer bill langaagvhich has not yet been passed by the
Legislature, that would increase the ELPF feesenBwith this increase in fees, departments that
receive ELPF funds would see a reduction in theares of ELPF funding. The Department of
Fish and Game ELPF funding levels were reduced3dmniflion in 2009-10, and that reduction
was backfilled with Fish and Game Preservation Fuidat $3 million was entirely to support
Fish and Game wardens.

Budget Act. The 2009-10 Budget Act includes an increase of $3 million from the Fisida
Game Preservation Fund for 15 new warden positiombese funds are in addition to the
funding swap from ELPF to the Fish and Game Prasienv Fund that also took place.

Staff Comment. The Environmental License Plate Fund fee increaliebe considered at the
April 23 hearing under the Secretary for Resources.

7. Quagga Mussel

Background. The Quagga Mussel is a highly invasive freshwatessel that is capable of
devastating aquatic ecosystems and impacting wateastructure. The Quagga Mussel is
related to the Zebra Mussel and can reproducergtra@id rates. It has spread throughout the
eastern United States, and is known for hinderiatewfor domestic, municipal, industrial, and
agricultural purposes by clogging pipes and othatewdelivery infrastructure. The Quagga
Mussel was discovered in California on January20Q7. The Quagga Mussel was found in
Lake Mead, Lake Havasu, and on the MetropolitanefMatstrict intake pumps.

DFG has expressed concern that the species coukk gaotentially wide-spread damage to
drinking water pumping systems and other relatéchstructure. Early estimates indicate that
the establishment of this species in Californiaesstan result in costs to the state of at led3t $7
million in infrastructure costs and $40 million amnual maintenance. The Quagga Mussel is
spread by boats that are moved from one body afntatanother.

AB 1683. AB 1683 (Wolk, 2007) requires DFG to develop QuegMussel control and
eradication plans, as well as assist water agenci¢ise development and implementation of
their plans of control and eradication if the Quagg discovered in their systems. Also, AB
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1863 required DFG to inspect waters and water if@sl in the state for Quagga Mussel
presence. If Quagga or Zebra mussels are foumadlacal water body, AB 1683 requires local
agencies that operate a water supply system toapgep plan to control Quagga and Zebra
mussels.

Local Governments. In January 2008, zebra mussels were found inJ8sto Reservoir in San
Benito County. Zebra mussels have never befora bmend in California. By state law, the
local water agency is required to develop a plancntrolling the mussel infestation. In
response to the San Justo Reservoir infestatiencalinty and local water district cooperated
with nearby counties to develop a regional appro@&ctan inspection program, including a
computerized tracking system, for five countiesthe Bay Area (Santa Clara, Contra Costa,
Alameda, Monterey, and San Benito). This regionspection-based approach is unique to this
coalition.

Staff Recommendation. Staff recommends that the Subcommittee considaviging some
funding from the Harbors and Watercraft Fund toBlag Area multi-county response effort as a
pilot project.

8. Marine Life Protection Act

Background. AB 993 (Shelley, 1999) established the Marine IRrotection Act (MLPA). The
MLPA directs the state to design and manage a mktafomarine protected areas in order to,
among other things, protect marine life and hakitatarine ecosystems, and marine natural
heritage, as well as improve recreational, educatjoand study opportunities provided by
marine ecosystems. The Fish and Game Commissioelaes the plan that drives the
implementation of the Act.

The implementation of MLPA will occur in five regie: (1) Central Coast; (2) North Central
Coast; (3) South Coast; (4) North Coast; and (5) Sancisco Bay.

There are six goals that guide the development afiiné Protected Areas (MPA) in the MLPA
planning process:

1. Protect the natural diversity and abundance of medife, and the structure, function and
integrity of marine ecosystems.

2. Help sustain, conserve and protect marine life fajmns, including those of economic
value, and rebuild those that are depleted.

3. Improve recreational, educational and study oppaties provided by marine ecosystems
that are subject to minimal human disturbance, tanchanage these uses in a manner
consistent with protecting biodiversity.

4. Protect marine natural heritage, including protecif representative and unique marine
life habitats in California waters for their intsic values.

5. Ensure California's MPAs have clearly defined otiyes, effective management
measures and adequate enforcement and are basedr@hscientific guidelines.

6. Ensure the State's MPAs are designed and managea, ¢xtent possible, as a network.
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Science Advisory Team. The MLPA Master Plan Science Advisory Team (SAWi) be
appointed by the director of the California Depatmof Fish and Game to help advise the
Marine Life Protection Act (MLPA) process. The SAgiovides the scientific information and
technical judgment that assists with: (1) meeting objectives of the MLPA; (2) providing
informed recommendations to the MLPA Blue Ribborski&orce (BRTF); and (3) completing
the master plan for marine protected areas (MPAS).

The SAT reviews and comments on scientific papefsvant to the implementation of the
MLPA; reviews alternative MPA proposals; reviews stea plan documents; responds to
scientific issues presented in those documents;adddesses scientific questions raised by the
BRTF and stakeholders. Members of the SAT arenteahexperts in a range of fields including
marine ecology, fisheries, the design of maringquted areas, economics, and social sciences.

Staff Comment. Staff recommends that the Subcommittee ask tharttaent for an update on
MLPA implementation. As part of this update, thepdrtment should address how the
effectiveness of the MPAs is measured; what arectigts of the program; as well as how
priorities for the protected area locations are set

9. LAO Recommendation — Fee Increases

LAO Recommendation. Several of the program areas proposed for rezhgtare regulatory
program activities that currently receive some bbased support or could be supported with
revenues from new fees, based on the “polluter "ppyisiciple and the “beneficiary pays”
principle. In the case of the fees recommendedhbylL AO, the department is responding to
proposals by the regulated community that impatirahresources. Because the department’s
efforts in these programs are driven directly bg #Hctivities of the regulated community, the
LAO thinks it is appropriate that the regulated ocoumity pay the full cost of operating these
regulatory programs. In particular, the followipgogram areas have existing fees or could be
supported by fees:

» California Endangered Species Act Review. State law requires the protection of all
species that are designated as threatened or eerédngThe department has statutory
responsibility to enforce these laws and is alsop@mered to grant permits for
“incidental take” of protected species where atiggi -- such as development -- can be
done in a way that does not threaten protectediesgdong-term survival. Currently,
there is no existing fee for this activity in st&tu Currently, this program is supported
primarily by the General Fund, with additional sagpfrom various special funds. The
LAO recommends the enactment of legislation to tereanew regulatory fee to fully
fund this program, saving the General Fund abou #iillion and potentially $800,000
in special funds.

* Natural Communities Conservation Plan (NCCP) Review. In state law, there is an
alternative to the Endangered Species Act appraddooking at individual species.
Under the Natural Communities Conservation Plan#iog government agencies and/or
private entities can create long-term, ecosystesedaconservation plans designed to
protect multiple threatened or endangered speci€his system allows for a more
comprehensive approach to species protection, wdiilehe same time giving the
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proponents of a plan assurances about future regulathereby allowing them to

proceed with projects that may impact species m fiiture. Under state law, the
department is required to review and approve ampgsed NCCP. Currently, this
program is supported by the General Fund, as wellasious bond, special, and federal
funds. Current law allows a fee to be assessethdydepartment to recover its costs.
The LAO recommends that the Legislature eliminate General Fund support for this
program and direct the department to raise fedg&cwuit to cover its costs, as state law
allows it to do -- yielding General Fund savings afout $850,000 and potential
additional savings to the other fund sources ctigraupporting the program.

Staff Comment. Due to the state’s $8 billion budget shortfaihfsadvises the Subcommittee to
consider all options for General Fund savings, a/aa vote is taken at this time.
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3790 Department of Parks and Recreation

Background. The Department of Parks and Recreation acquireglaes, and manages the
natural, cultural, and recreational resources éndiiate park system and the off-highway vehicle
trail system. In addition, the department admersstate and federal grants to local entities that
help provide parks and open-space areas througihestate.

The state park system consists of 277 units, imetud1 units administered by local and regional
agencies. The system contains approximately lldomiacres, which includes 3,800 miles of
trails, 300 miles of coastline, 800 miles of lakelaiver frontage, and about 14,800 campsites.
Over 80 million visitors travel to state parks egelar.

Budget Act. The 2009-10 Budget Act includes $840.7 million for Parks and Recreatidinis is
an increase of nearly 20 percent from current yesr to an increase in bond funds for local
assistance.

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure
Support of the Department of

Parks and Recreation $ 463,503 434,089 -$29,414 -6.4
Local Assistance Grants 08,967 324,841 225,874 228.2
Capital Outlay 139,439 81,809 -57,630 -41.3
Total $ 701,909 $840,739 138,830 19.8

Funding Source

General Fund $ 141,940 $ 143,408 1,468 1.0
Special Funds 306,150 247,174 -58,976 -19.3
Bond Funds 159,114 379,238 220,124 138.3
Budget Act Total 607,204 769,820 162,616 26.8
Federal Trust Fund 45404 17,906 -27,498 -60.6
Reimbursements 47,118 51,750 4,632 9.8
Harbors and Watercraft
Revolving Fund 2,183 1,263 -920 -42.1
Total $ 701,909 $840,739 138,830 19.8
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1. Parks Concession Contracts

Concession Contracts. Pursuant to Public Resources Code 5080.2, theslaége must
approve Department of Park and Recreation conaessintracts. For the 2009-10 fiscal year
there are four concession agreements that reqagrglative approval.

1. Ferry Service from San Francisco to Angel Island

2. Hollister Hills State Vehicular Recreation Area -arf Store Concession

3. Oceano Dunes State Vehicular Recreation Area — Chnaifer Rental Service

4. Santa Monica State Beach — Food Service ConceSsand

Supplemental Report Language. Supplemental Report Language (SRL) describing the
contacts should be included in the final SuppleleReport Language as part of tP@0)9-10
Budget Act. Proposed language:

Item 3790-001-0001 --- Department of Parks and &amn:
Concession Contracts. Pursuant to Public Reso@oeg Section 5080.20, the following
concession proposals are approved as described:belo

a. Angel Island State Park — Ferry Service CongessThe department may bid a new
concession contract to provide ferry service trarspion exclusively between San
Francisco and Angel Island State Park.

The proposed provisions of the new concession achimclude a term of up to ten years;
annual rent will be the greater of a guaranteedréite or a percentage of annual gross
receipts. Proposers will be required to bid a munn annual rent of up to $50,000 or up
to 15 percent of monthly gross receipts whichesagreater, and commit up to 2 percent
monthly gross receipts for dock maintenance.

It is anticipated that the new concession contwalttbe implemented during the fall of
20009.

b. Hollister Hills State Vehicular Recreation Area Park Store Concession. The
department may bid a new concession contract toatgeand maintain a park store
concession with food service with Hollister Hillag Vehicular Recreation Area.

The proposed provisions of the new concession achinclude a contract term of up to
10 years to maintain and operate a park storeltsw&dry items, food, motorcycle parts
and provide repair services. The new contract m@ysider the inclusion of rental
equipment services. Annual rent to the State vglthe greater of a guaranteed flat rate
or a percentage of gross receipts. Proposersbheillequired to bid a minimum annual
rent of up to $48,000 or up to 8 percent of grasseipts whichever is greater. The
contract will also include up to $60,000 in capitaprovements to the structure.

It is anticipated that the new concession contvalttbe implemented during the winter
of 2010.
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c. Oceano Dunes State Vehicular Recreation AreadCamp Trailer Rental Service
Concession. The department may bid a new concessiatract to provide for camping
trailer rental services for park visitors camping @ceano Dunes State Vehicular
Recreation Area.

The proposed provisions of the new contract witlude a term of up to 10 years; annual
rent will be the greater of a guaranteed flat cata percentage of monthly gross receipts.
Proposers will be required to bid a minimum anmealt of up to $36,000 or up to 10
percent of monthly gross receipts whichever is tgrea

It is anticipated that the new contract will be Iempented during the winter of 2010.

d. Santa Monica State Beach --- Food Service Coimes The department may authorize
the City of Santa Monica, under their current opeggagreement with the Department of
Parks and Recreation, to solicit proposals fromptlglic for a contract to operate a food
service concession on Santa Monica State Beach.

The proposed provisions of the new contract incladmntract term of up to 10 years.
Annual rent will be the greater of a guaranteetiriée or a percentage of gross receipts.
Proposers will be required to bid a minimum of wp$75,000 per year or up to 15
percent of gross receipts, whichever is greatar. addition, limited one-time capital
improvements to the facility of up to $20,000 mayabconsideration.

It is anticipated that a new concession contralitbeiissued during the summer of 2009.

Staff Recommendation. Staff recommends that the Subcommittee adopt &&dcribing the
scope of the concession contracts.

2. Diesel Regulation Compliance

Background. In January 2007, the Air Resources Board (ARB)p#eld regulations for “On-
Road Heavy-Duty Diesel-Fueled Public Fleets”. Ti@gulation requires all state agencies and
local governments to retrofit 60 percent of theasel vehicles by December 31, 2009, to reduce
identified diesel particulate matter in the exhau$t60 percent of the fleet is not retrofittedet
state agency may face penalties of $1,000 to $00;€ day of non-compliance. The
Department of Parks and Recreation has 129 vehibkgsfall under the on-road heavy-duty
diesel regulations.

Budget Act. The2009-10 Budget Act includes no funds for this item.

Governor’s Budget. The Governor's January 10 Budget proposed $10685General Fund for
retrofits of the department’s heavy-duty dieseligigs.

Staff Recommendation. Staff recommends that the Subcommittee wait tinéil April revenue
numbers are received before considering fundinghfigritem. Also, alternative funding sources
such as the federal stimulus funds for diesel aonsgduction should be considered.
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3850 Coachella Valley Mountains Conservancy

Background. The Coachella Valley Mountains Conservancy (CVMCyuires and holds, in
perpetual open space, mountainous lands surrountting Coachella Valley and natural
community conservation lands within the Coachelédiéy.

Budget Act. The 2009-10 Budget Act includes $517,000 to support CVMC. This is a caien
decrease from current year estimated expenditwredalthe near elimination of bond funds for
the conservancy.

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $Change % Change

Type of Expenditure
Coachella Valley Mountains

Conservancy $442  $517 $75 17.0
Capital Outlay 18,375 0 -18,375 -100.0
Total $18,817 $517 -$18,300 -97.3

Funding Source

Special Funds $303 $318 $15 5.0
Bond Funds 17,905 60 -17,845 -100.0

Budget Act Total 18,208 378 -17,830 -97.3
Reimbursements 609 139 -470 -77.2
Total $18,817 $517 -$18,300 -97.3

1. Opportunity Land Acquisitions

Proposition 84. California voters in November 2006 passed PrajposB4, the Safe Drinking
Water, Water Quality and Supply, Flood Control, &iand Coastal Protection Act of 2006,
which provides $5.388 billion in general obligatidonds for environmental and resource
purposes. The Proposition 84 bond language adlddainds to the state’s conservancies in order
to guarantee land acquisitions and environmentatoration projects. Coachella Valley
Mountains Conservancy was allocated $36 millioodigh Proposition 84.
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Budget Act. The 2009-10 Budget Act included Proposition 84 bond funds for many of the
state’s conservancies. However, #889-10 Budget Act includes no bond funds for Coachella
Valley Mountains Conservancy to make land purclgsaats.

Land Value Appraisals. The Coachella Valley Mountains Conservancy’s bamdis request
was initially denied by the Department of Finance tb the conservancy not seeking third party
verification of the property value appraisals fandl purchased. However, the conservancy has
now adopted regulations requiring that the conseyand all its grantees always seek a third
party independent review of the property value ajgais prior to purchasing land. As this
administrative problem has been corrected, it isloiger a reason for holding back the
conservancy’s bond funding.

Staff Recommendation. Staff recommends that the Subcommittee apprapfa&t million in
Proposition 84 bond funds, as well as $343,000rap R 2 funds and $456,000 in Prop 40 funds,
to the Coachella Valley Mountains Conservancy &mdl acquisition.
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0540 Secretary for Resources

Background. The Secretary for Resources heads the Resourgesc. The Secretary is
responsible for overseeing and coordinating thevites of the boards, departments, and
conservancies under the jurisdiction of the ResssiAgency.

Budget Act. The 2009-10 Budget Act includes $87.5 million to support the Secretary fo
Resources. This is a 40 percent decrease ovenatsti expenditures in the current year
primarily due to reduced bond fund expenditures.

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Administration $104,383 $69,764 -$34,619 -33.2
CALFED Bay-Delta Program 42,564 17,814 -24,750 -58.2
Total $146,947 $87,578 -$59,369 -40.4

Funding Source

General Fund $ 5377 $ 5,736 359 6.7
Special Funds 4,621 3,467 -1,154 -25.0
Bond Funds 107,525 61,000 -46,525 -43.3

Budget Act Total 117,523 70,203 -47,320 -40.3
Federal Trust Fund 12,778 8,471 -4,307 -33.7
Reimbursements 16,646 8,904 -7,742 -46.5
Total $ 146,947 $87,578 -$59,369 -40.4

Mike Chrisman, Secretary for Resources

* Overview of Resources Agency
» Discussion of Federal Funds
» Salmon Recovery
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1. Environmental License Plate Fund Fee Increase

ELPF. The Environmental License Plate Fund (ELPF) pravidaipport to numerous
conservancies and departments within the Resoukgesmicy. The ELPF has a structural
imbalance. Without a fee increase, and keepingmdifures constant the 2009-10 fiscal year
expenditures would exceed available resources byition.

Trailer Bill. The trailer bill language would raise the enviromta¢ license plate fee by ten
percent.

Budget Act. The 2009-10 Budget Act does not include trailer bill authorizing the ELRFe
increase. The Budget Act does provide decreasedirfg to departments and conservancies
from the ELPF by $4,720,000, but this decrease evéxal even more dramatic without the fee
increase.
» Secretary for Resources — Reduction to out of gtateel and equipment replacement
program: -$50,000
» California Conservation Corps — Reduction to adstration: -$300,000
e CalFire — Environmental Protection Program fieldmtnator reduction (-$15,000); Fire
and Resource Assessment Program resource managsiraagies design (-$30,000):
Total reduction of -$45,000
e Department of Fish and Game — Fund shift of $3iomllto the Fish and Game
Preservation fund for wardens: -$3 million
» State Coastal Conservancy — Reduction to Oceared®iat Council research on algal
blooms: -$257,000
* Santa Monica Mountains Conservancy — Reductionottsultant contracts for project
planning and implementation: -$50,000
» Sierra Nevada Conservancy — Reduction to interagageements: -$500,000
» Department of Water Resources — Reduction in warkhe Trinity River Restoration
Program: -$60,000
* CalEPA, Department of Pesticide Regulation — Fuhift sof $458,000 with the
Department of Pesticide Regulation Fund

Staff Comment. Due to concerns over the role of the SecretaryREsources in protecting fish
species, especially salmon, action on budget iteonghe Secretary for Resources will be
withheld until the Secretary’s actions to protesdtreon have been reviewed.
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3850 Coachella Valley Mountains Conservancy

Background. The Coachella Valley Mountains Conservancy (CVMCyuires and holds, in
perpetual open space, mountainous lands surrountting Coachella Valley and natural
community conservation lands within the Coachelédiéy.

Budget Act. The 2009-10 Budget Act includes $517,000 to support CVMC. This is a caien
decrease from current year estimated expenditwredalthe near elimination of bond funds for
the conservancy.

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $Change % Change

Type of Expenditure
Coachella Valley Mountains

Conservancy $442  $517 $75 17.0
Capital Outlay 18,375 0 -18,375 -100.0
Total $18,817 $517 -$18,300 -97.3

Funding Source

Special Funds $303 $318 $15 5.0
Bond Funds 17,905 60 -17,845 -100.0

Budget Act Total 18,208 378 -17,830 -97.3
Reimbursements 609 139 -470 -77.2
Total $18,817 $517 -$18,300 -97.3

1. Opportunity Land Acquisitions

Proposition 84. California voters, in November 2006, passed Psitjom 84, the Safe Drinking
Water, Water Quality and Supply, Flood Control, &iand Coastal Protection Act of 2006,
which provides $5.388 billion in general obligatidonds for environmental and resource
purposes. The Proposition 84 bond language addddainds to the state’s conservancies in order
to guarantee land acquisitions and environmentatoration projects. Coachella Valley
Mountains Conservancy was allocated $36 millioodigh Proposition 84.
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Budget Act. The 2009-10 Budget Act included Proposition 84 bond funds for many of the
state’s conservancies. However, #889-10 Budget Act includes no bond funds for Coachella
Valley Mountains Conservancy to make land purclgsaats.

Land Value Appraisals. The Coachella Valley Mountains Conservancy’s bamdis request
was initially denied by the Department of Finance tb the conservancy not seeking third party
verification of the property value appraisals fandl purchased. However, the conservancy has
now adopted regulations requiring that the conseyand all its grantees always seek a third
party independent review of the property value ajgais prior to purchasing land. As this
administrative problem has been corrected, it isloiger a reason for holding back the
conservancy’s bond funding.

Staff Recommendation. Staff recommends that the Subcommittee apprapfét million in
Proposition 84 bond funds, as well as $343,000rap R 2 funds and $456,000 in Prop 40 funds,
to the Coachella Valley Mountains Conservancy famdl acquisition. This will allow the
conservancy to move forward with its top priorianél purchase.
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3860 Department of Water Resources

Background. The Department of Water Resources (DWR) protants manages California's
water resources. In this capacity, the departmeaintains the State Water Resources
Development System, including the State Water Btoj@he department also maintains public
safety and prevents damage through flood contrerains, supervision of dams, and water
projects. The department is also a major implemgnagency for the CALFED Bay-Delta
Program, which is putting in place a long-term sioluto water supply reliability, water quality,
flood control, and fish and wildlife problems iretan Francisco Bay Delta.

Additionally, the department's California Energy sBerces Scheduling (CERS) division

manages billions of dollars of long-term electgiaggontracts. The CERS division was created in
2001 during the state's energy crisis to procueetetity on behalf of the state's three largest
investor owned utilities (IOUs). The CERS divisioontinues to be financially responsible for

the long-term contracts entered into by the depamtm (Funding for the contracts comes from
ratepayer-supported bonds.) However, the IOUs gamaceipt and delivery of the energy
procured by the contracts. (More on the CERS wini®f DWR is included in the Energy and

Utilities section of this report.)

Budget Act. The Governor’s Budget proposes $6.3 billion tppart DWR in the budget year.
This is a 20 percent decrease over estimated expesglin the current year, mainly the result of
a decrease in capital outlay and California EneRpsources Scheduling (CERS) funding.
General Fund support for the department is proptseécrease by nearly 20 percent. The $4.3
billion in CERS funding is not subject to the Butdet (these funds are primarily for energy
payments related to the 2001 electricity crisi$he CERS funds will significantly decrease in
2012 as the majority of the power contracts ard péi
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

California Water Plan $ 848,513 $ 150,139 -$698,374 -82.3
Implementation of the State Water

Resources Development System 861,730 903,861 42,131 4.9
Public Safety and Prevention of

Damage 896,695 436,090 -460,605 -51.4
Central Valley Flood Protection

Board 7,828 8,549 2,000 25.5
Services 9,425 9,660 235 2.5
California Energy Resources

Scheduling 4,601,388 4,271,583 -329,805 -7.2
Capital Outlay 668,530 489,797 -178,733 -26.7
Administration 65,319 67,155 1,836 2.8

less distributed administration -65,319 -67,155 -1,836 2.8
Loan Repayment Program -4,013 -4,013 0 0.0
Total $ 7,890,096 $6,265,666 -$1,624,430 -20.6

Funding Source

General Fund $ 161,324 $ 129,590 -$31,734 -19.7
Special Funds 527,896 493,655 -34,241 -6.5
Bond Funds 2,503,681 1,285,720 -1,217,961 -48.7

Budget Act Total 3,192,901 1,908,965 -1,283,936 -40.2
Federal Trust Fund 13,530 13,922 392 2.9
DWR Electric Power Fund 4,601,388 4,273,58 -329,805 -7.2
Bosco-Keene Renewable Resources

Investment Fund 20 0 -20 -100.0
Reimbursements 82,257 71,196 -11,061 -13.5
Total $7,890,096 $ 6,265,666 -$1,624,430 -20.6
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1. State Water Project Accountability Issues

Background. The State Water Project (SWP) is the nation’sgydar state-built water
conveyance system, providing water to 23 millionifGaians and 755,000 acres of agriculture.
The SWP moves water mostly from Northern Califooigoarts of the San Francisco Bay Area,
the Central Valley, and Southern California. TH&R protects and manages California’s water
resources. In this capacity, the department mamtdne SWP. The project was initiated by
legislation in 1959 under the Burns-Porter Actwibters ratifying in November 1960 the $1.75
billion bond for the project authorized in the act.

Paying for the SWP System. Users of the water system (“SWP contractors”)dfumost of
SWP’s capital and operational costs through waser fees. Other sources of funding for the
project include federal funding (mainly for floodrdrol), state general obligation bonds (mainly
for environmental programs), and the General Fumdiined with user fees (recreation and fish
and wildlife programs). The project is mainly fwadby users of the water system (often
referred to as SWP contractors). These user re@geate commonly referred to as SWP funds.
However, there are other significant sources ofling related to SWP. Specifically, the federal
government provides a share of the costs for flomutrol projects related to SWP, the General
Fund has supported related recreation and fish wihdlife programs, and state general
obligation bond funds have supported several mlatavironmental programs, including
CALFED.

State Water Project Funding is “Off-Budget”. When a fund is “off-budget” it means that the
funds are not appropriated in the annual budgétabitl that the Legislature cannot annually
change the level of financial support for the pesgrthrough the budget. As an off-budget
program the SWP has “continuous appropriation” autyr to spend its revenues, and does not
need annual Legislative authorization to supparipibsitions, operating costs, or capital outlay
expenditures. While DWR must seek approval fromlibgislature to establish permanent new
positions, it does not need additional legislaapproval for the funding to support them. That
is because the expenditure authority for thesdipasiis already provided off-budget.

LAO Analysis. The LAO is concerned that the role of SWP hasighd substantially from its
inception in 1960. In the past, SWP operated adisarete, self-contained program with
sufficient fiscal oversight provided by SWP contoms who pay most of the project’s costs.
However, this situation has changed. Specificalh LAO found that SWP had developed
increasing fiscal and programmatic ties to othatesbn-budget programs, such as CALFED.
The SWP operation has created significant liabgitfor other programs and funding sources,
including the General Fund, without any legislatoxeersight. These are reasons that the LAO
believes justify placing this program under regulegislative budget scrutiny along with
requests for additional positions. The LAO’s as@yhas led the Legislative Analyst to
conclude that the Legislature has the authoriyaso.

The LAO is concerned that the process DWR followdédvelop SWP budgets lacks checks and
balances that would help ensure accountabilityvid®e of the now $900 million budget takes
place internally at DWR, with ultimate approval dagfrom within the department and DOF.
While the SWP seeks and receives some advice fidia @ater contractors, it does not actually
review its budget with the contractors prior to thebmission of departmental requests for
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additional positions to the Legislature. At nongas the budget vetted and approved in a public
setting, nor do ratepayers—those affected mostpeyding decisions—have an opportunity to
review the budget prior to approval, as is the gan@actice at other state agencies.

The only public review of the SWP spending plaretaklace at legislative budget hearings, and
only then in the context of specific requests farsipon authority. Consequently, this
complicates the Legislature’s ability to fully emate SWP position requests in the context of the
SWP’s total current-year staffing of 1,509 posisonThis relative lack of budgetary oversight
also applies to SWP’s capital projects, althouginghs some limited oversight provided by DOF
and the bonding agencies in cases in which the $3§&es revenue bonds to finance the
construction costs of its projects. Because ofathr@and ongoing off-budget expenditure
authority, the department is not required to sulfuntling requests in conjunction with position
requests.

The LAO found that lack of transparency in the depment of the SWP budget appears to have
triggered increasing billing protests from SWP cactiors. This, in turn, has led to increases in
staffing and increased costs to handle the bilpngtests, which are ultimately passed on to
water ratepayers. The LAO argues that this upveamenditure cycle is due in part to the lack
of effective budgetary oversight of the SWP.

There is also growing recognition of SWP’s rolecomtributing both to the causes of, and the
potential solutions to, water-related problemshe Delta. This has major policy and fiscal
implications for a number of state programs. Hoeseé reasons, the LAO continues to
recommend the enactment of legislation that woulkkenSWP subject in all respects to the
annual legislative budget process.

Water Contractors’ Letter. The State Water Project contractors have subinitietter to the
Subcommittee stating their opposition to bringing 8WP on-budget.

Missing Report. As part of the2007-08 Budget Act, the Legislature passed Supplemental
Report Language that required the following:

“As an alternative to placing the SWP “on budgeéhé department shall subnahnually
with their January 10 budget a supplemental butiget would detail SWP funds that (a)
contribute to projects in the Delta, (b) are a cbsdre of state funds, (c) require any future
commitment of state funds, and (d) any SWP fundsitions that are transferred to state to
be then funded on budget with state funds.”

The Budget Committee received such a budget documeéviay of 2008. No report has been
received for 2009.

Staff Analysis. SWP operations impact the critical water resasifoe 23 million Californians.
As the Legislature debates new water bonds for m@irveyance infrastructure and resources
management in the Delta, it would be beneficialthar Legislators to be aware of what financial
resources the SWP is placing towards these efitngady.
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Staff Recommendation. Staff recommends that the Subcommittee adogetrhill language
requiring the following:

On or before January 10, 2010, DWR shall repoth&chairs of the fiscal committees in

both houses on the SWP budget. The report shellide the expenditures of SWP by

program for the last three years starting with 2087 and total revenues for each of those
years. Additionally, the report shall include feach year presented the number of SWP
positions and any non-SWP funds that are used e@sstshare toward SWP projects or

operations.

2. State Water Project Facilities Fish and Wildiehancement

and Recreation

Davis-Dolwig Act. Chapter 867, Statutes of 1961 (AB 261, Davigp &nown as the Davis-
Dolwig Act, states the broad intent of the Legistatthat State Water Project (SWP) facilities be
constructed “in a manner consistent with the futlliaation of their potential for the
enhancement of fish and wildlife and to meet reaeal needs.” The Department of Water
Resources (DWR) is charged with implementing theascpart of planning for construction of
SWP facilities. The Davis-Dolwig Act does not piae criteria specifying what kinds of
recreation facilities or fish and wildlife enhancemts are to be developed, nor does it require
legislative review or approval of such facilitiesemhancements.

DWR has Authority to Determine Cost-Share. DWR determines what share of the costs of
SWP facilities relate to fish and wildlife enhaneats and recreation and are Davis-Dolwig
costs not subject to reimbursement by state watetractors. In practice, most Davis-Dolwig

costs are related to recreation. Most fish andilifél costs are classified as being related to
“preservation” of these species, rather than tmbhéacement” of fish and wildlife, and therefore

are not usually attributed to Davis-Dolwig.

There are two primary costs under the Davis-Doleg. First is the capital cost of the creation
of recreation facilities when the SWP was consaddsuch as the purchase of additional land
for hiking trails and camping). The second is #ocation to recreation of the total annual
budget of the overall SWP, based on an assessmeardch facility’s value as a recreational
asset. This is an indirect form of cost allocatimhereby a portion of the operation and capital
cost at every SWP facility is allocated to recr@ati These indirect recreation-related costs, on a
statewide basis, average about 3 percent for opesadnd 6 percent for capital spending.

General Fund Role in Davis-Dolwig Act. The Davis-Dolwig Act states that DWR is not to
include costs of fish and wildlife enhancements agcteation in charges levied on the SWP
contractors. The act states the intent of thedlagire that such costs be paid for by an annual
appropriation from the General Fund. The act, haredid not actually appropriate any
General Fund monies to pay for Davis-Dolwig costs.

Senate Committee on Budget and Fiscal Review Page 10



Subcommittee No. 2 April 23, 2009

Since 1961, DWR has allocated over $464 millionS8¥P costs to Davis-Dolwig. Of this
amount, $107 million has been paid from a combamatf tidelands oil revenue ($90 million)
and the General Fund ($17 million). A further $2@Rlion in Davis-Dolwig costs fronted by
SWP contractors was offset with monies owed by therme state, which had fronted the costs
for SWP construction projects. The remaining $1B#lion allocated by DWR for Davis-
Dolwig recreation costs has been paid for, on &rim basis, by SWP contractors.

Budget Act. The2009-10 Budget Act includes no funds for the SWP facilities fish amittlife
enhancement and recreation.

Governor's Budget. The Governor's Budget proposed a total of $38iBiam for Davis-
Dolwig related costs. These were:
» $30,984,000 from Proposition 84 for developmentalglitation, acquisition, and
restoration of SWP facilities for fish and wildlimhancement and recreation.
* $7.5 million from Harbors and Watercraft Fund forgoing operations funding for SWP
recreation.
e Trailer bill language.

Trailer Bill. The Governor proposed trailer bill language tovpte a continuously appropriated

annual transfer of $7.5 million from the Harborsdawatercraft Fund for payment of the

recreation component of the SWP. This $7.5 milliauld pay for on-going operations of SWP
recreation, but would become “off-budget” and nobject to Legislative appropriation each

year. The trailer bill language also includes anual reporting requirement on what the funds
were used for during the previous budget year.

LAO Recommendation. The LAO recommends that the Legislature denyé¢lgeest for Davis-
Dolwig funding in the budget year and reject thepmsed statutory change to provide an
ongoing appropriation from the Harbors and WatdrdRevolving Fund to pay Davis-Dolwig
costs. The LAO further recommends that the Letyistacarefully evaluate the policy and legal
implications for the state before adopting the adstiation’s proposal to modify state law to
declare that no historical state funding obligateists for Davis-Dolwig costs. To this effect,
the LAO makes a series of recommendations:

* The LAO recommends that Davis-Dolwig be amendesdpiecify that only costs related
to construction of recreation facilities at new SV&Eilities are to be paid for by the state
under Davis-Dolwig. The LAO advises the Legislatto specify that there is to be no
allocation of total SWP costs to recreation. TRereation cost component of SWP
capital projects would be removed, presumably aligwevenue bonds to be sold and
construction to continue on pending SWP projects.

« The LAO recommends that the Legislature specifyt tB&/P is no longer to incur
operational and maintenance costs for state resneateas, or use SWP funds for these
purposes. These costs should be considered fainfyiralongside any other budget
requests for the state park system, and be subjéagislative review and approval in the
annual budget process. In particular, the LAO kbithat DWR should not incur any
further costs related to the operation of the SRRa&e Perris.

* The LAO also recommends that the Legislature spelsdt any SWP recreation facilities
that are to be developed or improved under a rémgylarequirement shall not be
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considered eligible state costs under Davis-Dolwibhis approach is consistent with
legislative policy on how regulatory compliance tsoare to be funded. If this recreation
spending is required by a federal, state, or l@egulatory agency as a condition of
approving the construction or operation of an S\Ality, these regulatory costs should
be considered a project cost and paid for by SW#actors.

Staff Recommendation. Staff recommends that the Subcommittee holditidans open.

3. CALFED General Fund Reductions

LAO Recommendation. The 2009-10 Budget Act includes a total of $14 million from the
General Fund for CALFED. Of this amount, about -ba# ($7.2 million) is for CALFED
program oversighof various state agencies. The majority of theai@mg funding is allocated
to Department of Water Resources (DWR) for a varadt specific CALFED programs. The
General Fund contribution in each of these DWR-aistered programs is only three percent of
the total state funds (including bond funds and SWhels) that are spent on these programs.

The LAO’s analysis indicates that the CALFED pragsain DWR proposed to receive General
Fund support may have merit and work towards aamgeCALFED’s goals. Most of the
programs proposed for General Fund support, sudhe®elta levees subventions program,
have existed in some form or another prior to tfleatwon of CALFED. In the intervening years
since these programs began, however, multiple fndources in addition to the General Fund
have become available to support them. This irdusubstantial increases in available bond
funds, many of which are allocated specificaly\C#&LFED. Now, the General Fund contributes
less than 3 percent overall to these CALFED program

In light of the magnitude of the state’s Generahdrfiscal problems, the LAO thinks that it is a
good time for the Legislature to reconsider whetbV/R’s CALFED activities warrant
continued General Fund support. The LAO believeshsa reassessment of priorities is
reasonable, given the level of support availableCBLFED from other funding sources
(approximately $225 million for 2009-10). The LABerefore recommends that CALFED’s
base General Fund budget be reduced by $5.9 mitjoreducing or eliminating General Fund
support in two programs: Delta levees and watereffsgency.

Delta Levees. $4.9 Million General Fund Savings. The budget allocates $4.9 million from the
General Fund for levee maintenance and repairsinwitite Delta. This program pertains to
levees outside of the state’s Central Valley flamhtrol system, mainly Delta islands, that are
operated by local reclamation districts. While rompng these levees has some merit, the need
to continue to stabilize levees on many islandshan Delta is currently being assessed as the
department evaluates alternatives for Delta conweya Therefore, it is uncertain whether
preserving these levees will remain a priority $taite funding. The availability of other fund
sources (mainly bond funds) means that General FRupport can be eliminated without
significantly impacting the program.
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Water Use Efficiency: $1 Million General Fund Savings. The General Fund provides $1.4
million of the nearly $27 million budgeted for CAEP water use efficiency programs, mostly
from bond funds. Of the $1.4 million, about $1lait is allocated to the California Irrigation
Management Information System (CIMIS), a progranerafed jointly with the University of
California, Davis, intended to assist irrigatoramanaging their water resources efficiently. The
LAO is concerned that the original purpose of thegpam, agricultural water efficiency, has
been changed. Many of the 6,000 registered udehe ®ystem are not irrigators, but are water
agencies, researchers, educators, and water camsult In the LAO’s view, General Fund
support for the water use efficiency program camdaiced by $1 million without significantly
impacting the original program scope. The rema@r$850,000 of the General Fund support is
used for review of urban water conservation plaamshigh-priority activity for which an
alternative funding source is not likely to be dafalie.

Staff Recommendation. Staff recommends that the Subcommittee take cortsmfeom the
department and the public. The Subcommittee mah wo consider these cuts when spring
revenue numbers become known.

4. Central Valley Flood Protection Board

Background. Legislation was enacted in 2007 (AB 5 and SBth@) renamed the Reclamation
Board the Central Valley Flood Protection Board §&t). The Board is required to act
independently of the Department of Water Resouacekscontinue to exercise all of its powers,
duties, purposes, responsibilities, and jurisdictidhe membership of the Board increased from
seven to nine members, seven being appointed byGineernor and subject to Senate
confirmation, and two members serving as non-vo#rgfficio members. Salary of the seven
appointed members will be equivalent to the membgtse Air Resources Board. Furthermore,
AB 162 (Wolk, 2007) requires the Board to reviewised safety elements of local
governments’ general plans prior to the adoptiothefamended safety element.

Budget Act. The 2009-10 Budget Act includes $7.5 million General Fund and $1 million
Proposition 1E bond funds for support of the Céntedley Flood Protection Board.

Finance Letter. The Governor has submitted a spring financerléti would shift $2,190,000
General Fund from the Central Valley Flood ProtectiBoard to the Public Safety and
Prevention of Damage program.

Staff Comment. The Central Valley Flood Protection Board wasated in 2007 and received
funding for the first time in th@008-09 Budget Act. At the time it was understood that all of the
Board’s expenses were not known. Now that it ideustood that the Board can operate with
fewer funds than it was initially appropriated, ttegislature may wish to consider reverting the
additional funds rather than shift them to anoffregram within DWR.
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3940 State Water Resources Control Board

Background. The State Water Resources Control Board (SWRCBgoimunction with nine

semi-autonomous regional boards, regulates watalitgun the state. The regional boards—
which are funded by the state board and are umgestate board's oversight—implement water
quality programs in accordance with policies, plaml standards developed by the state board.

The board carries out its water quality responisied by: (1) establishing wastewater discharge
policies and standards; (2) implementing programerisure that the waters of the state are not
contaminated by underground or aboveground tankd; (8) administering state and federal

loans and grants to local governments for the coosbn of wastewater treatment, water

reclamation, and storm drainage facilities. Wadiszharge permits are issued and enforced
mainly by the regional boards, although the statardb issues some permits and initiates
enforcement actions when deemed necessary.

The state board also administers water rights énstate. It does this by issuing and reviewing
permits and licenses to applicants who wish to takéer from the state's streams, rivers, and
lakes.

Budget Act. The 2009-10 Budget Act includes $598.6 million to support the SWRCB i th

budget year. This proposal is approximately $17Biam less than current year expenditure
levels, mainly due to a reduction in bond fundinGeneral Fund appropriation is expected to
stay nearly the same.
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Water Quality $ 765,487 $586,951 -$178,536 -23.3
Water Rights 11,894 11,658 -236 -2.0
Administration 21,097 21,141 44 0.2

less distributed administration -21,097 -21,141 -44 0.2
Total $ 777,381 $598,609 -$178,772 -23.0

Funding Source

General Fund $ 40,283% 40,575 $ 292 0.7
Special Funds 378,822 364,874 -13,948 -3.7
Bond Funds 178,217 7,395 -170,822 -95.9

Budget Act Total 597,322 412,844 -184,478 -30.9
Federal Trust Fund 128,470 128,975 505 0.4
Reimbursements 6,198 8,062 1,864 30.1
State Water Quality Control Fund 27,723 31,078 3,355 12.1
State Water Pollution Control

Revolving Fund 5,532 5,532 - 0.0
Petroleum Underground Storage

Tank Financing Account 12,136 12,118 -18 -0.2
Total $ 777,381 $598,609 -$178,772 -23.0

1. Methyl Mercury in Wetlands

Mercury. Mercury is a rare, dense metal, slightly more comri@an gold in the earth's crust.

It has unusual properties that have made it vaduabl metallurgy, electrical systems, and
chemical processes. It is a liquid at ordinarygeratures and evaporates when exposed to the
atmosphere. Environmental mercury contaminatiamcems in California are focused less on
atmospheric sources, and more on aquatic sourcesefeeral natural and historic reasons.
During the Gold Rush era more than 220,000,000 g®woh elemental mercury were produced in
California. There were few controls on the dismerof mercury from these operations, leading
to significant increases in environmental mercuonaentrations in affected soil, sediment,
plants, fish, and other animals.

Methyl Mercury. Of even greater environmental concern is thegoras of methyl mercury, an
organic form of mercury that is a potent neurotoaamd is especially detrimental to developing
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fetuses and young children (less than about 6 yelals Methyl mercury accumulates and
biomagnifies in the food chain, reaching highestoamtrations in predatory fish, many of which
are prized by sports fishermen. Numerous watetelsosh California have fish-consumption

advisories because of mercury contamination frostohical mining. Several of these advisories
are based on data collected by the United Stateto@eal Survey (USGS), including those in

Trinity County, and the Bear, Yuba, and AmericameRiwatersheds in the Sierra Nevada.

Role of Wetlands. Mercury from hydraulic and placer mining for gdids been transported
with sediments downstream into the San Francisgg3&ramento-San Joaquin Delta estuary,
where it has likely contributed to elevated mercugncentrations in fish, resulting in
consumption advisories. The USGS reports thaséugmentary supply of mercury to the Delta
and in Delta sediments (cinnabar, metacinnabar,edégmental Hg) typically are insoluble, but
will pose an environmental hazard if they are (@yBilized and (2) methylated in Delta and
Estuary wetlands.

Budget Act. The2009-10 Budget Act includes $2.3 million in Proposition 13 bond furidsthe
Department of Water Resources to reduce methylumgin abandoned mines in the Delta. The
funds include support for a best management pexcstudy that would reduce methyl mercury
from the Yolo Basin and other wetlands.

Also, the Central Valley Regional Water Board isrently creating the Total Maximum Daily
Load (TMDL) requirements for mercury. These regoients will impact how mercury is
treated for in the water supply.

Staff Comment. The Department of Water Resources is focused atervsupply issues while
the State Water Resources Control Board works derveality issues. To gain perspective on
the impact of mercury in wetlands that stay wetry@and, it may be beneficial to have the
Water Board conduct additional testing on watediggyas well as to establish best management
practices in the development of new wetlands, oidg pre- and post- monitoring for new
wetlands projects.

2. Missing Reports

Background. As part of the2008-09 Budget Act, the Legislature passed the following two
supplemental report languages:

1. San Diego Bay Toxic Sediment Cleanup. On or before January 30, 2009, the State Water
Resources (SWRCB) shall submit a report to thetJoggislative Budget Committee
(JLBC) on the work of the San Diego Regional W&aality Control Board (SDRWCB)
on San Diego Bay cleanup. The report shall includermation on the resources the
SDRWCB is dedicating to the project, the estimatadl cost and scope of the project,
and a progress report for the project.

2. Agricultural Water Runoff. On or before March 30, 2009, SWRCB shall subrméort
to the JLBC and to the relevant policy committdest details: (a) the precise actions the
SWRCB would have to undertake to obtain a 30 pérceduction to agricultural
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pollution runoff into the Sacramento-San Joaquitdand its tributary watersheds by
2012, (b) the estimated costs of those actions, (ahavhich of those actions can be
completed administratively and which would requégislation to implement.

Staff Recommendation. Staff recommends that the Subcommittee withhotiba on SWRCB
actions until the reports are received.

3. Underground Storage Tank Funding Brownfieldidtine

Background. The Underground Storage Tank Cleanup Fund (UST&E as an insurance
program for Underground Storage Tank (UST) opesatofhe USTCF provides up to $1.5
million in reimbursements per occurrence to petroldJST owners and operators to fix leaks in
USTs. Funds for the USTCF come from a fee of $0.pé&r gallon of petroleum per gallon
stored. The USTCF has been authorized to expgmximately $200 million per year.

Since 1992 the USTCF has received 19,000 claimg®)001of which received letters of
commitment. The claimants include individuals, Broasinesses, local governments, and major
corporations. Statute mandates a priority systdrarevindividuals and small businesses have
their claims addressed first. As of June 2008 ddqeartment had over 3,400 claims that are over
five years old.

Governor's Budget. The Governor’'s Budget proposes $719,000 fromthéerground Storage
Tank Cleanup Fund and five temporary positioneteew claims that have been active for more
than five years.

Budget Act. The2009-10 Budget Act did not fund the Governor's Budget request of $320
for five temporary positions.

Finance Letter. The Governor submitted a finance letter propo$img fund transfers from the
Underground Storage Tank Cleanup Fund (USTCF):
1. $10 million to the School District Account in theSUCF
2. $20 million to the Underground Storage Tank PetnmieContamination Orphan Site
Cleanup Fund

Staff Recommendation. Staff recommends that the Subcommittee hold actothis item.

4. Water Rights Program

Water Rights Based on Priorities. Water rights are based on a priority system ithaised to
determine who can continue taking water when tienmot enough water to supply all needs.
Those with high priority rights know that they dikely to receive water. Those with low
priority rights know that they may not receive wateall years and can plan accordingly.
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Riparian Water Rights. A riparian water right is a right to use the matulow of water on
riparian land. Riparian land is land that touchdake, river, stream, or creek. California is the
only western state that continues to recognizerigparights. The California Legislature has
enacted very few laws regarding riparian rights aAresult, riparian rights have been frequently
litigated. As a result of these lawsuits, the tohave clarified rules that apply to riparian tggh

If there is not enough water available for compgtiparian users, they must share the available
supply according to their needs. Generally in #itsation, water used for interior domestic
purposes, such as drinking, cooking, and bathiag,the highest priority.

Water Right Permits. Water right permits include conditions to protetter water users and

the environment. The State Water Resources Coiiald (Water Board) has continuing

authority over permits that it issues, and it casdify permits and licenses it previously issued
to require more protective conditions. The WateaBl must provide the permit or license
holder with notice and opportunity for a hearinddoe making changes. If the permit holder
disagrees with the Water Board's decision to matthéypermit, it can ask the court to review the
matter.

Water Rights Administration. Water rights law is administered by the Water ioaWithin
the Water Board, the Division of Water Rights amtsbehalf of the Water Board for day to day
administrative matters. The Water Board is they @gency with authority to administer water
rights in California.

Staff Comment. Staff recommends that the Subcommittee approveplSmental Report
Language requiring:

On or before January 30, 2010, the State WaterRes® (SWRCB) shall submit a report to
the Joint Legislative Budget Committee (JLBC) ambbvant policy committees a planning
document for creating greater efficiency in adntenisig and enforcing water rights in the
state. The report shall include a cost estimatariplementation of the plan.

5. Confined Animal Facilities Permitting

Permit Requirements. There are approximately 2,000 confined animalifess in the Central
Valley. The majority of these are operating undegeneral waiver of the Waste Discharge
Requirements (WDR) due to their smaller size. &leae 64 facilities in the Central Valley that
have individual WDR permits, and about 250 faahtithat are regulated under the National
Pollutant Discharge Elimination System (NPDES).

The United States Environmental Protection Agetd¢$EPA) required under the Federal Clean
Water Act that all confined animal facilities withore than 1,000 animals obtain an NPDES
permit. The Regional Water Boards are supposesste these permits. However, to date, no
permits have been issued in the Central Valleyapplications are waiting for review.

Staff Comment. The large confined animal facilities contribute titrate pollutants in the
groundwater. By not issuing permits and recommendaitigation measures, the Water Board
is allowing a known source of groundwater polluttorgo unchecked.
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0540 Secretary for Resources

Background. The Secretary for Resources heads the Resourgesc. The Secretary is
responsible for overseeing and coordinating thevies of the boards, departments, and
conservancies under the jurisdiction of the ResssiAgency.

Budget Act. The 2009-10 Budget Act includes $87.5 million to support the Secretary fo
Resources. This is a 40 percent decrease ovenatsti expenditures in the current year
primarily due to reduced bond fund expenditures.

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Administration $104,383 $69,764 -$34,619 -33.2
CALFED Bay-Delta Program 42,564 17,814 -24,750 -58.2
Total $146,947 $87,578 -$59,369 -40.4

Funding Source

General Fund $ 5377 $ 5,736 359 6.7
Special Funds 4,621 3,467 -1,154 -25.0
Bond Funds 107,525 61,000 -46,525 -43.3

Budget Act Total 117,523 70,203 -47,320 -40.3
Federal Trust Fund 12,778 8,471 -4,307 -33.7
Reimbursements 16,646 8,904 -7,742 -46.5
Total $ 146,947 $87,578 -$59,369 -40.4

Mike Chrisman, Secretary for Resources

* Overview of Resources Agency
» Discussion of Federal Funds
» Salmon Recovery
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1. Environmental License Plate Fund Fee Increase

ELPF. The Environmental License Plate Fund (ELPF) pravidaipport to numerous
conservancies and departments within the Resoukgesmicy. The ELPF has a structural
imbalance. Without a fee increase, and keepingmdifures constant the 2009-10 fiscal year
expenditures would exceed available resources byition.

Trailer Bill. The trailer bill language would raise the enviromta¢ license plate fee by ten
percent.

Budget Act. The 2009-10 Budget Act does not include trailer bill authorizing the ELRFe
increase. The Budget Act does provide decreasedirfg to departments and conservancies
from the ELPF by $4,720,000, but this decrease evéxal even more dramatic without the fee
increase.
» Secretary for Resources — Reduction to out of gtateel and equipment replacement
program: -$50,000
» California Conservation Corps — Reduction to adstration: -$300,000
e CalFire — Environmental Protection Program fieldmtnator reduction (-$15,000); Fire
and Resource Assessment Program resource managsiraagies design (-$30,000):
Total reduction of -$45,000
e Department of Fish and Game — Fund shift of $3iomllto the Fish and Game
Preservation fund for wardens: -$3 million
» State Coastal Conservancy — Reduction to Oceared®iat Council research on algal
blooms: -$257,000
* Santa Monica Mountains Conservancy — Reductionottsultant contracts for project
planning and implementation: -$50,000
» Sierra Nevada Conservancy — Reduction to interagageements: -$500,000
» Department of Water Resources — Reduction in warkhe Trinity River Restoration
Program: -$60,000
* CalEPA, Department of Pesticide Regulation — Fuhift sof $458,000 with the
Department of Pesticide Regulation Fund

Staff Comment. Due to concerns over the role of the SecretaryREsources in protecting fish
species, especially salmon, action on budget iteonghe Secretary for Resources will be
withheld until the Secretary’s actions to protesdtreon have been reviewed.

Action: Held open
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3850 Coachella Valley Mountains Conservancy

Background. The Coachella Valley Mountains Conservancy (CVMCyuires and holds, in
perpetual open space, mountainous lands surrounttiag Coachella Valley and natural
community conservation lands within the Coachelédiéy.

Budget Act. The 2009-10 Budget Act includes $517,000 to support CVMC. This is a caien
decrease from current year estimated expenditwredalthe near elimination of bond funds for
the conservancy.

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $Change % Change

Type of Expenditure
Coachella Valley Mountains

Conservancy $442  $517 $75 17.0
Capital Outlay 18,375 0 -18,375 -100.0
Total $18,817 $517 -$18,300 -97.3

Funding Source

Special Funds $303 $318 $15 5.0
Bond Funds 17,905 60 -17,845 -100.0

Budget Act Total 18,208 378 -17,830 -97.3
Reimbursements 609 139 -470 -77.2
Total $18,817 $517 -$18,300 -97.3

1. Opportunity Land Acquisitions

Proposition 84. California voters, in November 2006, passed Psitjom 84, the Safe Drinking
Water, Water Quality and Supply, Flood Control, &iand Coastal Protection Act of 2006,
which provides $5.388 billion in general obligatidonds for environmental and resource
purposes. The Proposition 84 bond language addddainds to the state’s conservancies in order
to guarantee land acquisitions and environmentatoration projects. Coachella Valley
Mountains Conservancy was allocated $36 millioodigh Proposition 84.
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Budget Act. The 2009-10 Budget Act included Proposition 84 bond funds for many of the
state’s conservancies. However, #889-10 Budget Act includes no bond funds for Coachella
Valley Mountains Conservancy to make land purclgsaats.

Land Value Appraisals. The Coachella Valley Mountains Conservancy’s bamdis request
was initially denied by the Department of Finance tb the conservancy not seeking third party
verification of the property value appraisals fandl purchased. However, the conservancy has
now adopted regulations requiring that the conseyand all its grantees always seek a third
party independent review of the property value agais prior to purchasing land. As this
administrative problem has been corrected, it isloiger a reason for holding back the
conservancy’s bond funding.

Staff Recommendation. Staff recommends that the Subcommittee apprapfét million in
Proposition 84 bond funds, as well as $343,000rap R 2 funds and $456,000 in Prop 40 funds,
to the Coachella Valley Mountains Conservancy famdl acquisition. This will allow the
conservancy to move forward with its top priorianél purchase.

Action: Held open

Senate Committee on Budget and Fiscal Review Page 5



Subcommittee No. 2 April 23, 2009

3860 Department of Water Resources

Background. The Department of Water Resources (DWR) protants manages California's
water resources. In this capacity, the departmeaintains the State Water Resources
Development System, including the State Water Btoj@he department also maintains public
safety and prevents damage through flood contrerains, supervision of dams, and water
projects. The department is also a major implemgnagency for the CALFED Bay-Delta
Program, which is putting in place a long-term sioluto water supply reliability, water quality,
flood control, and fish and wildlife problems iretan Francisco Bay Delta.

Additionally, the department's California Energy sBerces Scheduling (CERS) division

manages billions of dollars of long-term electgiaggontracts. The CERS division was created in
2001 during the state's energy crisis to procueetetity on behalf of the state's three largest
investor owned utilities (IOUs). The CERS divisioontinues to be financially responsible for

the long-term contracts entered into by the depamtm (Funding for the contracts comes from
ratepayer-supported bonds.) However, the IOUs gamaceipt and delivery of the energy
procured by the contracts. (More on the CERS wini®f DWR is included in the Energy and

Utilities section of this report.)

Budget Act. The Governor’s Budget proposes $6.3 billion tppart DWR in the budget year.
This is a 20 percent decrease over estimated expesglin the current year, mainly the result of
a decrease in capital outlay and California EneRpsources Scheduling (CERS) funding.
General Fund support for the department is proptseécrease by nearly 20 percent. The $4.3
billion in CERS funding is not subject to the Butdet (these funds are primarily for energy
payments related to the 2001 electricity crisi$he CERS funds will significantly decrease in
2012 as the majority of the power contracts ard péi
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

California Water Plan $ 848,513 $ 150,139 -$698,374 -82.3
Implementation of the State Water

Resources Development System 861,730 903,861 42,131 4.9
Public Safety and Prevention of

Damage 896,695 436,090 -460,605 -51.4
Central Valley Flood Protection

Board 7,828 8,549 2,000 25.5
Services 9,425 9,660 235 2.5
California Energy Resources

Scheduling 4,601,388 4,271,583 -329,805 -7.2
Capital Outlay 668,530 489,797 -178,733 -26.7
Administration 65,319 67,155 1,836 2.8

less distributed administration -65,319 -67,155 -1,836 2.8
Loan Repayment Program -4,013 -4,013 0 0.0
Total $ 7,890,096 $6,265,666 -$1,624,430 -20.6

Funding Source

General Fund $ 161,324 $ 129,590 -$31,734 -19.7
Special Funds 527,896 493,655 -34,241 -6.5
Bond Funds 2,503,681 1,285,720 -1,217,961 -48.7

Budget Act Total 3,192,901 1,908,965 -1,283,936 -40.2
Federal Trust Fund 13,530 13,922 392 2.9
DWR Electric Power Fund 4,601,388 4,273,58 -329,805 -7.2
Bosco-Keene Renewable Resources

Investment Fund 20 0 -20 -100.0
Reimbursements 82,257 71,196 -11,061 -13.5
Total $7,890,096 $6,265,666 -$1,624,430 -20.6
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1. State Water Project Accountability Issues

Background. The State Water Project (SWP) is the nation’sgydar state-built water
conveyance system, providing water to 23 millionifGaians and 755,000 acres of agriculture.
The SWP moves water mostly from Northern Califooigoarts of the San Francisco Bay Area,
the Central Valley, and Southern California. TH&R protects and manages California’s water
resources. In this capacity, the department mamtdne SWP. The project was initiated by
legislation in 1959 under the Burns-Porter Actwibters ratifying in November 1960 the $1.75
billion bond for the project authorized in the act.

Paying for the SWP System. Users of the water system (“SWP contractors”)dfumost of
SWP’s capital and operational costs through waser fees. Other sources of funding for the
project include federal funding (mainly for floodrdrol), state general obligation bonds (mainly
for environmental programs), and the General Fumdiined with user fees (recreation and fish
and wildlife programs). The project is mainly fwadby users of the water system (often
referred to as SWP contractors). These user re@geate commonly referred to as SWP funds.
However, there are other significant sources ofliong related to SWP. Specifically, the federal
government provides a share of the costs for flomutrol projects related to SWP, the General
Fund has supported related recreation and fish wihdlife programs, and state general
obligation bond funds have supported several mlatavironmental programs, including
CALFED.

State Water Project Funding is “Off-Budget”. When a fund is “off-budget” it means that the
funds are not appropriated in the annual budgétabitl that the Legislature cannot annually
change the level of financial support for the pesgrthrough the budget. As an off-budget
program the SWP has “continuous appropriation” autyr to spend its revenues, and does not
need annual Legislative authorization to supparipitsitions, operating costs, or capital outlay
expenditures. While DWR must seek approval fromlibgislature to establish permanent new
positions, it does not need additional legislaapproval for the funding to support them. That
is because the expenditure authority for thesdipasiis already provided off-budget.

LAO Analysis. The LAO is concerned that the role of SWP hasighd substantially from its
inception in 1960. In the past, SWP operated adisarete, self-contained program with
sufficient fiscal oversight provided by SWP contoms who pay most of the project’s costs.
However, this situation has changed. Specificalh LAO found that SWP had developed
increasing fiscal and programmatic ties to othatesbn-budget programs, such as CALFED.
The SWP operation has created significant liabgitfor other programs and funding sources,
including the General Fund, without any legislatoxeersight. These are reasons that the LAO
believes justify placing this program under regulegislative budget scrutiny along with
requests for additional positions. The LAO’s as@yhas led the Legislative Analyst to
conclude that the Legislature has the authoriyaso.

The LAO is concerned that the process DWR followdédvelop SWP budgets lacks checks and
balances that would help ensure accountabilityvid®e of the now $900 million budget takes
place internally at DWR, with ultimate approval dagfrom within the department and DOF.
While the SWP seeks and receives some advice fidia @ater contractors, it does not actually
review its budget with the contractors prior to thebmission of departmental requests for
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additional positions to the Legislature. At nongas the budget vetted and approved in a public
setting, nor do ratepayers—those affected mostpeyding decisions—have an opportunity to
review the budget prior to approval, as is the gan@actice at other state agencies.

The only public review of the SWP spending plaretaklace at legislative budget hearings, and
only then in the context of specific requests farsipon authority. Consequently, this
complicates the Legislature’s ability to fully emate SWP position requests in the context of the
SWP’s total current-year staffing of 1,509 posisonThis relative lack of budgetary oversight
also applies to SWP’s capital projects, althouginghs some limited oversight provided by DOF
and the bonding agencies in cases in which the $3§&es revenue bonds to finance the
construction costs of its projects. Because ofathr@and ongoing off-budget expenditure
authority, the department is not required to sulfuntling requests in conjunction with position
requests.

The LAO found that lack of transparency in the depment of the SWP budget appears to have
triggered increasing billing protests from SWP cactiors. This, in turn, has led to increases in
staffing and increased costs to handle the bilpngtests, which are ultimately passed on to
water ratepayers. The LAO argues that this upveamenditure cycle is due in part to the lack
of effective budgetary oversight of the SWP.

There is also growing recognition of SWP’s rolecomtributing both to the causes of, and the
potential solutions to, water-related problemshe Delta. This has major policy and fiscal
implications for a number of state programs. Hoeseé reasons, the LAO continues to
recommend the enactment of legislation that woulkkenSWP subject in all respects to the
annual legislative budget process.

Water Contractors’ Letter. The State Water Project contractors have subinitietter to the
Subcommittee stating their opposition to bringing 8WP on-budget.

Missing Report. As part of the2007-08 Budget Act, the Legislature passed Supplemental
Report Language that required the following:

“As an alternative to placing the SWP “on budgeéhé department shall subnahnually
with their January 10 budget a supplemental butiget would detail SWP funds that (a)
contribute to projects in the Delta, (b) are a cbsdre of state funds, (c) require any future
commitment of state funds, and (d) any SWP fundsitions that are transferred to state to
be then funded on budget with state funds.”

The Budget Committee received such a budget documeéviay of 2008. No report has been
received for 2009.

Staff Analysis. SWP operations impact the critical water resasifoe 23 million Californians.
As the Legislature debates new water bonds for m@irveyance infrastructure and resources
management in the Delta, it would be beneficialther Legislators to be aware of what financial
resources the SWP is placing towards these efitngady.
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Staff Recommendation. Staff recommends that the Subcommittee adogetrhill language
requiring the following:

On or before January 10, 2010, DWR shall repoth&chairs of the fiscal committees in

both houses on the SWP budget. The report shellide the expenditures of SWP by

program for the last three years starting with 2087 and total revenues for each of those
years. Additionally, the report shall include feach year presented the number of SWP
positions and any non-SWP funds that are used e@sstshare toward SWP projects or

operations.

Action: Approved staff recommended trailer bill language

Vote: 3-0

2. State Water Project Facilities Fish and Wildiehancement

and Recreation

Davis-Dolwig Act. Chapter 867, Statutes of 1961 (AB 261, Davigp &nown as the Davis-
Dolwig Act, states the broad intent of the Legistatthat State Water Project (SWP) facilities be
constructed “in a manner consistent with the futlliaation of their potential for the
enhancement of fish and wildlife and to meet reaweal needs.” The Department of Water
Resources (DWR) is charged with implementing theascpart of planning for construction of
SWP facilities. The Davis-Dolwig Act does not piae criteria specifying what kinds of
recreation facilities or fish and wildlife enhancemts are to be developed, nor does it require
legislative review or approval of such facilitiesemhancements.

DWR has Authority to Determine Cost-Share. DWR determines what share of the costs of
SWP facilities relate to fish and wildlife enhaneats and recreation and are Davis-Dolwig
costs not subject to reimbursement by state watetractors. In practice, most Davis-Dolwig

costs are related to recreation. Most fish andilifiél costs are classified as being related to
“preservation” of these species, rather than tmkhéacement” of fish and wildlife, and therefore

are not usually attributed to Davis-Dolwig.

There are two primary costs under the Davis-Doleg. First is the capital cost of the creation
of recreation facilities when the SWP was consaddsuch as the purchase of additional land
for hiking trails and camping). The second is #ocation to recreation of the total annual
budget of the overall SWP, based on an assessmerdch facility’'s value as a recreational
asset. This is an indirect form of cost allocatimhereby a portion of the operation and capital
cost at every SWP facility is allocated to recr@ati These indirect recreation-related costs, on a
statewide basis, average about 3 percent for opesadnd 6 percent for capital spending.

General Fund Role in Davis-Dolwig Act. The Davis-Dolwig Act states that DWR is not to
include costs of fish and wildlife enhancements agcteation in charges levied on the SWP
contractors. The act states the intent of thedlagire that such costs be paid for by an annual
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appropriation from the General Fund. The act, hamnedid not actually appropriate any
General Fund monies to pay for Davis-Dolwig costs.

Since 1961, DWR has allocated over $464 millionSd¥P costs to Davis-Dolwig. Of this
amount, $107 million has been paid from a combimabtf tidelands oil revenue ($90 million)
and the General Fund ($17 million). A further $2@2lion in Davis-Dolwig costs fronted by
SWP contractors was offset with monies owed by theithe state, which had fronted the costs
for SWP construction projects. The remaining $I5fion allocated by DWR for Davis-
Dolwig recreation costs has been paid for, on &grim basis, by SWP contractors.

Budget Act. The2009-10 Budget Act includes no funds for the SWP facilities fish amittlife
enhancement and recreation.

Governor's Budget. The Governor's Budget proposed a total of $38ibiam for Davis-
Dolwig related costs. These were:
* $30,984,000 from Proposition 84 for developmenthalglitation, acquisition, and
restoration of SWP facilities for fish and wildlimhancement and recreation.
e $7.5 million from Harbors and Watercraft Fund forgoing operations funding for SWP
recreation.
» Traliler bill language.

Trailer Bill. The Governor proposed trailer bill language tovpde a continuously appropriated

annual transfer of $7.5 million from the Harborsdawatercraft Fund for payment of the

recreation component of the SWP. This $7.5 millimuld pay for on-going operations of SWP
recreation, but would become “off-budget” and nobjsct to Legislative appropriation each

year. The trailer bill language also includes anual reporting requirement on what the funds
were used for during the previous budget year.

LAO Recommendation. The LAO recommends that the Legislature deny¢lqeest for Davis-
Dolwig funding in the budget year and reject thepmsed statutory change to provide an
ongoing appropriation from the Harbors and WatdrdRevolving Fund to pay Davis-Dolwig
costs. The LAO further recommends that the Letyistacarefully evaluate the policy and legal
implications for the state before adopting the adstiation’s proposal to modify state law to
declare that no historical state funding obligatemsts for Davis-Dolwig costs. To this effect,
the LAO makes a series of recommendations:

 The LAO recommends that Davis-Dolwig be amendedptecify that only costs related
to construction of recreation facilities at new SY&PBilities are to be paid for by the state
under Davis-Dolwig. The LAO advises the Legislatto specify that there is to be no
allocation of total SWP costs to recreation. TRereation cost component of SWP
capital projects would be removed, presumably aligwevenue bonds to be sold and
construction to continue on pending SWP projects.

« The LAO recommends that the Legislature specifyt tB&/P is no longer to incur
operational and maintenance costs for state resneateas, or use SWP funds for these
purposes. These costs should be considered falinwralongside any other budget
requests for the state park system, and be subjéagislative review and approval in the
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annual budget process. In particular, the LAO kbkithat DWR should not incur any
further costs related to the operation of the SRRa&e Perris.

* The LAO also recommends that the Legislature speldt any SWP recreation facilities
that are to be developed or improved under a régylarequirement shall not be
considered eligible state costs under Davis-Dolwibhis approach is consistent with
legislative policy on how regulatory compliance tsoare to be funded. If this recreation
spending is required by a federal, state, or lwegllatory agency as a condition of
approving the construction or operation of an S\&lity, these regulatory costs should
be considered a project cost and paid for by SW#ractors.

Staff Recommendation. Staff recommends that the Subcommittee holditians open.

Action: Held open

3. CALFED General Fund Reductions

LAO Recommendation. The 2009-10 Budget Act includes a total of $14 million from the
General Fund for CALFED. Of this amount, about -ba# ($7.2 million) is for CALFED
program oversighof various state agencies. The majority of theai@mg funding is allocated
to Department of Water Resources (DWR) for a varddt specific CALFED programs. The
General Fund contribution in each of these DWR-adistered programs is only three percent of
the total state funds (including bond funds and SWts) that are spent on these programs.

The LAQO’s analysis indicates that the CALFED pragsain DWR proposed to receive General
Fund support may have merit and work towards aamgeCALFED’s goals. Most of the
programs proposed for General Fund support, sudheadelta levees subventions program,
have existed in some form or another prior to tfeaton of CALFED. In the intervening years
since these programs began, however, multiple hgndources in addition to the General Fund
have become available to support them. This ireduslibstantial increases in available bond
funds, many of which are allocated specificalf\CALFED. Now, the General Fund contributes
less than 3 percent overall to these CALFED program

In light of the magnitude of the state’s Generahdrfiscal problems, the LAO thinks that it is a
good time for the Legislature to reconsider whetbdV/R’'s CALFED activities warrant
continued General Fund support. The LAO believeshsa reassessment of priorities is
reasonable, given the level of support availableCBLFED from other funding sources
(approximately $225 million for 2009-10). The LAfBerefore recommends that CALFED’s
base General Fund budget be reduced by $5.9 mbloreducing or eliminating General Fund
support in two programs: Delta levees and watertffsgency.

Delta Levees: $4.9 Million General Fund Savings. The budget allocates $4.9 million from the
General Fund for levee maintenance and repairsinwitite Delta. This program pertains to
levees outside of the state’s Central Valley fl@mhtrol system, mainly Delta islands, that are
operated by local reclamation districts. While rmpng these levees has some merit, the need
to continue to stabilize levees on many islandshia Delta is currently being assessed as the
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department evaluates alternatives for Delta conweya Therefore, it is uncertain whether
preserving these levees will remain a priority $teite funding. The availability of other fund
sources (mainly bond funds) means that General FRupport can be eliminated without
significantly impacting the program.

Water Use Efficiency: $1 Million General Fund Savings. The General Fund provides $1.4
million of the nearly $27 million budgeted for CAEP water use efficiency programs, mostly
from bond funds. Of the $1.4 million, about $1 lroit is allocated to the California Irrigation
Management Information System (CIMIS), a progranerafed jointly with the University of
California, Davis, intended to assist irrigatoramanaging their water resources efficiently. The
LAO is concerned that the original purpose of tlhegpam, agricultural water efficiency, has
been changed. Many of the 6,000 registered ugdhe ®system are not irrigators, but are water
agencies, researchers, educators, and water camsult In the LAO’s view, General Fund
support for the water use efficiency program camdukiced by $1 million without significantly
impacting the original program scope. The remgr$850,000 of the General Fund support is
used for review of urban water conservation plaamshigh-priority activity for which an
alternative funding source is not likely to be dafalie.

Staff Recommendation. Staff recommends that the Subcommittee take cortsrieom the
department and the public. The Subcommittee mah wo consider these cuts when spring
revenue numbers become known.

Action: None. The Subchair expressed that this item reagWisited after revenue numbers are
public.

Note: The department noted to the Subcommittee thatireditimg the $1 million for Water Use
Efficiency would remove all of the funding for tipepogram. The department also noted that the
Delta Levees program needs about $1 million Gerfewald to administer claims for projects
started before the 2006 bonds were passed.

4. Central Valley Flood Protection Board

Background. Legislation was enacted in 2007 (AB 5 and SBth@) renamed the Reclamation
Board the Central Valley Flood Protection Board §&t). The Board is required to act
independently of the Department of Water Resouacekscontinue to exercise all of its powers,
duties, purposes, responsibilities, and jurisdictidhe membership of the Board increased from
seven to nine members, seven being appointed byGineernor and subject to Senate
confirmation, and two members serving as non-vo#rgfficio members. Salary of the seven
appointed members will be equivalent to the membgtse Air Resources Board. Furthermore,
AB 162 (Wolk, 2007) requires the Board to reviewised safety elements of local
governments’ general plans prior to the adoptiothefamended safety element.

Budget Act. The 2009-10 Budget Act includes $7.5 million General Fund and $1 million
Proposition 1E bond funds for support of the Céntedley Flood Protection Board.
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Finance Letter. The Governor has submitted a spring financerléti would shift $2,190,000
General Fund from the Central Valley Flood ProtectiBoard to the Public Safety and
Prevention of Damage program.

Staff Comment. The Central Valley Flood Protection Board wasated in 2007 and received
funding for the first time in th@008-09 Budget Act. At the time it was understood that all of the
Board’s expenses were not known. Now that it ideustood that the Board can operate with
fewer funds than it was initially appropriated, ttegislature may wish to consider reverting the
additional funds rather than shift them to anoffregram within DWR.

Action: The Subchair directed the department to reporhon many staff the Reclamation
Board had. Also, the Subchair directed the depamtrto report how many new staff the CVFPB
were given in 2008-09 and how many of those staffenransfers from elsewhere in DWR.
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3940 State Water Resources Control Board

Background. The State Water Resources Control Board (SWRCBgoimunction with nine

semi-autonomous regional boards, regulates watalitgun the state. The regional boards—
which are funded by the state board and are umgestate board's oversight—implement water
quality programs in accordance with policies, plaml standards developed by the state board.

The board carries out its water quality responisied by: (1) establishing wastewater discharge
policies and standards; (2) implementing programerisure that the waters of the state are not
contaminated by underground or aboveground tankd; (8) administering state and federal

loans and grants to local governments for the coosbn of wastewater treatment, water

reclamation, and storm drainage facilities. Wadiszharge permits are issued and enforced
mainly by the regional boards, although the statardb issues some permits and initiates
enforcement actions when deemed necessary.

The state board also administers water rights énstate. It does this by issuing and reviewing
permits and licenses to applicants who wish to takéer from the state's streams, rivers, and
lakes.

Budget Act. The 2009-10 Budget Act includes $598.6 million to support the SWRCB i th

budget year. This proposal is approximately $17Biam less than current year expenditure
levels, mainly due to a reduction in bond fundinGeneral Fund appropriation is expected to
stay nearly the same.

Note: No State Water Resources Control Board items w&eussed due to time constraints.
The Water Board will be discussed on May 7, 2009.
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2660 Department of Transportation

The Department of Transportation (Caltrans) constructs, operates, and maintains a
comprehensive state system of 15,200 miles of highways and freeways and provides
intercity passenger rail services under contract with Amtrak. The Department also has
responsibilities for airport safety, land use, and noise standards. Caltrans’ budget is
divided into six primary programs: Aeronautics, Highway Transportation, Mass
Transportation, Transportation Planning, Administration, and the Equipment Service
Center.

Governor's Budget:  The January Governor’'s Budget proposed total expenditures of
$13.0 billion ($1.7 billion General Fund) and 22,186 positions, a decrease of $1.3 billion
and an increase of 50 positions. The primary driver of the year-over-year expenditure
decline is the Proposition 1B program — specifically Prop 1B funding is running out for
the State Transportation Improvement Program (STIP) component. It should be noted
that the Governor’'s January Budget did not include the $964 million appropriated for
Caltrans from the American Recovery and Reinvestment Act (see also issue #1)

Activity: (in millions):

Activity 2008-09 2009-10
Aeronautics $8 $9
Highway: Capital Outlay Support 1,863 1,855
Highway: Capital Outlay Projects 7,091 6,106
Highway: Local Assistance 2,487 2,206
Highway: Program Development 77 77
Highway: Legal 81 81
Highway: Operations 209 209
Highway: Maintenance 1,247 1,300
Mass Transportation 529 423
Transportation Planning 185 173
Administration 485 514
Equipment Program (distributed costs) (217) (253)
TOTAL $14,264 $12,955
Major Funding Sources (in millions):
Fund Source or Account 2008-09 2009-10
Federal Funds $3,662 $3,578
State Highway Account (SHA) 3,453 3,447
Proposition 1B Bond Funds 3,865 2,766
Reimbursements 1,467 1,288
General Fund (Proposition 42 — Caltrans
share) 472 580
Federal Revenue Bonds (GARVEES) 406 622
Public Transportation Account 266 260
Other funds 673 414
TOTAL $14,264 $12,955
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Adopted 2009-10 Framework Budget (SB 1XXX):  In the adopted framework 2009-10
budget, the Legislature removed funding for the following items “without prejudice” for
further subcommittee discussion:

» Diesel Engine Retrofit (Budget Change Proposal (BCP) #6): $53.4 million in
2009-10 and approximately $260 million total over five years.

* Federal Revenue Bonds, a.k.a. GARVEEs (BCP #4): $769.0 million for multiyear
debt repayment of $622 million in 2009-10 borrowing.

» Workforce Development Centers (BCP 15): $1.0 million annually ongoing for
work skills training.
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1. Update on Federal Stimulus Funds. On March 18, 2009, Budget Subcommittee
#2 held an informational hearing on the American Recovery and Reinvestment Act
(ARRA) and examined draft statutory language to implement ARRA in California for
highway and road projects. The following week, the Legislature passed and the
Governor signed AB 20XXX (Bass) to appropriate $2.6 billion in ARRA funds for
transportation. The legislation directed: $935 million to State Operations and
Protection Program (SHOPP) projects (with $310 million of this available for short-
term loans to Proposition 1B projects); $77 million to Transportation Enhancement
projects such as bicycle and hiking trails; and the remainder of $1.6 billion to
regional transportation agencies, cities, and counties. Since the bill was signed, the
following has occurred:

» The California Transportation Commission (CTC) has allocated $625 million in
SHOPP projects. As of April 22, Caltrans has obligated $294 million of these
funds (here, obligated means under contract).

e The CTC approved a “lump sum” allocation of the $1.6 billion in funds directed to
local agencies.

 The CTC approved ARRA Prop 1B loans for four high-priority highway projects:
(1) the 905 in San Diego; (2) the 405 in Los Angeles; (3) the 215 in San
Bernardino; and (4) the 24 (Caldecott Tunnel 4" Bore) in Alameda.

e The CTC has allocated one State Transportation Enhancement (TE) project
costing $2.1 million from the $29 million in the Caltrans TE funds — a final project
list is still pending.

New ARRA Issues. On April 2, 2009, the Administration submitted a Section 28.00
letter to the Joint Legislative Budget Committee (JLBC) to augment Caltrans’ federal
trust fund budget by $32.3 million to distribute federal grants for public transit.
California is expected to receive a total of $1.1 billion in ARRA funds for transit (this
amount is in addition to the $2.6 billion appropriated by AB 20XXX). ARRA also
includes about $1.5 billion in competitive grants, for which Caltrans intends to apply.
Guidelines for the competitive grants are still pending with the federal Department of
Transportation and project awards are expected to arrive early next year.

Technical Adjustment to Federal Funds Appropriation . The revised 2008
Budget Act and the adopted 2009 Budget Act included $200 million in funds
anticipated from federal stimulus to offset any decrease in the SHOPP that would
occur because the budget package included a shift of transportation funds from tribal
gaming to the General Fund. The ARRA appropriation in AB 20XXX was not
adjusted to reflect the funding that had already been provided in the prior legislative
actions.

Staff Comment: Caltrans should update the Subcommittee on the ARRA funds
appropriated by AB 20XXX, the ARRA funds in the Section 28.00 letter, and the
other transportation-related ARRA funds. Caltrans should indicate if further Section
28.00 or Finance Letters are expected this year for ARRA funds, and what technical
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budget adjustments may be warranted to the federal appropriations. Caltrans has
indicated it will apply for its maximum share of federal discretionary grants — the
maximum for one state is $300 million. Caltrans should speak to its strategy for
these competitive grants.

Staff Recommendation: Adopt the technical fix of reducing the federal
appropriation (the SHOPP item) by $200 million to correct the double-counting of
federal stimulus funds in AB 20XXX and the 2009 Budget Act (SB 1XXX).

Action: Approved technical budget fix on a 3-0 vote
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2. Late Reports (Staff Issue). The following reports required by statute, prior budget
acts, or supplemental report language, were overdue as of April 29, 2009:

(a) Surface Transportation Project Delivery Pilot Program (due January 1, 2009).
This report requirement was added by AB 2650 (Chapter 248, Statutes of 2008,
Carter).

(b) State Bond Measure Annual Report (due January 1, 2009). This report
requirement was added by AB 1368 (Chapter 770, Statutes of 2003, Kehoe).

Staff Comment: Caltrans should update the Subcommittee on the status of these
overdue reports. Staff understands it is the practice of Subcommittee #2 to reduce
by 5 percent the administration budget of any department with overdue legislative

reports.

Staff Recommendation: Hold open pending receipt of the overdue reports.

Action: No action taken — Caltrans anticipates thes e reports will be delivered
by May 8.
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3. Caltrans Section 26.00 Violations (Staff Issue). Staff has discovered, and
Caltrans confirms, that the department has been shifting funds among programs
scheduled in the budget act without Section 26.00 reporting. Scheduling in the
budget act is binding on department expenditures, but budget Control Section 26.00
does allow funding shifts among scheduled items with 30-day legislative reporting.
Caltrans calls its process “cross-allocation” and indicates it promotes effective
management when the type of work to be performed by a division and related to that
divisions’ primary function, is better performed by experts in another division. For
example, the 2008 Budget Act scheduled $1.9 billion for Highway Transportation —
Capital Outlay Support (COS), and $77 million for Highway Transportation — Legal;
however, Caltrans “cross-allocated” $16.7 million and 101 positions from COS to
legal. This practice results in a second set of books for Caltrans, with the public
documents indicating a legal budget of $78 million and 172 positions, but in reality,
Caltrans cross-allocated to achieve a real budget of $94 million and 273 positions for
legal.

Bottom-line legal issue.  While the management efficiency of the Caltrans “cross-
allocation” practice can be discussed, the bottom-line is that no legal authority exists
for the Administration to shift funds in this manner without notification to the
Leqislature. Staff is unable to find any statutory or State Administration Manual
(SAM) definition or authority for the practice Caltrans calls “cross allocation” and the
Administration has not provided any reference for legal authority.

Special Concern for the Capital Outlay Support Budg  et. The Caltrans Highway
Transportation — Capital Outlay Support Program is uniquely budgeted because
statute requires the department to zero-base the COS budget annually based on
project workload — the Administration submits a May Revision letter each year to
accomplish this adjustment. To get the best aggregate workload, based on Caltrans
assessment of individual highway and road projects, the letter comes late in the
budget process — in May. Due to the May timeframe and the complexity of the
project-by-project workload, the LAO and legislative staff basically accept Caltrans
workload numbers without detailed review. Cross allocation of funding and positions
out of COS suggest Caltrans might be asking for Engineers and Engineer Techs,
and then shifting that funding for Attorneys and other non-engineer work. The final
expenditures may be justifiable, but the methodology and lack of transparency raise
major concerns.

Special Concern for the Maintenance Budget. During the 2006 budget process,
Caltrans proposed to shift funding and staffing for major maintenance contracts
(including state worker design and oversight) from the Maintenance Division to the
COS Division and SHOPP rehabilitation program. The Legislature rejected this
request and kept the major maintenance funding in the Maintenance Division. This
was done to maintain transparency for maintenance expenditures (because major
maintenance was not consolidated into the SHOPP budget item) and to avoid a
bigger COS May Finance Letter and the time constraints and data issues inherent in
the May COS letter. The cross-appropriation information from Caltrans suggests the
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positions from Maintenance to COS on its second set of books.

Detail on Caltrans “cross-allocations” for 2008-09

$16.7M
101 PYs

189 PYs
Capital
Outlay
Support
(COSs) $6.6M
58 PYs
Division within
Highway Program
In total, COS: $7.5M

Transfers out $57.1M 67 PYs

Transfers in $17.9M

$10.6M
74 PYs

$4.6M
32 PYs

$2.7M
19 PYs

Legal

Division within
Highway Program

Information Technology

Part of
Administration

Civil Rights

Part of
Administration

Various Transfers

Multiple
Divisions

Maintenance

Division within
Highway Program

Planning

Division within
Highway Program

FHEALLA

Various Other
$43.5M
219 PYs
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Division within
Highway Program

$4.8M
35PYs
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Cross Allocation Chart:  The chart on the prior page shows the “cross allocations”
or shifts among divisions scheduled in the 2008 Budget Act. Staff excluded three
Caltrans shifts from the chart: (1) Grant Anticipation Revenue Vehicles (or GARVEE)
bond payments are scheduled in COS, but shifted to Administration for payment —
this suggests a technical correction is needed, but GARVEE debt is elsewhere
displayed in the Governor’'s budget, so there is not a transparency concern; (2)
Audits — centralized auditors are typically funded by the function they audit as they
move within a department — so this shift does not raise concerns; and (3) statewide
shifts such as positions shifted to the Director's Office, the Secretary for BT&H
Agency, and the Governor's Office — while these funding shifts may raise other
transparency concerns, they are statewide issues beyond the scope of this issue.

Staff Comment:  Caltrans has not been able to suggest a legal justification for
“cross allocations” so the department should suggest a fix. The amounts shifted
without legislative reporting are substantial — more that $123 million and 794
positions in 2008-09. This amount is over five percent of the Caltrans state
operations budget. Among the options to fix this problem are the following:

(a) Adjust the Budget Act scheduling to the anticipated expenditures of funds by
each division (a Section 26.00 could later be submitted if additional adjustments
are needed).

(b) Add provisional language to the Budget Act to allow Caltrans to shift a defined
amount of funding between divisions without legislative reporting.

Caltrans will provide a zero-based May Revision Finance Letter on its Capital Outlay
Support workload for 2009-10. This letter should be an accurate representation of
the engineering-related workload (both state worker and contractors) and correctly
adjust for any positions shifts in the past for attorneys or other non-engineering work.

Staff Recommendation:  Take no action at this time. If Caltrans wishes to shift
funds among programs scheduled in the 2009 Budget Act, it should provide a
revised expenditure plan at or before the May Revision. Use of the Section 26.00
process should only be used for unanticipated budget shifts.

Action: Discussion of this issue was deferred to a future hearing at the
request of Caltrans. In the interim, Caltrans will present detail to legislative
staff and the LAO on the department’s proposed reme  dy.
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4. Specialty Building Facilities Appropriation (Sta ff Issue): The Administration
requests an appropriation of $56.0 million (State Highway Account) in 2009-10 for
specialty building facilities such as equipment shops, maintenance stations, material
labs, and traffic management centers — these facilities are part of the SHOPP
approved by the California Transportation Commission. The Budget Act includes a
separate item of appropriation for better transparency and budget tracking.

Caltrans violation of Provision Language: Provision language in the Budget Act
restricts expenditures for specialty facilities to the amount specifically appropriated
for that purpose in the “303” appropriation item. Specifically, language in the main
SHOPP appropriation (the “302” item) says “No funds appropriated in this item are
available for expenditure on specialty building facilities.” Despite this prohibition,
SHOPP documents indicate the department is spending funds from the “302” item
on specialty facilities (specifically for right-of-way acquisition).

Excess appropriations for specialty facilities: Part of the reason for the separate
specialty facilities appropriation is to make sure that the department appropriately
prioritizes on-road investments and off-road investments. For example, good
highway pavement would generally be a higher priority that good pavement at an
employee parking lot at a maintenance station. Caltrans and the CTC also
recognize this prioritization and in recent years have deferred certain specialty
facility projects; however, these deferrals are not recognized in the budget request.
With the amount approved in 2009 Budget Act and carry-over funds from prior years,
there is about $108 million available for specialty facilities expenditures in 2008-09
and 2009-10. However, discussions with Caltrans suggest the Department may only
obligate about $77 million through June 2010. This would suggest an excess of
about $31 million. Caltrans requests that a contingency of $20 million be maintained
for a project in litigation and for possible cost overruns.

Updates from Caltrans: Caltrans indicates that they inadvertently scheduled right-
of-way funding for specialty facilities in the wrong appropriation item — so the amount
of $3.7 million should be shifted to the correct item. Additionally, Caltrans believes
the appropriation could be reduced by $11.2 million and still provide sufficient
funding for all planned projects and for a prudent contingency of $20 million.

Staff Comment: The appropriation provides three years of availability to encumber
the funds; however, with projects deferred it is unclear why the proposed budget
includes authority beyond planned expenditures. This also reduces budget
transparency as more expenditures are indicated in the budget than Caltrans
anticipates spending.

Staff Recommendation: Reduce the specialty facilities’ appropriation by
$11.2 million to tie funding to planned projects and a prudent contingency reserve.
Approve a technical shift to correctly budget right-of-way for specialty facilities.

| Action: Adopted staff recommendation on a 3-0 vote
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5. Proposition 1B: The 2007 Budget Act; the 2008 Budget Act; and other associated
legislation have appropriated a total of $9.3 billion, or 47 percent, of total Proposition
1B funds. In January, the Governor requested $3.4 billion of total Prop 1B funds for
2009-10 - this amount was included in the 2009 Budget Act (SB 1XXX). However,
the Administration had also requested an increase of $1.5 billion in a mid-year
augmentation to the 2008 Budget Act for transit and for local streets and roads Prop
1B funds — these increases were rejected pending budget subcommittee review.
The status of Prop 1B funds as of March 31, 2009, is as follows (dollars in millions):

Total Allocations Additional
Total 1B Approp'd through Approp Budget
Proposition 1B Category Amount to date Mar 30 ‘09 withheld Entity
Transportation Categories appropriated within the C altrans Budget:
Corridor Mobility
Improvement Account
(CMIA) $4,500 $3,635 $1,514 Caltrans
State Transportation
Improvement Program
(STIP) $2,000 $1,955 $1,072 Caltrans
State Highway Operations
and Preservation Program
(SHOPP) $500 $448 $261 Caltrans
State Route 99
Improvements $1,000 $547 $19 Caltrans
Local Bridge Seismic
Retrofit $125 $66 $21 Caltrans
Intercity Rail $400 $383 $96 Caltrans
Grade Separations $250 $247 $6 Caltrans
Traffic-Light Synchronization $250 $245 $47 Caltrans
Trade Infrastructure $2,000 $903 $91 Caltrans
State/Local Partnership $1,000 $400 $0 Caltrans
Transportation Categories appropriated in other Dep artments:
Shared
Local Streets & Roads $2,000 $1,287 $998 $700 | Revenues
State
Transit
Transit $3,600 $1,300 $530 $800 | Assistance
Air Quality and Transportation Security Categories appropriated in other Departments:
Air Res.
School Bus Retrofit $200 $196 $191 Board
Trade Infrastructure Air Air Res.
Quality $1,000 $750 $250 Board
Emerg Mgt
Port Security* $100 $99 $41 Agency
Emerg Mgt
Transit Security* $1,000 $304 $101 Agency
TOTAL $19,925 $12,766 $5,238 $1,500
* These Prop 1B Appropriations are heard in Subcommittee #4.
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While over 60 percent of Prop 1B funds have been appropriated by the Legislature,
only about 26 percent have been allocated (or made available for expenditure) to
project sponsors. One factor that slowed allocations was the infrastructure funding
freeze that started in December 2008 due to the inability of the Treasurer to sell
bonds in the face of the banking crisis and California’s budget problems.

Background on Proposition 1B Appropriations: After voters approved
Proposition 1B in November 2006, the Administration requested that the Legislature
approve three-year’'s worth of appropriation authority up front (i.e., the Administration
wanted the Legislature to fully appropriate all the funding needed for planned
allocations in 2007-08, 2008-09, and 2009-10). The Legislature rejected this
multiple-year appropriation because it would reduce oversight of the annual
expenditure plan. However, the Legislature has generally appropriated Prop 1B
funds each year to match the cost of the projects that are ready-to-go to
construction. In keeping with this precedent, the amount appropriated for 2009-10
should reflect that amount Caltrans can demonstrate is needed for ready-to-go
projects, but not more.

Detail on the Administration’s 2008-09 mid-year Bud  get Request:. As part of the
budget special session, the Administration requested $1.5 billion in additional Prop
1B appropriations. This funding was rejected pending subcommittee review and
analysis of federal stimulus funding. The specific bond programs were: (1) Local
Streets and Road - $700 million, and (2) Transit - $800 million. These Prop 1B
programs are both formula-based allocations and the funding is allocated in advance
of expenditures instead of as a reimbursement. Both of these categories are
receiving large amounts of federal stimulus funds ($1.1 billion for transit and about
$640 million to cities and counties for local streets and roads), and it is unclear that
there is project capacity (projects ready to go) to merit these additional Prop 1B
appropriations. Note, if the State allocates bond funds prematurely, an additional
interest cost is incurred.

Recent bond sales: Since the Legislature approved a budget package in February,
the Treasurer has been successful in selling general obligation bonds. In March, the
Treasurer sold $6.5 billion in bonds and on April 21, he sold $6.8 billion. The
Administration indicates that the April bond sale will allow all ready-to-go Prop 1B
projects to proceed to construction through about September 2009.

Staff Comment: The Administration should update the Subcommittee on the Prop
1B program, including: (1) success to date in moving projects to construction; (2) the
impact of the recent bond sale for Prop 1B projects; and (3) the desirability of
additional Prop 1B appropriations for transit and local streets and roads in light of
ARRA funds directed to the same purposes. This hearing would also be an
opportunity for transit advocates and local government representatives to speak to
the desirability of additional Prop 1B appropriations for their projects.
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Since the Air Resources Board is also at this hearing, the Subcommittee may want
to received an update on their Prop 1B programs and success in moving projects to
construction.

Staff Recommendation:  Take no action to augment Prop 1B funding at this time —
revisit after the May Revision as warranted.

Action: No action taken — the Administration indic ated it is still reviewing
appropriations for the Prop 1B components of (1) lo cal streets and roads and
(2) transit. The Administration will submit a May Finance letter if it chooses to
request a funding change.
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6. GARVEE Bonds (BCP #4). The January Governor's Budget proposed an
appropriation of $769 million to fund the full multi-year debt repayment for Grant
Anticipation Revenue Vehicles (GARVEE) bonds that Caltrans would like to issue in
2009-10. GARVEE bonds are revenue bonds backed by future federal
transportation funding. The use of GARVEE bonds accelerates projects that would
otherwise be delayed because of insufficient transportation funds, saving
construction-inflation costs, and delivering the projects faster to travelers. The
January Governor's Budget proposed to use GARVEE financing to advance three
State Highway Operations and Protection Program (SHOPP) projects. The
appropriation was pulled from the 2009 Budget Act (SB 1XXX), without prejudice, to
allow for further budget subcommittee review. The funding was pulled because it
was unclear at that time: (1) whether federal stimulus funds would reduce the need
for GARVEE financing; and (2) whether additional revenue would materialize from a
proposed increase in the gasoline and diesel excise tax.

Background on past use of GARVEEsS. Existing statute allows the California
Transportation Commission to authorize GARVEE projects up to a level where
GARVEE debt service reaches 15 percent of annual federal funding. GARVEEs
have been appropriated in two prior state budgets. The 2004 Budget Act
appropriated $783 million for GARVEE debt service — the principal of approximately
$660 million was used to accelerate eight State Transportation Improvement
Program (STIP) projects. The 2008 Budget Act appropriated $181 million for
GARVEE debt service — so far $98 million of the $141 million principal amount has
been used to accelerate two SHOPP projects. Debt service for the two prior debt
issuances is still low relative to base federal funding — less than three percent in
2009-10.

Update from the Administration : The Administration has revised its GARVEE
proposal in light of federal stimulus funds. The updated GARVEE plan includes two,
instead of three, SHOPP projects. The revised funding request is $675 million and
the two projects are: (1) San Francisco US 101 Doyle Drive, and (2) Bridge
replacement project in Long Beach, at Schuyler Heim Bridge.

Staff Comment: The Administration should outline their revised GARVEE proposal
for the Subcommittee. Staff notes that this GARVEE request is consistent with past
requests approved by the Legislature and the cumulative GARVEE debt load would
be well within the limits in statute.

Staff Comment:  Approve the revised GARVEE request of $675 million, which
would allow the Doyle Drive and Schuyler Heim Bridge projects to move forward.

Action: Approve the revised GARVEE requeston a 3- 0 vote.
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7. Big Picture: Environmental Mitigation Efforts (I nformational) . Each year, the
Caltrans budget includes funding related to equipment retrofit, stormwater
management, and other initiatives to mitigate environmental impacts. Since
Caltrans has been moved to Subcommittee #2, which is also responsible for
departments whose primary role is environmental mitigation, Caltrans environmental
mitigation efforts may benefit from increased legislative oversight. To provide a big
picture view of the various Caltrans environmental mitigation efforts, some of the
major ongoing components are presented here:

» New Construction: Employing stormwater best-management-practices into new
construction projects (State Transportation Improvement Program (STIP) and
State Highway Operations and Protection Program (SHOPP)) totals about 4 to 5
percent of the overall project costs (around $380 million annually).

» Maintenance of Stormwater Mitigation: The budget separately appropriates

$96 million in 2009-10 for the maintenance of stormwater systems.

Use of Recycled Tire Rubber in Pavement: Caltrans purchased rubberized hot

mixed asphalt in 2008 that included approximately 3.9 million recycled tires.

Litter Pickup: Caltrans currently spends $60 million annually on litter pickup.

Equipment Retrofit: About $63 million is requested for 2009-10 (see issue on

next page for detail).

Environmental Enhancement and Mitigation Program (EEMP): The Governor’'s

Budget includes $10 million in 2008-09 consistent with the historic funding level.

Alternative Fuel Usage: Caltrans reported that its alternative fuel usage

increased over 400 percent in the July 2008 through March 2009 period relative

to the prior measuring period. This is about three percent of total fuel usage.

» Fish Passage: Caltrans indicates that SHOPP projects that involve waterways
inhabited by fish are designed to fix any legacy fish passage barriers. Caltrans
indicates it will perform surveys and repair of additional fish passages to the
extent external funding is identified.

A\

YV V VY

Funding for Environment Mitigation: As indicated above, Caltrans expends more
that $600 million each year to mitigate the environmental impacts of the
transportation system. Most of these activities are new or expanded since the
excise tax on gasoline and diesel was last raised in 1994. The funds directed to
these activities would otherwise be available for the under-funded SHOPP. While
Prop 1B and now federal stimulus funds have provided some temporary funding
relief, over the long-term, the Legislature may want to consider new revenue sources
to fund the expanding environmental mitigation efforts. For example, an
environmental-mitigation fee of three to four cents on gasoline and diesel would be
sufficient to fund Caltran’s current activities.

Staff Comment:  The Subcommittee may want to hear from Caltrans on the
ongoing environmental efforts outlined above, funding issues, and any additional
ongoing efforts Caltrans wants to describe. A Budget Change Proposal related to
equipment diesel retrofit is the issue on the following page.

Staff Recommendation:  This is an informational issue — no action is required.

IAction: No action taken — informational issue. |
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8. Diesel Retrofit and other Mitigation (BCP #6) . The Administration submitted a
January budget for $53.4 million (State Highway Account) to replace or retrofit 1,161
vehicles and pieces of equipment. This includes both on-road and off-road vehicles.
Caltrans indicates this budget augmentation is necessary to comply with State Air
Resources Board (ARB) and South Coast Air Quality Management District
(SCAQMD) regulations. This funding was pulled from the 2009 Budget Act (SB
1XXX), without prejudice, to allow further review in the subcommittee. The funding
was pulled because this is the start of a new round of retrofit that may cost about
$260 million over five years.

LAO Comment:

ARB Issues: The Legislative Analyst indicates that compliance with diesel rules
is much more costly than planned — the ARB had estimated the total cost for the
entire state fleet at $60 million. Additionally, in some cases, such as for off-road
vehicles, even new replacement vehicles must be retrofitted with particulate
matter traps. Because most such devices are too large to easily fit onto the
department’s trucks, Caltrans is requesting staff to modify and rebuild some of its
vehicles. Caltrans concluded, based on its discussions with ARB that this
expensive and difficult process is the only way to achieve compliance. If ARB
found the technology does not exist to complete this type of retrofit at a feasible
cost, it could amend its regulations.

SCAQMD Issues: The SCAQMD regulations require that Caltrans use
alternative energy sources (such as natural gas) for vehicle replacement in the
district. Natural gas vehicles cost about $100,000 more than an ARB-compliant
new diesel truck. Caltrans has been complying with this SCAQMD requirement,
but the ARB rules will also require Caltrans to retrofit a portion of the existing
diesel fleet in SCAQMD. Absent the SCAQMD rules, Caltrans would do more
diesel replacement in that district and less diesel retrofit. Caltrans will be
pursuing the less cost-effective retrofit, in order to avoid the higher cost natural
gas vehicles in the SCAQMD. (Caltrans indicates an additional cost of $14.2
million if they pursued alternative-fuel vehicle replacement in SCAQMD instead
of the proposed diesel retrofit.)

LAO recommendations: The LAO recommends that Caltrans and the ARB report
at the hearing:

* Any changes to the statewide and regional air quality regulations that should
be made to allow the state to reach its air quality goals in a cost-effective
manner.

* Any legislation needed to allow the state to take a more cost-effective
approach to comply with these air quality rules. This could include changes in
the way the ARB and SCAQMD implement their air quality rules.

* How Caltrans can comply with these air quality requirements, over multiple
years, in the most cost-effective manner.
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* The steps Caltrans can take that are technologically feasible to comply with
these air quality rules and what actions are not technologically feasible.

« The number of Caltrans vehicles that provide emergency services and
whether or not these vehicles have been (and can be) exempted from the
regulations.

Revised Request: Since the January budget proposal and the LAO Analysis, there
have been several meetings among Caltrans, ARB, LAO, and legislative staff.
These meetings have resulted in a consensus between Caltrans and ARB about the
options Caltrans has in complying with the ARB rules. Caltrans indicates that
compliance with ARB rules can be achieved with a slightly smaller level of
retrofits/replacements in 2009-10. The modified request is $5.4 million less, but it
should be noted this represents a deferral of costs instead of long-run cost savings.

Staff Comment: The ARB is also noticed for this hearing, so that department, along
with Caltrans can explain the regulations and the proposed solutions. Both
departments should update the Subcommittee on any conclusions that may have
been revised since Caltrans submitted the BCP, and be prepared to respond to all
the issues raised by the LAO. Staff also understands that the South Coast Air
Quality Management District will have a representative at the hearing.

The multi-year Caltrans costs of diesel retrofit/replacement is estimated at
$260 million, and it is unfortunate that cost is significantly higher than the original
ARB estimate. ARB, however, notes there is a high cost of diesel pollution for
human health and the environment. For the SCAQMD issue, Caltrans should
explain their decision to opt for diesel retrofit instead of alternative-fuel vehicle
replacement in terms of cost savings and pollution mitigation.

Staff Recommendation:  Approve the revised budget request of $48 million (this is
the original request of $53.4 million minus the $5.4 million in deferred retrofit).

Action: Alternative motion to reject the revised a dministration request was
moved by Senator Benoit and defeated on a 1-2 vote. Main motion by Senator
Lowenthal to approve the revised administration req uest was passed on a 2-1
vote with Senator Benoit voting no.
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9. Fuel Budget (BCP # 1) . The 2008 Budget Act included a permanent funding
increase of $21.3 million (State Highway Account) for Caltran’s fuel costs to bring
fuel funding from a base of $2.04 per gallon to $3.55 per gallon. Caltrans estimated
it would use approximately 13.5 million gallons of fuel in 2008-09. In this year’s
BCP#1, Caltrans indicates it will use 13.6 million gallons of fuel in 2009-10 and
estimates fuel will cost $3.52 per gallon. The estimates for 2009-10 result in a
budget reduction of $373,000. This $373,000 budget reduction was included in the
2009 Budget Act (SB 1XXX). The total Caltrans fuel budget in SB 1XXX is
$47.8 million.

Staff Comment: The Caltrans estimate of $3.52 per gallon of fuel was produced in
the fall when fuel prices were still comparatively high. Fuel prices have fallen
dramatically since last fall and an additional reduction seems warranted. For
example, if the forecast fuel price is reduced to $2.50 per gallon, a budget reduction
of $13.9 million would be warranted. Caltrans should update the fuel budget to
recognize current projections of fuel prices.

Staff Recommentation:  Keep issues open — staff understands the Administration
will review fuel prices as part of the May Revision process and submit a budget
adjustment at that time as warranted.

Action: No action — kept open for May Revision for anticipated Administration
revision to the budget request.
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10. Tort Payments (April Finance Letter). The Administration requests a permanent
increase of $20.0 million (State Highway Account) to fund tort payments. In a
Section 26.00 letter dated April 3, 2009, the Department of Finance reported to the
Joint Legislative Budget Committee (JLBC) that Caltrans has requested a shift of
funding among programs of $17.7 million in order to pay higher-than-budgeted tort
claims in 2008-09 (the JLBC approved the request). While the budget for tort claims
has remained unchanged in recent years at $53.6 million, Caltrans has had to shift
budget resources in four of the past five years to pay tort claims. The historic tort
budget funding and actual expenditures (in millions) are outlined in the following
table.

: Actual
Budget Funding Expenditures Shortfall
2000-01 $41.4 $65.1 $23.7
2001-02 41.4 62.4 21.0
2002-03 41.4 37.5 -3.9
2003-04 41.4 32.7 -8.7
2004-05 41.4 50.3 8.9
2005-06 41.4 66.7 25.3
2006-07 53.6 51.5 -2.1
2007-08 53.6 72.9 19.3
2008-09* 53.6 71.3 17.7
2009-10** 73.6 73.6 0

* Estimate
** Budget funding is an April Finance Letter request

Detail on this year's Section 26.00 request for Tor t: When Caltrans has tort
judgements and settlements in excess of the budgeted amount, the department
typically makes a Section 26.00 request to shift funds from other budget areas.
Some of the funds shifted represent administrative savings and do not affect the
highway system. However, in some years, Caltrans has reduced pavement
maintenance contracts to generate savings for the tort redirection. This raises
concerns due to the cost efficiency of pavement maintenance activities. This year’s
Section 26.00 request originally shifted $11.17 million from major pavement
maintenance contracts (deferring eight projects that would treat approximately 232
lane miles throughout the state), but Caltrans has since found other savings and
their revised request does NOT include the deferral of pavement maintenance work.

Staff Comment: Last year's and this year’'s Section 26.00 letters suggest tort is
under-funded for actual liabilities. Given this recent history, the $20 million increase
in the tort budget seems justified. Should actual tort costs fall below the budgeted
level, budget bill language allows the savings to be available for expenditures for the
State Highway Operations and Protection Program (SHOPP).

Staff Recommendation:  Approve the April Finance Letter.

Action: Approved Finance Letter on a 3-0 vote.
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11.Workforce Development (BCP # 15) . The January Governor's Budget requested
a permanent increase of $1 million (half federal funds, half State Highway Account)
in grants to local non-profits for workforce development training in the transportation
area. This would be in addition to a one-time federal grant of $1.2 million that
Caltrans recently received for this purpose. As a new program, the $1.0 million in
the BCP was excluded from the 2009 Budget Act (SB 1XXX).

Proposal Detail: The department indicates the $1 million would be used to fund
five workforce development centers ($200,000 each). These centers would provide
pre-apprentice level training to up to 300 people each year. The training would
teach “soft skills” such as how to show up to work on time, how to dress properly for
a job, how to properly wear a hardhat, and how to use a tape measure. Some basic
carpentry skills and other skills, such as truck driver training, would also be taught.
Graduates would receive job placement assistance.

LAO Comment: The Legislative Analyst believes the proposal should be rejected,
because the activities to be funded in part with State Highway Account (SHA) dollars
are beyond the scope of Caltran’s core mission and duplicative of other state labor
training programs.  Additionally, the LAO raises concern over whether this
expenditure would be a constitutionally allowable use of SHA dollars.

Staff Comment: The funds proposed for this purpose would otherwise be available
for the State Highway Operations and Protection Program (SHOPP). So at the
margin, this proposal would shift funds available for construction jobs to job training.
The one-time federal grant of $1.2 million for this purpose was a competive grant
available for only this purpose. Caltrans indicates it would compete in the future for
other grants of this nature.

Caltrans should be prepared to outline problems with the transportation workforce
that this proposal seeks to remedy. What positions are left vacant at Caltrans for
lack of qualified applicants and what positions are contractors having difficulty filling.
What broader efforts does Caltrans feel are needed to prepare tomorrow’s
transportation workforce.

Staff Recommendation:  Approve the request, but change it to two-year limited
term. Add supplemental report language that would quantify the success of the
program to aid a future decision about whether it should be made permanent.

Action: Approved Staff Recommendation on a 2-1 vot e with Senator Benoit
voting no.
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2670 Board of Pilot Commissioners for the Bays of S  an Francisco,
San Pablo, and Suisun

The Board of Pilot Commissioners for the Bays of San Francisco, San Pablo, and
Suisun (Board) licenses and regulates maritime pilots who guide vessels entering or
leaving those bays.

The January Governor's Budget proposed expenditures of $2.9 million (no General
Fund) and 2.5 positions — an increase of $400,000 and no change in positions. The
Board is wholly funded through fees on shippers. The year-over-year budget change is
primarily explained by a one-time $600,000 increase for Attorney General fees related
to legal defense of the Cosco Busan allision (see also the discussion below). The 2009
Budget Act (SB 1XXX) included funding for the Board as requested by the Governor.

(see next page for issues)
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1. Report on Cosco Busan Reforms (Informational issue ): Last year, the
Legislature approved Supplementation Report Language as follows:

The Board of Pilot Commissioners shall report to the Joint Legislative Budget
Committee and the appropriate policy committees of each house of the
Legislature by March 1, 2009, regarding its process for making mental fithess
determinations and the related appeals process. The board shall also update
the Legislature on its process review, as well as significant policy and process
changes related to the Cosco Busan incident.

Background: In November 2007, the Cosco Busan tanker hit a tower of the Bay
Bridge spilling oil into the bay. Press reports suggested the cause was pilot error
and that the pilot had health issue that raised questions about his fithess for the job.
Since the Board licenses pilots, questions have arose over the rigor of the Board’s
evaluation of pilots to test for health and fitness, and the Board’s response to pilot
misconduct charges.

Preliminary Draft Report : A preliminary draft report was provided to staff
indicating, among other things:

Medical Oversight:

» Pilots are now mandated to report all medications.

» The Commission has formed a "Pilot Fitness Committee" to conduct a
comprehensive review of the standards used to determine the fitness of pilots
licensed by the Commission, the procedures used to determine that fitness, the
qualifications of physicians used, and appeal procedures to protect both public and
individual rights.

Pilot Training and Navigational Technology:

 The Commission has formed a "Navigation Technology Committee” to evaluate
the scope of the types of electronic charts found on ships in the Bay Area, and to
evaluate the possible use of "Portable Pilot Units".

Pilot Investigation Procedures:

« SB 1627 (Wiggins), discussed below, included changes in the Commission's
investigation procedures. The Commission is implementing those changes and
continues to review procedures for possible areas of improvement.

Staff Comment:.  The Commission should briefly update the Subcommittee on
recent reforms.

Staff Recommendation:  Informational issue — no action necessary.

Action: Informational issue — no action.
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2. New Assistant Director Position (April Finance L etter #1): The Administration
requests $242,000 (Board of Pilot Commissioners’ Special Fund) and 1.0 new
permanent position to implement certain reforms required by SB 1627 (Chapter 567,
Statutes of 2008, Wiggins). Also included in the funding is a six-month limited-term
attorney position. SB 1627 is intended to provide a measure of legislative oversight
and administrative responsibility to the Board of Pilot Commissioners in the wake of
the November 2007, Cosco Busan oil spill in the San Francisco Bay. Among other
provisions, SB 1627 moves the Board into the Business, Transportation and
Housing Agency, and establishes a new Assistant Director Position who serves at
the pleasure of the Governor (the existing Executive Director position serves at the
pleasure of the 7-member Board, members of which are appointed by the Governor
and confirmed by the Senate).

Staff Recommendation:  Approve the April Finance Letter.

Action: Approved Finance Letter on a 2-0 vote with Senator Benoit not voting.
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2665 High-Speed Rail Authority

The California High-Speed Rail Authority (HSRA or Authority) was created by Chapter
796, Statutes of 1996, to direct development and implementation of inter-city high-
speed rail service that is fully coordinated with other public transportation services. The
cost to build the initial phase (from San Francisco to Anaheim) is currently estimated by
the HSRA to cost $34 billion (in 2008 dollars) — this includes a contingency, calculated
at 30 percent of construction costs, as well as an allowance for environmental impact
mitigation, calculated at three percent of construction costs.

January Budget : The January Governor's Budget included funding of $125.2 million
for the HSRA (all High-Speed Passenger Train Bond Fund). The 2009 Budget Act (SB
1XXX) reduced the HSRA budget down to base staff funding of $1.8 million, without
prejudice to the merit of the request, to allow for a thorough subcommittee review of the
budget. Since the Safe, Reliable High-Speed Train Bond Act for the 21% Century
(Proposition 1A) was approved by voters in November 2008, the HSRA has $9 billion in
bonding authority to begin implementation of the system. This transition from a small-
budget study organization to a multi-billion dollar engineering and construction entity
requires additional discussion with regard to the structure of the Authority and
management and implementation of the high-speed rail project.

April Finance Letters: The Administration additionally submitted April 1 Finance
Letters to augment the HSRA budget by $14 million for additional contract costs,
bringing the total request for 2009-10 to $139.2 million.

March 17, 2009 Senate Transportation and Housing Co mmittee Hearing: On
March 17, 2009, the Senate Transportation and Housing Committee held an
informational hearing with a focus on the Legislative Analyst's Office’s analysis of the
HSRA's proposed $125.4 million budget for 2009-2010, and state government’'s
response to the $8 billion provided for high-speed rail by the federal stimulus program,
the American Recovery and Reinvestment Act of 2009. Some of the information in this
agenda is derived from this prior hearing.

Pooled Money Investment Account (PMIA) loans: Since the March 17 policy
committee hearing, the State Treasurer has been successful in selling general
obligation bonds and the HSRA has received a PMIA loan to pay contract expenses in
2008-09.
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Issue Proposed for Discussion:

1.

Implementation of a Transportation Mega-Project. As was alluded to in the
introduction, the HSRA is tasked with quickly transforming itself from a small-budget
study organization into a multi-billion dollar engineering and construction entity. This
challenge is compounded by the fact that the high-speed rail project is a mega-
project like the San-Francisco Oakland Bay Bridge or the “Big Dig” in Boston — these
projects have few peers in scope and complexity. Mega projects often experience
large cost escalations and schedule delays. With this great challenge in mind, the
Legislature has explored different structural models to increase the chances of
successful implementation. Last year's SB 53 (Chapter 612, Statutes of 2008,
Ducheny) requires the California Research Bureau to analyze the state’s rail
management structure and report recommendations by May 1, 2009. Other bills in
the current legislative session look at consolidation of rail functions at Caltrans and
the HSRA, and other project implemention and oversight issues.

Administration’s Implementation Plan: The Administration is not proposing any
government reorganization in the area of rail. In terms of implementation of the
high-speed system, the Administration proposes to contract for engineering and
design, and then contract with other consultants for oversight of those original
contracts. The rational for this model is that the Authority should avoid developing a
large permanent organizational staff because the project is a one-time endeavor,
requires highly specialized skills, and will require limited ongoing support. On the
basis of this approach to project management, the HSRA is relying upon outside
consultants to provide both technical and managerial services. The counter to this
argument is that this model is the historic information-technology (IT) model that has
often been unsuccessful. In fact, the Administration is currently proposing an IT
reorganization that would in-source oversight of state IT projects to the Office of the
Chief Information Office (OCIO).

The Business Plan suggests the HSRA will be completing the preliminary
engineering and environmental review over the next three years, after which right-of-
way acquisition and construction will commence. However, the federal stimulus
funds may accelerate the start of right-of-way acquisition.

Administration’s Funding and Timeline: The following two tables show the
Authority’s anticipated funding sources and timeline for implementation:

Funding Sources - Billions of 2008 Dollars

5120-%516.0

* HSRA graphic
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Implementation and Construction Timeline

corripHelad Program-Laved EIRVELS

underway Profect-Specific Emvironmenial Analyses, Preliminary Design

- Final Design and Construction
Y I S " S S

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

* HSRA graphic from Business Plan

Issue raised by the LAO: The Legislative Analyst raised several concerns with the
HSRA Business Plan, which was required by statute and released in November
2008. The LAO indicates that the report includes, to some degree, each of the
statutorily required elements, the information provided is very general and does not
provide specifics that are included in the typical business plans. The LAO lists
details absent from the Business Plan in the table on the next page and
recommends that the Authority expand on its Business Plan to include the missing
detail (see table on next page).

The LAO recommends:

(1) that the Legislature withhold budget funding for 2009-10, until the additional
information is provided,;

(2) that the Legislature require the authority to adopt project selection and
evaluation criteria to ensure that bond funds are used efficiently and that they deliver
projects with immediate mobility benefits; and

(3) that the Legislature enacts legislation directing the authority to provide an annual
report to the Legislature at the time the Authority submits its annual budget.
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LAO Report: Business Plan Fails to Provide Many Det  ails

Statutory Requirements Sample of Missing Details

Description of the anticipated system What are the expected service levels?
What is the assumed train capacity?

Forecast of patronage, operation & capital How are ridership estimates projected?
costs
What is the operating break-even point?
How will costs be distributed by segment

route?
Estimate of necessary federal, state, and How would funds be secured?
local funds

What level of confidence is there for
receiving each type of funding?

Proposed construction timeline for each What is the proposed schedule, by segment,
segment for completing design/environmental
clearance?

For beginning/completing construction

Discussion of risks and mitigation strategies How would each type of risk impact the
project?
What specific mitigation strategies are
planned to be deployed?

Source: Legislative Analyst’'s Office

Staff Comment: The HSRA should address the issues in this agenda item. The issues
include:

* What department structure and project oversight model maximize the chances
for successful implementation? What advantages and disadvantages does the
Authority see if the HSRA and the Caltrans Division of Rail were to be
consolidated into a new department? Why has the Administration foregone the
option of using state staff, such as rail engineers at Caltrans, to in-source design
and engineering contract oversight and to provide project management?

* What missing details cited by the LAO have since been provided by the HSRA?
What is the HSRA response to each of the individual concerns raised by the LAO
in the above table?

* What functions should the HSRA add internally as the project ramps up? For
example, HSRA does not currently have an accounting section — that function is
performed by the California Highway Patrol under an inter-agency agreement.

Staff Recommendation:  Hold open for additional review.

Action: No action taken, but the Subcommittee reque  sted the following
information from HSRA by May 8: (1) detail on the statutory impediments to the

HSRA adding new staff with higher-salary classifica  tions; (2) a description of the

management structure needed to successfully impleme nt the project; and (3) a
two to three page summary of the contractor deliver ables for 2009-10.
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2. Federal Stimulus Funds. The federal American Recovery and Reinvestment Act
(ARRA) includes over $8 billion for high-speed rail and other rail investments.
California is ahead of other states in terms of having a completed Program Level
Environmental Impact Report / Environmental Impact Statement (EIR/EIS), and in
having $9 billion in state funds already approved for the project. Hopefully California
can use these advantages to obtain a significant share of federal funds. In addition
to the $8 billion in stimulus funds dedicated to high-speed rail, President Obama has
proposed in his budget plans $1 billion annually for the next five years.

Last year’s federal Passenger Rail Investment and I  mprovement Act of 2008:
The federal stimulus program allocates $8 billion for high-speed rail projects under
the terms and conditions of existing federal law. In the case of the high-speed rail
funds, the money will be allocated through program categories established by the
Passenger Rail Investment and Improvement Act of 2008 (PRIIA). There are three
categories of funding in PRIIA:

» High-speed rail corridor development grants
* Intercity passenger rail service corridor capital assistance
» Congestion grants for corridors in which Amtrak service operates.

US Department of Transportation (US DOT) Strategic  Plan for ARRA funds: To
ensure there is a consistency between the policies of PRIIA and the stimulus act,
Congress directed the Secretary of Transportation to prepare a strategic plan. On
April 16, 2009, the US DOT released this plan. This plan does not provide any
specifics to suggest how much of the funds California might receive.

US DOT Interim Guidelines for ARRA funds: By June 17, 2009, the FRA will
issue interim guidelines that will outline the specific selection criteria and other
conditions governing the submittal of applications for stimulus funds for high-speed
rail. Projects that are awarded grants must be under contract by 2012.

Possible Projects for federal ARRA funds: The HSRA has sent a letter to
Senator Dianne Feinstein identifying projects that may be ready for funding,
although the projects have not been developed by the HSRA. A revised list of
projects, with a total value of $3.6 billion was circulated at the HSRA’s March
meeting. Attachment | is the revised list of projects prepared by its staff. This list
totals $3.6 billion and includes $1.5 billion for statewide high-speed rail projects and
$2.1 billion for regional projects complementing high-speed rail.

Substitution of federal funds for state bond funds. The HSRA letter indicates
some of the federal funds may be available for design and engineering work that
would otherwise be funded from Proposition 1A. Accordingly, the Subcommittee
may want to consider the addition of budget bill language to allow a substitution of
federal funds for Prop 1A funds. Such a substitution would only occur to the extent it
was allowable under the federal program. The state bond funds would still be
available for the project in future years, but the state General Fund would see
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reduced interest costs. The language, based on existing Caltrans language, could
read as follows:

Notwithstanding any other provision of law, funds appropriated in this item from
the High-Speed Train Passenger Train Bond Fund, to the extent permissible
under federal law, may be reduced and replaced by an equivalent amount of
federal funds determined by the High-Speed Rail Authority to be available and
necessary to comply with Section 8.50 and the most effective management of
state high-speed rail transportation resources. Not more than 30 days after
replacing the state funds with federal funds, the Director of Finance shall notify in
writing the chairpersons of the committees in each house of the Legislature that
consider appropriations and the Chairperson of the Joint Legislative Budget
Committee of this action.

Staff Comment: The HSRA should update the Subcommittee development that
have occurred with federal stimulus funding since the March 17, 2009, Senate
Transportation and Housing Committee hearing. The Administration should also
comment on the desirability of adding the budget bill language to allow substitution
of federal funds for state bond funds.

Staff Recommendation:  Adopt new budget bill language to allow the substitution
of federal funds for State bond funds.

Action: Approve draft budget bill language on a 3- 0 vote.
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3. Budget Change Proposals and April Finance Letter s. The updated
Administration budget request (including April Finance Letters) requests a total of
$139.2 million from Proposition 1A bond funds. Of this request, $1.9 million is for
state staff and operations and $138.0 million is for contract work. All of these
requests were excluded from the 2009 Budget Act (SB 1XXX) to allow for a thorough
review by budget subcommittees.

Detail on the HSRA'’s budget requests: The eight requests are as follows:

e BCP #1 and April FL #10 — Program Management Services: $26.6 million is
requested for the project management team of contractors. The team is charged
with directing, managing, and providing oversight for the regional
engineering/environmental teams, as well as the developing of the basic design
of the statewide high-speed train system. In addition to the overall management
of the regional teams, the Program Management Team is responsible, through
their project engineering group, to review and oversee the site specific designs
for the entire system.

e BCP #2 and April FL #11 — Preliminary Engineering and Design/Project-Level
Environmental Review: $105.3 million is requested for the anticipated 2009-10
phase of preliminary engineering and design/project-level environmental work. In
addition, two state-worker positions are requested to review the design of bridges
and structures for compliance with State and federal requirements.

 BCP #3 — Visualization Simulation Plan Development: $255,000 is requested for
visualization simulations (computer animation) to educate the public on potential
impacts high-speed trains may have to their communities.

 BCP #4 — Ridership/Revenue Forecast: $2.0 million is requested for a ridership
and revenue forecast model. Two prior forecasts have been completed, most
recently a study funded by the Metropolitan Transportation Commission (MTC),
but this request would bring a model in-house to update the numbers for the
project-level environmental work as well as the development of public private
partnership packages.

e BCP #5 — Financial Plan and Public Private Partnership Program (P3): The
Authority requests $2.0 million to continue the work of the Financial Plan
consultants as well as develop and commence the Public Private Partnership
program.

 BCP #6 — Right-of-way Plan Development: $750,000 is requested to fund inter-
departmental contracts for other state agencies for the development of a right-of-
way plan.

e BCP #7 — Program Management Oversight: $350,000 is requested for the
Program Management Oversight consultants, which the Authority indicates are
an extension of state staff. The consultants’ work includes monitoring of the
project to determine if the project is on schedule, within budget, proceeding in
conformance with approved work plans, staffing plans, and other agreements,
and is being implemented efficiently and effectively.

» BCP #8 — Department of Justice Services: $136,000 is requested to cover legal
and litigation services provided via inter-agency contract with the Department of
Justice.
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Staff Comment: The HSRA should briefly walk the Subcommittee through each of
the individual budget requests.

Staff Recommendation:  Hold open for additional review.

Action: No action taken on this item. HSRA will c ontinue discussions with
legislative staff and the LAO.
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Attachment |

High-Speed Rail Authority’s List of Projects for Fe

Proposed Federal Stimulus List

April 30, 2009

deral Stimulus Funds

Category |—Statewide High-Speed Rail Projects

Projects Estimated Cost
Planning & Engineering $500,000,000.00
Heavy Maintenance and Layover Facilities $200,000,000.00
Right-of-Way $800,000,000.00

Total Category 1 Projects

Category 2—Regional Projects Complementing High-Speed
Rail

$1,500,000,000.00

Projects

Estimated Cost

Grade Separations — Los Angeles to Anaheim

Passons Boulevard/Serpis Street

$ 43,400,000.00

Pioneer Boulevard

45,000,000.00

Norwalk Boulevard

150,000,000.00

Lakeland Road

40,000,000.00

Rosecrans Avenue/Marquardt Avenue

150,000,000.00

Valley View Avenue

72,000,000.00

Subtotal

San Bruno Construction

$500,400,000.00

$250,000,000.00--
$300,000,000.00

This includes:

v/ Street crossings at San Bruno Avenue, San Mateo
Avenue and Angus Street

v' Pedestrian Crossings at Euclid Avenue and Sylvan
Avenue

v"  Elevated Station

Caltrain Corridor Electrification

$1,100,000,000.00

This includes:

v Electrification of the system from San Jose to San
Francisco

v" Train Controls

Subtotal

High-Speed Rail Infrastructure at ARTIC Station

$250,000,000 to
$1,400,000,000

$200,000,000.00

Total Category 2 Projects

$2,100,400,000.00

Source: California High-speed Rail Authority, Revised Federal Stimulus List as of 3-6-09.
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Vote-Only Calendar

Spring Finance Letters

The Governor has submitted a series of spring tiedetters which deal with technical changes
to the budget and additions of funding for emergencThe letters are listed in the chart below.

2009-10

Department Proposal Amount (000)
Department of Salton Sea Conservation Implementation: Increase reimbursements | $ 8,000
Water Resources | to support the Salton Sea restoration, mitigation, and monitoring

activities.
Department of Groundwater Storage Grant Program: Funds to pay for two $ 218
Water Resources | Groundwater Storage Grant Program contracts were reverted even

though the work was completed and no payments were made.

These funds will allow the contracts to be paid. Funding comes

from the Conjunctive Use Subaccount for bond funds.
Department of Floodplain Mapping: Federal funds to continue floodplain mapping $ 5,320
Water Resources | in California.
Department of Supervision of Safety of Dams: Additional funds from the Dam $ 300
Water Resources | Safety Fund for installation of strong motion instruments on high

hazard dams and for reconvening the Earthquake Analysis Board.
Department of Delta Fishery Improvements: State Water Project Funds: four $ 800
Water Resources | positions to evaluate cost-effective fish facility improvement

alternatives for the State Water Project.
Department of Delta Fish Agreement 2008 Amendment: State Water Project $ 735
Water Resources | Funds: four permanent positions and one temporary position to

implement mitigation measures for Delta smelt, longfin smelt, and

salmon as required by the Delta Fish Agreement 2008 amendment.

These activities will comply with federal permit requirements.
Department of South Sacramento County Streams: Increased bond funds ($4.2 $ 6,000
Water Resources | million) and reimbursements ($1.7 million) to continue construction

of the South Sacramento County Streams project.
Department of Reappropriations of Capital Outlay Projects: General fund funded $ 4,393
Water Resources | capital outlay projects. These projects were started prior to the

passage of the 2006 bonds, and thus those bond funds cannot be

used to pay for them.
Department of Extension of Liquidation: For one year on the Merced County
Water Resources | Streams project, which is funded from General Fund.
Department of Reappropriations, Extensions of Liquidation, and Technical
Water Resources | Adjustment of CALFED funds. From various bond fund sources.

Extensions are for one year. These funds are for both state

operations and local assistance.
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Department

Proposal

2009-10
Amount (000)

Department of
Water Resources

Reappropriations, Extensions of Liquidation, and Technical
Adjustment of Non-CALFED funds. From various bond fund
sources. Extensions are for one year. These funds are for both
state operations and local assistance.

Department of
Water Resources

Reversions: Proposition 13 and Proposition 50 reversions
necessary to maintain expenditures within the amounts authorized
in various bond allocations.

Department of Technical Adjustments: Correct the continuation of a $869,000 -$869
Water Resources | limited-term appropriation into the 2009-10 Budget Act. Also, shift

$570,000 reduction from data collection to flood management to

reflect the program reduced accurately.
State Water Reversion of Proposition 40 and Proposition 50 bond funds from -$645
Resources projects completed under budget.
Control Board
Food and Asian Citrus Psyllid Project: $1 million in federal funds and 2 $1,000
Agriculture temporary positions to detect and eradicate a new agricultural pest.

Staff Recommendation: Staff recommends that the Subcommittee approvdithace letters
shown in the chart.

3360 Energy Resources Commission

1. West Coast Regional Carbon Sequestration Paltiper

WESTCARB. The WESTCARB project aims to demonstrate a Calitsbased zero-emissions
power plant by applying a new and innovative carbequestration technology. The advanced
generation technology being used for WESTCARB ptesia generation system that produces
only carbon dioxide and water as by-products. h& tarbon sequestration technology proves
effective, the technology may be tested with otireenhouse gasses such as NOx and SOx.

The first two phases of the project have been cetegl These phases involved evaluation and
research. The first two phases totaled $11.4onilin grants and were managed by contractors.
The third phase of the project received $65.5 oiilin federal funds, and will end in 2018.

Governor’s Budget. The Governor’s Budget proposes a total of $1Q(XXDand five positions
for phase 11l of the WESTCARB project.

The proposed staff will be used in the advance mggio@ carbon capture and sequestration
research area to develop, award, and manage thectsnand provide broad outreach on the
results of the research.
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Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Staff Recommendation. Staff recommends that the Subcommittee approyerbposal.

2. Siting Renewable Generation

Renewable Portfolio Standard. Current statute requires that electricity provsdebtain a
minimum of 20 percent of their energy from renewakburces of energy by 2010. The
Governor's Executive Order S-14-18 increases tlogl go 33 percent by 2020. Currently,
renewable energy generation only comprises abopefcent of electrical sales in California.

Transmission Lines. Many of California’s renewable energy developrseare likely to happen
in remote areas, which will require new transmissimes to get the energy to distribution
centers. Renewable generation and renewable trssism lines have many of the same siting
constraints as fossil fuel plants, including larse wonflicts, community concerns over project
location, biological and cultural resource impacisid visual concerns. Historically, the
planning, permitting, and construction of transnaissprojects has taken up to ten years to
complete.

Governor's Budget. The Governor's Budget proposes $2,589,000 froenBhergy Resources
Programs Account and 10 positions to work on acagfey transmission projects to meet the
Renewable Portfolio Standard. Of the amount relgdes$1,225,000 is for contract funds to
have the Department of Fish and Game complete amwiental work.

These new resources would be used to:

1. Work with the Department of Fish and Game to dgvedo Natural Community
Conservation Plan for the Mojave and Colorado dsséhat will facilitate the
development of renewable resources and to idesiifs for solar development in the
California desert to facilitate the developmensolar power plants;

2. Assist the Federal Bureau of Land Management (BltMhe development of the Solar
Programmatic Environmental Impact Statement; and

3. Develop Best Management Practices to facilitatarsdevelopment while minimizing
environmental impacts.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Staff Recommendation. Staff recommends that the Subcommittee appravéudkget proposal.

3. Siting Program Workload Requirements

Renewable Portfolio Standard. Current statute requires that electricity provsdebtain a
minimum of 20 percent of their energy from renewakburces of energy by 2010. The
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Governor’s Executive Order S-14-18 increases tha ¢p 33 percent by 2020. The renewable
portfolio standard (RPS) is driving the planning fieany new renewable energy projects.

Siting Applications. The Energy Commission’s siting workload has b&teadily increasing for
the last ten years. During the 1990s, the avenageber of siting applications for new power
plants was five to six annually. During March 2008e Energy Commission had 25
applications under review. Due to staffing limipats, the Energy Commission is able to review
only about half of the applications it receivesidgrthe statutory 12-month review period.

Baseline Budget. The 2009-10 Budget Act includes 80 positions for the Siting, Transmission
and Environmental Protection Division, which hasdi®wer plant siting. Approximately 65 of

these positions directly work on siting, while tbéher 15 work on programs such as the
Renewable Energy Transmission Initiative (RETI).

Fee Structure. Currently, fossil fuel power plants pay a siteggplication fee of $132,154 plus
$329 for each megawatt to be generated. The faeotaxceed $350,000. Current statute states
that no fees can be charged from siting applicatfonrenewable energy power plants.

Finance Letter. The Governor submitted a finance letter requgs®$2,339,000 from the
Energy Resources Program Account for 18 positionmacess power plant siting applications in
a timely manner.

Staff Comment. The workload for new applications is being driviangely by renewable
energy power plants. However, no application fae be charged from renewable energy
applicants. Therefore, if the Subcommittee weredwsider raising the application fee to cover
increased costs, the funds would come from fos®l énergy generators, who are not driving
the majority of the increased workload.

Staff Recommendation. Staff recommends that the Subcommittee approvéudkget proposal.

3860 Department of Water Resources

4. Bay-Delta Modeling, Reporting, Review, and Suppo

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor's Budget. The Governor's Budget proposes five permanenitipns for $936,000
from State Water Project funds to support and ecdamodeling tools used by DWR for
planning and management of the state’s water ressusystem. Specifically, the positions
would be for:
1. Development, maintenance, and application of thereatly unsupported Particle
Tracking Model (PTM) — one position
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2. Development of the State Water Project Deliveryideality Report — one position

3. Development of new tools to analyze complex Deltdrbdynamic, water quality, and
statewide surface water and groundwater modelisigite— one position

4. Clerical support for the Administrative Sectionregosition

5. Multi-Dimensional Modeling Support — one position

LAO Recommendation. The LAO recommends that the budget request be denide LAO
notes that the department has said this modelitigitgds increasingly important to its work.
However, there is no proposal to redirect fundimghis activity from other programs to reflect
its higher-priority status. Over the past severaehrs, the division which carries out this
modeling work has increased by 19 staff and $80anil While this activity may have merit in
concept, the LAO recommends that the departmermt fin@se activities out of existing resources
by redirecting funding from lower-priority actives.

Staff Recommendation. Staff recommends that the Subcommittee approyerbposal.

5. Transfer of Operations and Maintenance of Sixtdew

Monitoring Stations in the Delta

Flow Monitoring Stations. The Department of Water Resources has sixteetincans flow
monitoring stations in the Sacramento-San JoaquhaD These stations are currently being
operated and maintained by the United States Geofigvey (USGS) under two contracts that
will expire in December 2009. The USGS charges D#fRroximately $80,000 per station
annually to monitor the flow stations, but DWR esdies it could monitor the flow stations in-
house for only $45,000 per station annually.

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds adfdoudget, but the Legislature must
approve all new positions for the SWP.

Governor’s Budget. The Governor’'s budget proposed four new permapesitions to monitor
continuous flow stations in the Bay-Delta. Theiposs would be paid for with State Water
Project funds and would lead to a savings of $3B8D#nhnually over the USGS contracts.

LAO Recommendation. The LAO recommends that this proposal be rejediedause there is
merit to maintaining independent monitoring by USGSwater quality and flow monitoring
stations in the Delta. As the state’s Delta poliontinues to evolve over the next few years,
potentially fundamentally affecting SWP operatiom&ving independent monitoring could
become increasingly important. The LAO theref@eommends that the Legislature direct the
department to extend its current contract with US&rovide this information.

Staff Recommendation. Staff recommends that the Subcommittee reject rdgrested
positions.
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6. State Water Project Management Group

SWP Management Group. The Department of Water Resources (DWR) estaddish
methodology to deal with all State Water ProjedV® fiscal analysis. This methodology was
intended to provide a consistent means and docatm@mtprocess for initiating, approving,
financing, and managing SWP programs in a ceng@linanner. To manage this control effort,
24 existing SWP employees were used to form a nenegt group within the State Water
Project Analysis Office (SWPAO).

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor's Budget. The Governor's January 10 Budget proposed ning permanent
positions for the SWP Analysis Office. The estiathtost of these positions is $1,544,000 from
SWP funds.

LAO Recommendation. The LAO notes that at least 17 positions related SWP
administration, legal review, and protest resolutave been added to the existing base budget
for these activities in the past three years. Moeg, it is unclear why the 50-year old program
requires, at this time, a new central program memegnt group. As the budget request has not
been justified, the LAO recommends that it be dénie

Staff Recommendation. Staff recommends that the Subcommittee rejestgroposal.

7. Critical Support for the Department of Water ®eses

Position Request. The Department of Water Resources (DWR) requeatedew permanent
positions and four temporary positions to providenaistrative support to the department as it
takes on additional work-load for flood managenmeamd levee repairs, information technology
needs, and State Water Project operations andciimgn The DWR staffing level has changed
from 2,549 positions in 2003-04 to 3,163 positiam2008-09, but the administrative overhead
support increased by five positions during the stime period.

Budget Act. The2009-10 Budget Act includes $427,000 from special funds for new sthfthe
DWR. The Budget Act does not include new staff foe SWP, which was requested at
$2,738,000 in State Water Project funds. The nesitipns are divided as follows:

» Payroll and Benefits — 5 positions

» Selection Services Unit — 3 positions

» Labor Relations Office — 1 position

* Procurement and Contracting Office — 3 positions

* Facilities Management Office — $896,000 additidoalds for CHP security contract

» Division of Technology Services — 14 positions

Senate Committee on Budget and Fiscal Review Page 7



Subcommittee No. 2 May 7, 2009

LAO Recommendation. SWP has already received additional adminisegtiesitions in recent
years. The LAO finds that the request for furtadditional administrative positions has not
been justified, and therefore recommend denyingdbmponent of the budget request.

Staff Recommendation. Staff recommends that the Subcommittee rejectSWA positions
requested.

8. State Water Project Facilities Fish and Wildiehancement

and Recreation

Davis-Dolwig Act. Chapter 867, Statutes of 1961 (AB 261, Davigo &nown as the Davis-
Dolwig Act, states the broad intent of the Legistat was that State Water Project (SWP)
facilities be constructed “in a manner consisteitl whe full utilization of their potential for the
enhancement of fish and wildlife and to meet reaweal needs.” The Department of Water
Resources (DWR) is charged with implementing theaacpart of planning for construction of
SWP facilities. The Davis-Dolwig Act does not pide criteria specifying what kinds of
recreation facilities or fish and wildlife enhancemts are to be developed, nor does it require
legislative review or approval of such facilitiesemhancements.

DWR has Authority to Determine Cost-Share. DWR determines what share of the costs of
SWP facilities relate to fish and wildlife enhancarts and recreation and are Davis-Dolwig
costs not subject to reimbursement by state watetractors. There are two primary costs under
the Davis-Dolwig Act. First is the capital costtbe creation of recreation facilities when the
SWP was constructed (such as the purchase of aditiand for hiking trails and camping).
The second is an allocation to recreation of th& @mnnual budget of the overall SWP, based on
an assessment of each facility’s value as a reoredtasset.

Budget Act. The2009-10 Budget Act includes no funds for the SWP facilities fish amittlife
enhancement and recreation.

Governor's Budget. The Governor's Budget proposed a total of $38ibiam for Davis-
Dolwig related costs. These were:
* $30,984,000 from Proposition 84 for developmenthakglitation, acquisition, and
restoration of SWP facilities for fish and wildlimhancement and recreation.
e $7.5 million from Harbors and Watercraft Fund forgoing operations funding for SWP
recreation.
* Traliler bill language.

Trailer Bill. The Governor proposed trailer bill language tovpde a continuously appropriated
annual transfer of $7.5 million from the Harborsdawatercraft Fund for payment of the
recreation component of the SWP. This $7.5 millimuld pay for on-going operations of SWP
recreation, but would become “off-budget” and nobjsct to Legislative appropriation each
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year. The trailer bill language also includes anual reporting requirement on what the funds
were used for during the previous budget year.

Staff Recommendation. Staff recommends that the Subcommittee rejed ginoposal for
funding recreational projects in order to provitle policy process an additional year to resolve
the matter.

8570 Department of Food and Agriculture

9. Senior Farmers’ Market Nutrition Program

Background. The Senior Farmers’ Marker Nutrition Program udedbe located at the
California Department of Aging. This program pme®$ low-income senior citizens with
nutrition information about the health benefitseatting five servings of fruits and vegetables a
day and $20 coupon books to purchase fresh fruggetables, and herbs at California’s
Certified Farmers’ Markets.

The California Department of Food and Agricultu@DFA) will use the 10 percent available
within the federal grant to support the administeatcosts associated with the program. The
California Department of Aging Area Agencies on Agiwill administer the program at the
local level, as they did when the California Depaantt of Aging ran this program.

Previous Budget Action. The 2008-09 fiscal year Budget Balancing Redustieliminated this
program at the California Department of Aging, whigrwas funded with General Fund.

Budget Act. The 2009-10 Budget Act includes $810,000 from federal funds to estabifsh
Senior Farmers’ Market Nutrition Program at the @DF

Staff Comment. The federal government expressed to CDFA officihlat if no California
department takes on the administration of the Sdr@mers’ Market Nutrition Program, the
federal government will distribute California’s sbeaof the funds to other states and California
would be shut out of the program indefinitely. Tenefit of this program outweighs the costs
since this program serves low-income seniors why b reliant on the coupons for their
monthly food supply and only federal funds wouldused to run the program.

The CDFA certifies all California farmers’ marketnd thus has knowledge of where
transactions can take place. Thirty-three of tifiy-€ight Area Agencies on Aging have
expressed willingness to participate in the program

Staff Recommendation. Staff recommends that the Subcommittee approyerbposal.
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8660 Public Utilities Commission

10. Renewable Portfolio Standard and Renewablesfmeasion

Renewable Portfolio Standard. Current statute requires that electricity provsdebtain a
minimum of 20 percent of their energy from renewakburces of energy by 2010. The
Governor’s Executive Order S-14-18 increases tha ¢p 33 percent by 2020. Legislation is
currently being debated by the Legislature that ldr@odify the 33 percent renewable portfolio
standard (RPS).

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Governor's Budget. The Governor’'s Budget proposes $322,000 from Rhoélic Utilities
Commission Utilities Reimbursement Account and e¢hpesitions to implement the 33 percent
renewable portfolio standard.

Department Tasks. With these positions, the PUC would:

1.

N

Design and implement policy needed for a 33 perBéts by 2020 target, in addition to
the 20% to 2010 mandate.

2. Identify the least-cost best-fit renewable resosiregjuired to achieve a 33 percent RPS.
3.

Identify the project-specific barriers that prevéme renewable developers from building
sufficient renewable generation to achieve a 38g@rRPS.

Develop a detailed implementation workplan thatl vatldress the project-specific
barriers.

Work with multiple agencies (Energy Commission, S8l and the California Air
Resources Board) and stakeholders (e.g., renevdablglopers, local governments, and
environmentalists) to ensure successful implemiemaif a 33 percent RPS workplan.
Analyze the cost and rate impact of a 33 percel8.RP

Evaluate the increased number of transmissiongsitimgs due to the identification of
approximately 35,000 Megawatts of solar generatiapacity by the U.S. Bureau of
Land Management.

Coordinate specific transmission siting filings hwipotential corridor designations
through California Energy Commission studies.

Staff Recommendation. Staff recommends that the Subcommittee appraeribposal.
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Discussion Items

3940 State Water Resources Control Board

Background. The State Water Resources Control Board (SWRCBgoimjunction with nine

semi-autonomous regional boards, regulates watalitgun the state. The regional boards—
which are funded by the state board and are udestate board's oversight—implement water
guality programs in accordance with policies, pJarsl standards developed by the state board.

The board carries out its water quality responisied by: (1) establishing wastewater discharge
policies and standards; (2) implementing programersure that the waters of the state are not
contaminated by underground or aboveground tankd; (&) administering state and federal

loans and grants to local governments for the coobn of wastewater treatment, water

reclamation, and storm drainage facilities. Wadiseharge permits are issued and enforced
mainly by the regional boards, although the statardb issues some permits and initiates
enforcement actions when deemed necessary.

The state board also administers water rights enstate. It does this by issuing and reviewing
permits and licenses to applicants who wish to takéer from the state's streams, rivers, and
lakes.

Budget Act. The 2009-10 Budget Act includes $598.6 million to support the SWRCB. sThi
proposal is approximately $178 million less tharrent year expenditure levels, mainly due to a
reduction in bond funding. General Fund appropmmets expected to stay nearly the same.
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Water Quality $ 765,487 $586,951 -$178,536 -23.3
Water Rights 11,894 11,658 -236 -2.0
Administration 21,097 21,141 44 0.2

less distributed administration -21,097 -21,141 -44 0.2
Total $ 777,381 $598,609 -$178,772 -23.0

Funding Source

General Fund $ 40,283% 40,575 $ 292 0.7
Special Funds 378,822 364,874 -13,948 -3.7
Bond Funds 178,217 7,395 -170,822 -95.9

Budget Act Total 597,322 412,844 -184,478 -30.9
Federal Trust Fund 128,470 128,975 505 0.4
Reimbursements 6,198 8,062 1,864 30.1
State Water Quality Control Fund 27,723 31,078 3,355 12.1
State Water Pollution Control

Revolving Fund 5,532 5,532 - 0.0
Petroleum Underground Storage

Tank Financing Account 12,136 12,118 -18 -0.2
Total $ 777,381 $598,609 -$178,772 -23.0

1. Federal Funds for Wastewater

ARRA Funding for Wastewater. The American Recovery and Reinvestment Act (ARRA)
includes about $283 million provided directly toli@ania in grant and loan funding (including
for loan forgiveness and “negative—interest rap&hls) for wastewater infrastructure, through the
existing Clean Water State Revolving fund (negaiinterest rate loans have a zero interest rate
and some degree of forgiveness of the loan prihciglectively making the interest rate
negative). The funds will all be made available=inY 2008-09. The State Water Resources
Control Board (Water Board) administers the proganbehalf of the state in cooperation with
the U.S. Environmental Protection Agency (U.S. EPA)
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ARRA Requirements. The ARRA required that the state change its Ejsprogram in two
ways. First, the current state matching fund nenment is waived as a condition of receiving
the federal economic stimulus monies. Secondigitheral authorization expressly includes three
forms of financial assistance - grants, loan foegess, and negative-interest rate loans - that are
expressly prohibited under state law for the CM&ter SRF program.

SBX3 27. SB X3 27 (Negrete McLeod, Carter et al), Chaf@®rstatutes of 2009-10, made
various changes to state law needed to expediteexpenditure of federal funds under the
ARRA for water quality projects. While this billag moving through the legislative process, the
Water Board adopted guidelines for how it would engb the funds. The Water Board decided
that it would provide grants for projects withirsddvantaged communities while urban districts
would be able to access very low or zero intereah$ for their. Below are the allocations
approved by the Water Board for the $283 millio®RRA funds:

1. $70 million for grants for disadvantaged commusitie

2. $70 million to restart stalled bond projects.

3. $60 million for 0% interest loans for innovativeopacts (e.g. water recycling).

4. $80 million for 1% interest loans for any agency.

Staff Comment. Some urban water agencies have objected to theerViBmard's adopted
guidelines to allocate ARRA funds, because they ldvolimit grants to districts with
disadvantaged communities in areas of low populadiensity. One concern is that low income
communities in urbanized areas would not have actegrants because they do not qualify as
"disadvantaged communities" as defined by the sdmuls due to population levels.
Additionally, urban districts are concerned thatfbgding infrastructure projects through loans
rather than grants will ultimately increase ratesritepayers as funds are needed to pay back
loans.

On April 16th, the Speaker of the Assembly andSbaeate President pro Tempore sent a letter to
the Water Board stating a shared concern that ecmady challenged communities in both
rural and urban parts of the state will not havaat@ccess to these funds under the adopted
regulations. At the hearing, the Water Board sticae prepared to discuss whether changes
have been made to these regulations and what gptenLegislature could consider that would
address these concerns.

2. Underground Storage Tank Funding Brownfieldidninve

Background. The Underground Storage Tank Cleanup Fund (UST&E as an insurance
program for Underground Storage Tank (UST) opesatofhe USTCF provides up to $1.5
million in reimbursements per occurrence to petroldJST owners and operators to fix leaks in
USTs. Funds for the USTCF come from a fee of $0.pé&r gallon of petroleum per gallon
stored.

Since 1992 the USTCF has received 19,000 claimg)O01of which received letters of
commitment. The claimants include individuals, Brbasinesses, local governments, and major
corporations. Statute mandates a priority systdrarevindividuals and small businesses have
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their claims addressed first. As of June 2008 diqeartment had over 3,400 claims that are over
five years old.

Governor's Budget. The Governor’'s Budget proposes $719,000 fromthéerground Storage
Tank Cleanup Fund and five temporary positioneteew claims that have been active for more
than five years.

Budget Act. The2009-10 Budget Act did not fund the Governor's Budget request of $320
for five temporary positions.

Finance Letter. The Governor submitted a finance letter proposimg fund transfers from the
Underground Storage Tank Cleanup Fund (USTCF) ilért bill language:
1. $10 million to the School District Account in theSUCF
2. $20 million to the Underground Storage Tank PetnmieContamination Orphan Site
Cleanup Fund

Trailer Bill Language. The Governor’s finance letter also includes érallill language creating
the School District Account within the USTCF.

Staff Analysis. The current fee for the USTCF is set at $0.00id generates approximately
$250 million annually. The fund acts as a fornminsurance against environmental cleanup costs
for underground storage tank owners. Howeverfuhd is currently over subscribed, meaning
expenditures are outpacing revenues. Many of tperelitures are set in statute as transfers to
subaccounts within the USTCF. As a result of thedf condition, many claims are going
unresolved for five years or longer.

Staff Recommendation. Staff recommends that the Subcommittee apprav@itbposal and the
spring Finance Letter. Staff also recommends tth@tSubcommittee adopt trailer bill language
in concept that would:
1. Augment the current fee by six-tenths of one c$atQ06)
2. Use two-tenths of one cent ($0.002) of this augatéori to fund unresolved claims
3. Cap the fee augmentation to scale down to two-seottone cent ($0.002) if the price of
gasoline rises to $3.00 per gallon, and to zethéfprice of gasoline rises to $3.50 per
gallon.

3. Methyl Mercury in Wetlands

Mercury. Mercury is a rare, dense metal, slightly more comri@n gold in the earth's crust.
It has unusual properties that have made it vaduabl metallurgy, electrical systems, and
chemical processes. It is a liquid at ordinarygeratures and evaporates when exposed to the
atmosphere. Environmental mercury contaminatiamcems in California are focused less on
atmospheric sources, and more on aquatic sourcesefeeral natural and historic reasons.
During the Gold Rush era more than 220,000,000 g®woh elemental mercury were produced in
California. There were few controls on the dismerof mercury from these operations, leading
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to significant increases in environmental mercuonaentrations in affected soil, sediment,
plants, fish, and other animals.

Methyl Mercury. Of even greater environmental concern is thegoras of methyl mercury, an
organic form of mercury that is a potent neurotoaimd is especially detrimental to developing
fetuses and young children (less than about 6 yelal)s Methyl mercury accumulates and
biomagnifies in the food chain, reaching highestoamtrations in predatory fish, many of which
are prized by sports fishermen. Numerous wateielsosh California have fish-consumption
advisories because of mercury contamination frogtohical mining. Several of these advisories
are based on data collected by the United StatetoGieal Survey (USGS), including those in
Trinity County, and the Bear, Yuba, and AmericameRiwatersheds in the Sierra Nevada.

Role of Wetlands. Mercury from hydraulic and placer mining for gdids been transported
with sediments downstream into the San Francisgg3&ramento-San Joaquin Delta estuary,
where it has likely contributed to elevated mercugncentrations in fish, resulting in
consumption advisories. The USGS reports thasdagmentary supply of mercury to the Delta
and in Delta sediments (cinnabar, metacinnabar,edemental Hg) typically are insoluble, but
will pose an environmental hazard if they are (@ubilized and (2) methylated in Delta and
Estuary wetlands.

Budget Act. The2009-10 Budget Act includes $2.3 million in Proposition 13 bond furidsthe
Department of Water Resources to reduce methylumgin abandoned mines in the Delta. The
funds include support for a best management pexcstudy that would reduce methyl mercury
from the Yolo Basin and other wetlands.

Also, the Central Valley Regional Water Board isrently creating the Total Maximum Daily
Load (TMDL) requirements for mercury. These regoients will impact how mercury is
treated for in the water supply.

Staff Comment. The Department of Water Resources is focused atervsupply issues while
the State Water Resources Control Board works dervepiality issues. To gain perspective on
the impact of mercury in wetlands that stay wetry@and, it may be beneficial to have the
Water Board conduct additional testing on watetdigyas well as to establish best management
practices in the development of new wetlands, oholg pre- and post-monitoring for new
wetlands projects.

4. Water Rights Program

Water Rights Based on Priorities. Water rights are based on a priority system ithaised to
determine who can continue taking water when tlienmeot enough water to supply all needs.
Those with high priority rights know that they dikely to receive water. Those with low
priority rights know that they may not receive wateall years and can plan accordingly.

Riparian Water Rights. A riparian water right is a right to use the matulow of water on
riparian land. Riparian land is land that touchdake, river, stream, or creek. California is the
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only western state that continues to recognizerigparights. The California Legislature has
enacted very few laws regarding riparian rights aAresult, riparian rights have been frequently
litigated. As a result of these lawsuits, the tohave clarified rules that apply to riparian tggh

If there is not enough water available for compgtiparian users, they must share the available
supply according to their needs. Generally in #itsation, water used for interior domestic
purposes, such as drinking, cooking, and bathiag,the highest priority.

Water Right Permits. Water right permits include conditions to protetter water users and

the environment. The State Water Resources CoBiwald (Water Board) has continuing

authority over permits that it issues, and it casdify permits and licenses it previously issued
to require more protective conditions. The WateaBl must provide the permit or license
holder with notice and opportunity for a hearinddoe making changes. If the permit holder
disagrees with the Water Board's decision to matthiéypermit, it can ask the court to review the
matter.

Water Rights Administration. Water rights law is administered by the Water loaWithin
the Water Board, the Division of Water Rights amisbehalf of the Water Board for day-to-day
administrative matters. The Water Board is they @gency with authority to administer water
rights in California.

Staff Recommendation. Staff recommends that the Subcommittee approvepl&mental
Report Language requiring:

On or before March 30, 2010, the State Water RessuiSWRCB) shall submit a report to
the Joint Legislative Budget Committee (JLBC) aelévant policy committees that provides
recommendations for creating greater efficiencadministering and enforcing water rights
in the state. The report shall include a costnedt for implementation of the
recommendations.
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3860 Department of Water Resources

Background. The Department of Water Resources (DWR) protants manages California's
water resources. In this capacity, the departmeaintains the State Water Resources
Development System, including the State Water Btoj@he department also maintains public
safety and prevents damage through flood contrerains, supervision of dams, and water
projects. The department is also a major implemgnagency for the CALFED Bay-Delta
Program, which is putting in place a long-term sioluto water supply reliability, water quality,
flood control, and fish and wildlife problems iretan Francisco Bay Delta.

Additionally, the department's California Energy sBerces Scheduling (CERS) division

manages billions of dollars of long-term electgiaggontracts. The CERS division was created in
2001 during the state's energy crisis to procueetetity on behalf of the state's three largest
investor-owned utilities (IOUs). The CERS divisioontinues to be financially responsible for

the long-term contracts entered into by the depamtm (Funding for the contracts comes from
ratepayer-supported bonds.) However, the IOUs gamaceipt and delivery of the energy
procured by the contracts. (More on the CERS wini®f DWR is included in the Energy and

Utilities section of this report.)

Budget Act. The 2009-10 Budget Act includes $6.3 billion to support DWR. This is @ 2
percent decrease over estimated expenditures icutihent year, mainly the result of a decrease
in capital outlay and California Energy Resourcebefluling (CERS) funding. General Fund
support for the department is proposed to decrbgseearly 20 percent. The $4.3 billion in
CERS funding is not subject to the Budget Act (¢haasds are primarily for energy payments
related to the 2001 electricity crisis). The CER®&ds will significantly decrease in 2012 as the
majority of the power contracts are paid off.
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

California Water Plan $ 848,513 $ 150,139 -$698,374 -82.3

Implementation of the State Water

Resources Development System 861,730 903,861 42,131 4.9

Public Safety and Prevention of

Damage 896,695 436,090 -460,605 -51.4

Central Valley Flood Protection

Board 7,828 8,549 2,000 25.5

Services 9,425 9,660 235 2.5

California Energy Resources

Scheduling 4,601,388 4,271,583 -329,805 -7.2

Capital Outlay 668,530 489,797 -178,733 -26.7

Administration 65,319 67,155 1,836 2.8
less distributed administration -65,319 -67,155 -1,836 2.8

Loan Repayment Program -4,013 -4,013 0 0.0

Total $ 7,890,096 $6,265,666 -$1,624,430 -20.6

Funding Source

General Fund $ 161,324 $ 129,590 -$31,734 -19.7
Special Funds 527,896 493,655 -34,241 -6.5
Bond Funds 2,503,681 1,285,720 -1,217,961 -48.7
Budget Act Total 3,192,901 1,908,965 -1,283,936 -40.2
Federal Trust Fund 13,530 13,922 392 2.9
DWR Electric Power Fund 4,601,388 4,273,58 -329,805 -7.2
Bosco-Keene Renewable Resources
Investment Fund 20 0 -20 -100.0
Reimbursements 82,257 71,196 -11,061 -13.5
Total $7,890,096 $6,265,666 -$1,624,430 -20.6
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1. Central Valley Flood Protection Board

Background. Legislation was enacted in 2007 (AB 5 and SBth@) renamed the Reclamation
Board the Central Valley Flood Protection Board §&t). The Board is required to act
independently of the Department of Water Resouacekscontinue to exercise all of its powers,
duties, purposes, responsibilities, and jurisdictidhe membership of the Board increased from
seven to nine members, seven being appointed byGineernor and subject to Senate
confirmation, and two members serving as non-vo#rgfficio members. Salary of the seven
appointed members will be equivalent to the membgtse Air Resources Board. Furthermore,
AB 162 (Wolk, 2007) requires the Board to reviewised safety elements of local
governments’ general plans prior to the adoptiothefamended safety element.

Budget Act. The 2009-10 Budget Act includes $7.5 million General Fund and $1 million
Proposition 1E bond funds for support of the Céntedley Flood Protection Board.

Finance Letter. The Governor has submitted a spring financerléti would shift $2,190,000
General Fund from the Central Valley Flood ProtectiBoard to the Public Safety and
Prevention of Damage program.

Staff Comment. The Central Valley Flood Protection Board wasated in 2007 and received
funding for the first time in th2008-09 Budget Act. At the time existing staff from within DWR
was transferred to the Board because the Boardfingt needs were not fully known. Now
some of those staff are being transferred backitiRDhrough the finance letter proposal.

Despite the fact that the Board has new functitihmes Governor appointed the same members to
the Board as served on the now-defunct Reclam&aard. Shifting board members from one
decision-making entity to another without a Lediska confirmation is not consistent with
existing practice of confirming board appointmentBecause the Central Valley Flood
Protection Board has some new functions that thdaRetion Board did not, it is appropriate
for the Board members to answer questions abourtdbeision-making rubric publicly.

Staff Recommendation. Staff recommends that the Subcommittee approvdithace letter.
Staff also recommends that the Subcommittee adaitert bill language requiring the Governor
to appoint new members to the Central Valley FIBoatection Board by January 1, 2010, or the
Board’s budget will be zeroed.

2. New and Expanded Requirements for Operatinptae

Water Project

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor’s Budget. The Governor’'s January 10 Budget proposed 42 pmwanent positions
at a cost of $5,920,000 from State Water Projead$u These positions would work on
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improving operational efficiencies, maintaining dagable equipment for the SWP conservation
and water delivery system, providing a safe worlengironment, and protecting SWP facilities
from potential threats, while complying with new maatory regulations, practices, and other
requirements related to the department’'s energywaatdr operations and responsibilities. The
42 positions break down as follows:
» 15 positions — Energy regulatory requirements fuerating the SWP
» 1 position — Aquatic nuisance species
» 1 position — Endangered species analysis and regort
» 1 position — Facilities performance data manageraedtreview
» 10 positions — Installation and data collection Rartial Discharge Analyzer (PDA)
systems
» 3 positions — Aging facilities at San Luis Fieldviion
* 4 positions — Safety and Security of SWP facilititERC environmental compliance and
monitoring

LAO Recommendation. The SWP currently has 1,509 positions. The LAOnH that over the
past three years, the SWP has added 195 positiandynfor administration, environmental
compliance, and legal support. The majority of plusitions added over the past three years
were added for purposes similar to those describethis proposal, including positions for
energy license implementation and environmentalgi@amce. The LAO does not find that the
additional requested positions are justified at thine, and therefore recommend that this
component of the staffing request be denied.

Staff Recommendation. Staff advises the Subcommittee only approve timese positions that
the department has demonstrated relate to increasekload. Using this criteria, staff
recommends the approval of 19 positions as follows:

* One position for aquatic nuisance species: theaspoéthe Quagga mussel poses a threat
to the water delivery infrastructure within Califigst. In Southern California, the
Metropolitan Water District is already expendingsaerces to contain the rapidly
reproducing mussel that can block pipes. A pasitmassist in dealing with the spread
of invasive species seems justified to staff gitrennew threat of the Quagga mussel.

» Three positions for aging facilities at San Luigl&iDivision: the SWP administrators at
DWR inform staff that the San Luis Field Divisian experiencing an increasing amount
of maintenance as facilities age. The concerrhad at times some facilities are left
without maintenance staff available to deal wituss. The U.S. Bureau of Reclamation
will cover 45 percent of the cost of these thresifans.

» 15 positions for energy regulatory requirementsdperating the SWP: due to CAISO
market redesign, the SWP will have to deal witheavtype of spot-market for energy
purchases that will be more complex than the thiszemarket it previously operated
under. Also, the need to purchase more renewalglieyg and FERC relicensing of some
facilities creates additional energy-related woaklidor the SWP.
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3. State Water Project Climate Change Energy A

Reid Gardner. The Reid Gardner power plant is located in Nevad@lae plant burns coal for
energy. The plant became operational in 1965 andl No. 4 was added on in 1983. The
Department of Water Resources (DWR) State Watge&r(SWP) leases Unit No. 4 of the Reid
Gardner plant. With the passage of the Califofali@bal Warming Solutions Act of 2006 (AB
32, Nunez) DWR had to find ways to reduce its carfmmtprint. The SWP is the largest single
customer for electricity in California, and thuslueing the carbon emissions of the electricity
purchased would help DWR meet its carbon reductoals. DWR’s contract with Reid
Gardner will end in 2013, and DWR has formally fietl the power plant that the contract will
not be renewed.

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor's Budget. The Governor's January 10 Budget proposed ning permanent
positions at a cost of $1,705,000 from State WRteject funds. The proposed positions would
work on:
* Phasing out use of cold power supplied from ReiddG@a Plant Unit No. 4, and
replacing it with other less carbon-intensive reses.
* Replace fossil fuel use and increase energy efitgien SWP operations.
* Reduce energy and water consumption through DWitstery and regulatory authority
and through disbursement of bond funds.
* Report to the Legislature on the annual carborpiot of DWR'’s total operations.

LAO Recommendation. The LAO finds that the budget proposal has nstiffed why existing
SWP staff working on energy-related matters coutd he utilized for this proposal by
redirecting their focus to increasing SWP’s useearfewable energy. Consequently, the LAO
recommends rejection of these positions.

Staff Analysis. Legal and environmental concerns around endirgRkid Gardner power
contract warrant oversight to ensure minimum dtatelity and on schedule contracting for less
carbon intensive energy takes place. Staff theksosition to ensure this process takes place
reasonably is warranted.

As part of proposal number four, “New and Expanéuirements for Operating the State
Water Project” staff recommended approving 15 naergy-related positions. These positions
should be trained to consider the carbon outputhef energy that is purchased, so that
greenhouse gas considerations become a part deffetment’s routine operations. Additional
positions to deal with only carbon output are netessary.

Staff Recommendation. Staff recommends that the Subcommittee approedegal position to
address the decommissioning of the Reid Gardneepowantract.
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4. Delta Habitat Conservation and Conveyance Progrénitial
Phase Support

Delta Habitat Conservation and Conveyance Program.The Delta Habitat Conservation and
Conveyance Program (DHCCP) was created in June &088pport planning, environmental,
right of way, and engineering activities, as wefl #he potential construction of habitat
restoration and conveyance facilities in line witie ongoing efforts of the Bay Delta
Conservation Plan.

CALFED Conveyance Program. The goal of the Conveyance Program is to identiig a
implement water conveyance modifications in thet®¢hat will: (1) improve water supply
reliability for in-Delta and export users; (2) s@ppcontinuous improvement in drinking water
quality; and (3) complement the Delta ecosystem.

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP. T089-10 Budget Act also does not include any bond
funds for the Delta Habitat Conservation and Coaneg Program.

Governor’'s Budget. The Governor’s Budget proposes 11 permanentiposijteight temporary
positions, and $180,000 in Proposition 13 bond $unthe funds break down as follows:

» Delta Habitat and Conveyance Program: 11 new pegntgoositions and six temporary
positions to be funded from State Water ProjectdSuior a total of $2,630,000. These
positions would work on Delta water conveyance aitdrnative conveyance issues,
including supporting planning, environmental, rigitway, engineering, and
construction activities.

» CALFED Conveyance Program: $180,000 in Propositid bond funds and two
temporary positions to support the South Delta Hisitility Improvement Projects.
These positions would work on a fish collectionndilang, transportation, and release
study. These positions would also then work onle@menting the study’s findings.

LAO Recommendation. The LAO argues that activities proposed for fundingpctly benefit
both the Central Valley Project and SWP water @mitrs, as they are part of a larger
conservation planning effort intended to provideager regulatory certainty to water exporters
and thus greater reliability of water supplies.e T/ AO recommends that this funding request be
rejected, on the basis that the activity’s direendficiaries (the state and federal water
contractors) should pay for the activity, ratharttstate funds.

Staff Recommendation. Staff thinks it is premature to begin engineeriright-of-way, and
construction activities on a new Delta conveyanea pintil the planning process is completed.
Thus, staff recommends that the Subcommittee rdfextState Water Project positions (11
permanent, six temporary). Staff recommends riejeaf the CALFED conveyance program’s
two positions and funds.
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5. South Delta Improvement Project

Water Diversions. The State Water Project (SWP) currently divertder from the Delta at
Clifton Court Forebay. This diversion is permittdotough water rights permits contingent on
meeting water level and water quality criteria outh Delta channels. Low water levels can
create problems for farmers in the south Delta, ,whmaler low water conditions are unable to
divert water for irrigation.

Salmon. Salmon smolts migrate down the San Joaquin Rivéne spring, and can be pulled
into the SWP and Central Valley Project (CVP) wademps. Water diversions that pull small
salmon into the pumps prevent those salmon fronchirg the sea and impact the salmon
population numbers. Ongoing declines of salmonathdr fish species has resulted in a federal
court issuing a Cease and Desist order for wategrsion reductions at the SWP and CVP
facilities.

South Delta Improvement Project. The South Delta Improvement project would corctru
permanent operable gates to control water flowswat locations: Middle River, Old River near
Tracy, Grantline Canal, and Old River near the &aquin River. The department is proposing
to share project costs with the federal governmuauitno federal funds have been secured for the
project at this point.

Budget Act. The2009-10 Budget Act does not include funds for the South Delta Improgat
Project.

Governor's Budget. The Governor's budget proposed $29,400,000 froomdb funds
($26,600,000 from Proposition 13 and $2,800,000nfrieroposition 50) for the South Delta
Improvement Project.

Staff Comment. The cost-effectiveness of the South Delta Impnoset Project depends upon
how the Legislature decides to handle water conmweyain the Delta and how Delta
environmental restoration is pursued. If an al&we water conveyance facility is constructed,
the South Delta Improvement Project may becomeleteso It may be prudent to spend these
funds on other projects that could have a longaefieial impact.

Staff Recommendation. Staff recommends that the Subcommittee rejedbtigget proposal.

6. Sutter Bypass East Borrow Canal Water ContmoicBires
project

Project. The purpose of this project is the replace two wetatrol structures, Weir No. 2 and
Willow Slough Weir, which are located along the Hasrrow Canal of the Sutter Bypass. The

structures are part of the State Plan of Flood @bnfThe weirs allow the Department of Water
Resources to control water levels in the East Boi@anal for irrigation purposes.
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Project Addition. The additional funds requested would cove ane@m®e in project costs
resulting from changes in foundation designs, @mvitental mitigation requirements, and access
requirements for adjacent property owners. Theadeent asserts that without additional
funding, the State would continue to expose itselpotential liability resulting from flooding,
crop loss, and injuries. In addition, the Stataldalso be subjected to criminal liability as a
result of “take” of species under the protectionhaf Endangered Species Act.

Previous Appropriations. Previous budget acts have provided $11 milliarthics project.

Finance Letter. The Governor has submitted a spring financerlettguesting $3,992,000 in
Proposition 1E bond fund and 7.2 existing positisascomplete the replacement of two
hydraulic control structures in the East Borrow &laof the Sutter Bypass.

Staff Recommendation. Staff recommends that the Subcommittee approvértaece letter.

7. CALFED General Fund Reductions

LAO Recommendation. The 2009-10 Budget Act includes a total of $14 million from the
General Fund for CALFED. Of this amount, about -ba# ($7.2 million) is for CALFED
program oversighof various state agencies. The majority of theai@mg funding is allocated
to the Department of Water Resources (DWR) forreéetsaof specific CALFED programs. The
General Fund contribution in each of these DWR-adistered programs is only three percent of
the total state funds (including bond funds and SWtes) that are spent on these programs.

The LAQO’s analysis indicates that the CALFED pragsain DWR proposed to receive General
Fund support may have merit and work towards aamgeCALFED’s goals. Most of the
programs proposed for General Fund support, sudheadelta levees subventions program,
have existed in some form or another prior to tfeaton of CALFED. In the intervening years
since these programs began, however, multiple hgndources in addition to the General Fund
have become available to support them. This ireduslibstantial increases in available bond
funds, many of which are allocated specificalf\CALFED. Now, the General Fund contributes
less than three percent overall to these CALFEQ@amos.

In light of the magnitude of the state’s Generahdrfiscal problems, the LAO thinks that it is a
good time for the Legislature to reconsider whetbdV/R’'s CALFED activities warrant
continued General Fund support. The LAO believeshsa reassessment of priorities is
reasonable, given the level of support availableCBLFED from other funding sources
(approximately $225 million for 2009-10). The LAfBerefore recommends that CALFED’s
base General Fund budget be reduced by $5.9 mbloreducing or eliminating General Fund
support in two programs: Delta levees and watertffsgency.

Delta Levees. $4.9 Million General Fund Savings. The budget allocates $4.9 million from the
General Fund for levee maintenance and repairsinwitite Delta. This program pertains to
levees outside of the state’s Central Valley fl@mhtrol system, mainly Delta islands, that are
operated by local reclamation districts. While rmpng these levees has some merit, the need
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to continue to stabilize levees on many islandshan Delta is currently being assessed as the
department evaluates alternatives for Delta conweya Therefore, it is uncertain whether
preserving these levees will remain a priority $taite funding. The availability of other fund
sources (mainly bond funds) means that General FRupport can be eliminated without
significantly impacting the program.

Water Use Efficiency: $1 Million General Fund Savings. The General Fund provides $1.4
million of the nearly $27 million budgeted for CAEP water use efficiency programs, mostly
from bond funds. Of the $1.4 million, about $1lait is allocated to the California Irrigation
Management Information System (CIMIS), a progranerafed jointly with the University of
California, Davis, intended to assist irrigatoramanaging their water resources efficiently. The
LAO is concerned that the original purpose of thegpam, agricultural water efficiency, has
been changed. Many of the 6,000 registered udehe ®ystem are not irrigators, but are water
agencies, researchers, educators, and water camsult In the LAO’s view, General Fund
support for the water use efficiency program camdaiced by $1 million without significantly
impacting the original program scope. The rema@r$850,000 of the General Fund support is
used for review of urban water conservation plamshigh-priority activity for which an
alternative funding source is not likely to be dafalie.

Staff Comment. These cuts were discussed at the April 23, 280Bcommittee 2 hearing. The
$1 million General Fund for Water Use Efficiencypmesents the entire CALFED water use
efficiency program, and it may not be prudent imelate these funds in the midst of a drought.

For the Delta Levees program, $1 million Generald-is needed for administrative costs related
to levee projects started prior to the passagkeo2006 bond acts.

Staff Recommendation. Staff recommends that the Subcommittee reduceD#ita Levees
budget by $3.9 million General Fund.
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8660 Public Utilities Commission

Background. The California Public Utilities Commission (PUG3 responsible for the
regulation of privately-owned "public utilities,'ush as gas, electric, telephone, and railroad
corporations, as well as certain video provideis @assenger and household goods carriers. The
commission's primary objective is to ensure adexjdiatilities and services for the public at
equitable and reasonable rates. The commissionpatsnotes energy conservation through its
various regulatory decisions.

Budget Act. The 2009-10 Budget Act includes $1.36 billion to support the PUC. Tl8s i
approximately $165 million more than estimated exjiires in the current year. This is due to
growth in the various programs for low-income assise from natural gas to telephone service.
The commission does not receive any General Fupplostl

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Regulation of Utilities $ 568505 $ 70O/ $131,672 23.2

Universal Service Telephone

Programs 606,791 638,749 31,958 5.3

Regulation of Transportation 20,869 22,425 1,556 7.5

Administration 29,123 28,507 -616 -2.1
less distributed administration -29,123 -28,507 616 2.1

Total $ 1,196,165 $ 1,361,351 $165,186 13.8

Funding Source

Special Funds 1,176,097 1,337,187 161,090 13.7

Budget Act Total $ 1,176,097 $ 1,337,187 $161,090 13.7
Federal Trust Fund 1,284 284 0 0.0
Reimbursements 18,784 22,880 4,096 21.8
Total $ 1,196,165 $ 1,361,351 $165,186 13.8

1. Energy Efficiency Savings

Role of Energy Efficiency in California. Current statute requires the electric and gditiegito
rely on energy efficiency savings as the first tgse to meet customer demand. The utilities
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must achieve all cost-effective energy efficienaggfdoe building new power plants, before
signing new natural gas supply contracts, and befarilding new electric or natural gas
transmission lines.

California’s utilities have been working on energfficiency measures since the 1970s.
However, as part of the greenhouse gas reductmmA8B 32, the utilities must increase their

energy efficiency gains. The Public Utilities Comaion (PUC) established a new three-year
energy efficiency program and portfolio planninggess for energy efficiency for the 2006 to
2008 period and authorized the utilities to spe@dL $illion in ratepayer funds on programs

expected to achieve savings sufficient to avoid riked to build three new 500 MW power

plants. This is approximately a $500 million anninarease over what the utilities previously

invested into energy efficiency measures.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Governor's Budget. The Governor's Budget proposed $461,000 from Phblic Utilities
Commission Utilities Reimbursement Account for fqasitions to work on energy efficiency
goals.
» Two positions for Statewide Energy Efficiency S#git Plan implementation,
coordination, and ongoing revisions and updates.
» Two positions for evaluation, measurement, andication (EM&V) of energy savings.

Staff Analysis. The utilities will receive incentive paymentsforancial penalties depending on

how well they meet their energy efficiency goalgus, it is important that the calculations for
energy efficiency gains be as accurate as possiblee two positions for measurement and
verification of energy savings will help assureweate financial incentives and planning for AB
32 goals.

The increase in funds used for energy efficienaing at the utilities’ level warrants some
oversight and planning assistance from the PUC.e Tritreased workload justifies two
additional positions.

As part of the energy efficiency work, the utilgievill hire contractors to perform building
renovations. These contractors will in turn traiarkers in “green collar” jobs. Though such
training is appropriate for independent contractorperform, staff thinks that the PUC should
not become involved in job training as that is mopart of the PUC’s mission. Thus staff
recommends that the Subcommittee consider proatianguage to specify that the PUC will
not plan career training programming or includeeeartraining in the evaluation criteria for
projects.

Staff Recommendation. Staff recommends that the Subcommittee approgethposal with
the following provisional language:

The Public Utilities Commission shall not directghgage in workforce education and
training curriculum development as part of the Cassion’s energy efficiency programs.
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2. Outside Legal Counsel and Economic Consulting

Energy Crisis. The California energy crisis d2000 and 2001 resulted from spot market
manipulation allowed for by flawed power marketidas The California energy market had
been partially deregulated, allowing for market ipafation by energy companies. During the
crisis the state government, through the DepartnoéntVater Resources, had to step in to
purchase power, and 56 contracts totaling $42ohillivere signed. The utilities themselves
bought over $11 billion in energy contracts. Tighty variable power prices of the time led to
the overcharging of California’s consumers by asimas billions of dollars.

Case History. In 2003, Federal Energy Regulatory CommissionREE determined that it
could not modify the long-term contracts merelytib@ grounds that the contracts did not satisfy
the requirement of the Federal Power Act that ales be “just and reasonable,” and that
evidence of market manipulation was irrelevant.e FUC appealed FERC'’s decision to the
Ninth Circuit Court of Appeals, which reversed FER@d found in the PUC’s favor. In late
2008, the United States Supreme Court upheld thehNGircuit’s ruling. The case has now been
sent back to the FERC, where the PUC must defemthtarest of California consumers.

The case for modifying long-term contracts was étsgated by the Electricity Oversight Board
(EOB) before the EOB was defunded in 288-09 Budget Act through the Governor’s veto.
The EOB was using outside counsel and expert wagsebr its litigation. The responsibility for
litigating the case is now shifting mainly to the@.

Governor's Budget. The Governor's Budget proposes $2.5 million frire Public Utilities
Commission Utilities Reimbursement Account for adedegal and economic consultants.

Budget Act. The2009-10 Budget Act includes no funds for this item.

Staff Analysis. The refunds sought for consumers in this procegdre estimated in excess of
$1.4 billion. The funds for economic and legal msel to allow California to recoup those
overcharges are relatively small compared to tmetits of a successful settlement.

Staff Recommendation. Staff recommends that the Subcommittee appraeribposal.

3. Independent Monitoring of CAISO

MRTU. The California Independent System Operator (CAIS8&s implemented a new market
design called the “Market Redesign and Technologgrdde” (MRTU) in March 2009. The
MRTU aligns California’s electricity market with whesale market designs throughout North
America. The MRTU establishes an integrated fodvaarket with day ahead trading; a full
network model that “sees” bottlenecks before sclesdactually run; provide for locational
marginal pricing, which allows least cost decisia®ut how to fix bottlenecks; and puts new
computer systems in place.
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California utilities supervised by the CPUC musy fausubstantial portion of the power needed
to serve customers on the wholesale power markeadtet-based rates. The California Public
Utilities Commission (PUC) is required to analyzearket data and make appropriate
recommendations about the proper functioning of Ipel@signed competitive wholesale
markets both at the CAISO and in Federal EnergyuRégy Commission (FERC) proceedings.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Governor's Budget. The Governor's Budget proposed $174,000 from Phblic Utilities
Commission Utilities Reimbursement Account for twositions to: 1) monitor the California
Independent System Operator (CAISO) market after ithplementation of MRTU, and 2)
effective oversight of the utilities’ $11 billiomaual procurement of energy and capacity.

Staff Analysis. The Electricity Oversight Board (EOB), which wdefunded in 2007-08, served
as the oversight entity for the CAISO. Now thae tBOB is no longer functioning, those
oversight tasks are appropriate to move to anadlgency. However, staff disagrees that the
PUC is the appropriate entity to oversee the CAt® to a conflict of interest with the PUC’s
ratemaking capacity. The PUC should not oversesnéity to which it makes recommendations.
Also, the Governor’s proposed energy reorganizationld place the CAISO oversight role in
the proposed California Department of Energy. dtyrbe best for the Subcommittee to allow the
decision on oversight to move through the poliaycess.

Staff Recommendation. Staff recommends that the Subcommittee rejecptbposal.
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3360 Energy Resources Commission

Background. The Energy Resources Conservation and Developmemn@ssion (commonly
referred to as the Energy Commission or CEC) iparsible for forecasting energy supply and
demand; developing and implementing energy conierveneasures; conducting energy-related
research and development programs; and siting majer plants.

Budget Act. The2009-10 Budget Act includes $370 million to support CEC. The promgbse
budget is approximately ten percent less than astichexpenditures in the current year due to a
reduction in the Public Interest Research, Develmmand Demonstration Fund (PIER). The
department does not receive any General Fund suppor

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $ Change% Change

Type of Expenditure

Regulatory and Planning $ 27,779 $ 2,484 $4,665 16.8

Energy Resources Conservation 50,837 30,993 -19,844 -39.0

Development 339,796 310,435 -29,361 -8.6

Policy, Management, and

Administration 20,967 21,690 723 3.5
less distributed administration -20,967 -21,690 -723 3.5
less loan repayments -3,873 -3,970 -97 2.5

Total $ 414539 $ 369,902 -$44,637 -10.8

Funding Source

Special Funds 386,353 310,454-75,899 -19.6

Budget Act Total $ 386353 $ 310,454 -75,899 -19.6
Federal Trust Fund 22,366 38,6 31,262 139.8
Reimbursements 5,820 5,820 0 0.0
Total $ 414539 $ 369,902 -$44,637 -10.8
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1. Energy Efficiency and Conservation

Energy Independence and Security Act of 2007The Energy Independence and Security Act
of 2007 is a federal bill that created the EnerffycieEncy and Conservation Block Grants. The
purpose of these grants is to reduce energy agstisnhouse gas and criteria pollutant emissions,
total energy use, and improve energy efficiencyuildings. The Act provided $560 million
annually for five years for these grants to be auistered by state governments. The funds are
divided between the 50 states based on a formlilés estimated that California will receive
approximately $34 million.

AB 2176. AB 2176 (Caballero, 2008) requires that of thesfgy Efficiency and Conservation
grant funds California will receive, a minimum o @ercent be used to provide cost-effective
grants to cities with a population less than 35,@@0counties with a population less than
200,000. AB 2176 also limits the administrativetsdfor the program to five percent.

Large Cities and Counties. Those cities and counties with populations latpan 35,000 or
200,000, respectively, are able to apply for enegfjiciency funds directly from the federal
government. Also, depending on the guidelines thatEnergy Commission develops, larger
cities and counties may be eligible for the forgrgent of funds that the Energy Commission
will distribute based on the guidelines that wil developed.

Guidelines. The Energy Commission is currently developingdglines for the distribution of

the energy efficiency funds. The Energy Commisgias discretion on how to allocate forty
percent of the federal energy efficiency funds thatill administer. The guidelines for this
forty percent will be completed in July 2009.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Governor's Budget. The Governor's Budget proposed $34 million froeddral funds.
$703,000 of these funds would pay for five posiiamd travel costs.

Staff Comment. Additional federal funds for energy efficiencyclhene available for California
with the passage of the American Recovery and Rsinvent Act (ARRA) of 2009 in February
2009. The Energy Commission estimated that the ARIhds the Energy Commission will
receive will be approximately $15.6 million.

Staff Recommendation. Staff recommends that the Subcommittee augmentpthposal to
reflect the additional federal funds the Energy @ussion is likely to receive in the fall of 2009.
Staff recommends an approval of $49.6 million ideieal fund expenditure authority and the five
positions requested.
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8570 Department of Food and Agriculture

Background. The California Department of Food and Agricit(€DFA) provides services to
both producers and consumers of California’s aditicali products in the areas of agricultural
protection, agricultural marketing, and supportidoal fairs. The purpose of the agricultural
protection program is to prevent the introductiorl &stablishment of serious plant and animal
pests and diseases. The agricultural marketingrano promotes California’s agricultural
products and protects consumers and producersgihrthie enforcement of measurements,
standards, and fair pricing practices. Finallye tdepartment provides financial and
administrative assistance to county and districtfa

Budget Act. The 2009-10 Budget Act provides $405 million to support CDFA. This is
approximately $89 million more than the level ofperditures estimated in the current year.
This growth is primarily due to capital outlay expéures.
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Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Agricultural Plant and Animal Health;

Pest Prevention; Food Safety Services $ 179,21% 169,402 -$9,814 -55

Marketing; Commodities and

Agricultural Services 61,232 60,158 -1,074 -1.8

Assistance to Fair and County

Agricultural Services 26,121 26,090 -31 -0.1

General Agricultural Activities 43,084 58,182 15,098 35.0

Capital Outlay 4,887 89,833 84,946 1738.2

Executive, Management, and

Administration Services 19,427 1940 -27 -0.1
less distributed administration -17,940 -17,987 -47 0.3

Total $ 316,027 $ 405,078 $89,051 28.2

Funding Source

General Fund $ 98,014 $ 98,35% 341 0.4
Special Funds 157,354 239,594 82,240 52.3
Budget Act Total $ 255,368 $337,949 82,581 32.3
Federal Trust Fund 47,221 54,099 6,878 14.6
Harbors and Watercraft Revolving
Fund 3,513 3,508 -5 -0.1
Reimbursements 9,925 9,522 -403 -4.1
Total $ 316,027 $ 405,078 $89,051 28.2

1. Agricultural Products Marketing Committees

Authorization. The marketing programs are authorized under #idaothia Marketing Act of
1937 and individual sections of statute in the Faad Agricultural Code. State law requires
that the California Department of Food and Agrigrét oversee all State marketing programs.
Each marketing program is governed by a board nuadef industry members. Some boards
also have public members.
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Marketing programs are industry initiated and ulyudd not go into effect without approval by
an industry vote. Since all industry members stamdgain from a marketing program’s
activities, all affected producers and/or handtdreach commaodity are required to abide by the
marketing program’s statutory provisions and shiagecost of funding the program’s activities.

Purpose. The purpose of marketing programs is to provigiécaltural producers and handlers
an organizational structure, operating under gawemnt sanction, which allows them to solve
production and marketing problems collectively thaey could not address individually.
Current marketing programs’ activities include coaodity promotion, research, and
maintenance of quality standards. Some of therprog carry out all three authorized activities
while others carry out only one or two, dependinglte needs of each respective industry. None
involve volume control and cooperative price esshiohent (which is specifically prohibited by
law). These organizations provide a structurestiving problems and also provide a vehicle for
collecting funds to support activities.

Audit Cycles. The California Department of Food and Agricult@DFA) received some
complaints from industry members over the expeneswf specific marketing programs. Spot
audits found problems with both the Tomato Comroissind the Avocado Commission, both of
which have now been disbanded. The CDFA is insgtigua four-year audit cycle. This is in
addition to the internal audits that the marketinghmittees perform.

Staff Recommendation. No recommendation. Informational item only.
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Vote-Only Calendar
Spring Finance Letters
2009-10
Department Proposal Amount (000)
1 | Secretary for California River Parkways: Extend liquidation period for $29.9 $29,900
Natural Resources million in Proposition 50 bond fund grants to June 30, 2011.
2 | Secretary for Strategic Growth Council: Two permanent positions to support the $146
Natural Resources Strategic Growth Council funded from Proposition 84 bond funds.
3 | Secretary for Unified Program Data System: One position and additional funds $219
CalEPA from the Unified Program Account for a local government web-
based inspection and enforcement reporting system.
4 | Secretary for Unified Program Electronic Reporting: Six positions and contract $2,513
CalEPA funds to support the integration of previously developed
applications and the development of technical interfaces with 118
local agencies. This activity is in response to AB 2286 (Feuer,
2008) which requires a Unified Hazardous Materials and
Hazardous Waste Regulatory Management Program electronic
information management system by January 1, 2010.
5 | Tahoe Conservancy | Environmental Improvement Program: Extend the liquidation LA: $6,203
period for various Proposition 12 bond funded local assistance CO: $1,031
grants and capital outlay projects until June 30, 2011.
6 | California Capital Outlay Reappropriation: The working drawings and $10,432
Conservation Corps | construction for the Tahoe Base Center Relocation Project.
7 | Department of Land Resource Protection Program: Technical adjustments to -$882
Conservation reflect decreasing Williamson Act revenues.
8 | Department of Information Technology Infrastructure Lifecycle Support: Fixes to $132
Conservation security of DOC's network computing infrastructure.
9 | Boating and Imperial Beach Restoration Project: Provide funding from Harbors $4,200
Waterways and Watercraft Revolving Fund for the City of Imperial Beach
Silver Strand Shore Protection Project.
10 | CalFire California Emergency Management Agency Coordinator: $155
Additional reimbursement authority to provide dispatch services for
CalEMA's Emergency Command Center.
11 | CalFire Mobile Command Center Prototype: Increased reimbursement $1,350
authority to receive a grant from CalEMA for the construction of a
prototype Mobile Communications Center.
12 | CalFire Fuels Treatment: Federal grant funds for fuels treatment projects in $3,261
San Bernardino, Riverside, and San Diego counties.
13 | CalFire Bond Funds Liquidation Extension: Extend liquidation period until $3,728
June 30, 2011 on various Proposition 12, 40, and 50 bond funds.
14 | CalFire Capital Outlay Reappropriations: Reappropriate and extend the
liquidation period for 41 capital outlay projects. Acquisitions would
be extended until June 30, 2012; Construction would be extended
until June 30, 2014; and all others would be extended until June
30, 2011.
Senate Committee on Budget and Fiscal Review Page 2




Subcommittee No. 2 May 14, 2009
2009-10
Department Proposal Amount (000)
15 | Fish and Game Facilities Health and Safety Compliance: Funds to enter into a $741
lease on a new facility, since the current facility is too small for the
current staff and out of compliance with ADA requirements.
16 | Fish and Game Bond Fund Realignment: Technical changed to reduce bond funds -$600
that expired in 2008-09 but were accidentally left in the 2009-10
Budget.
17 | Fish and Game Delta Fish Agreement: Increase reimbursements to implement $1,000
environmental restoration work to offset direct fish losses resulting
from pumping in the Delta.
18 | Fish and Game Ecosystem Water Quality: Increase reimbursements to address $7,596
low levels of dissolved oxygen and methyl mercury in the Delta.
19 | Fish and Game Technical Budget Adjustments: An intra-schedule transfer of funds $0
to reflect spending for local assistance out of the appropriate
budget program.
20 | Wildlife Wetland and Riparian Habitat Conservation Projects: Revert -$1,535
Conservation Board | General Fund that was never encumbered.
21 | Wildlife Reappropriation and Extension of Liquidation for Various Funds: $33,024
Conservation Board | Habitat Conservation Fund capital outlay and Wildlife Restoration
Fund Public Access Program.
22 | State Coastal Increase Reimbursement Authority: This increase will allow the $6,200
Conservancy Coastal Conservancy to receive matching funds from local and
non-profit project partners. Current reimbursement authority is
$1.8 million.
23 | State Coastal Proposition 50 Bond Funds: Revert unused Proposition 50 funds $500
Conservancy and appropriate those same funds for the Conservancy's support
budget.
24 | State Coastal Technical Budget Adjustments: Proposition 84 Santa Ana River
Conservancy Parkway Program technical adjustment to keep the section of the
bond reserved for this program from being over allocated.
25 | Parks and Technical Adjustments: Reappropriations to the public safety $9,550
Recreation dispatch system in the following amounts: $3,074,000 GF;
$876,000 Off-Highway Vehicle Trust Fund; and $5.6 million OHV
Fund grants.
26 | Parks and Technical Adjustments: Baseline reductions to remove one-time -$1,753
Recreation costs. $1,420,000 GF and $333,000 OHV
27 | Parks and Extension of Liquidation for various Proposition 12 bond funds for
Recreation state support and local assistance projects.
28 | Parks and Proposition 12 Funding for Local Park Grants: Proposition 12 $39,795
Recreation stated that eight years after the original appropriation funds for
local assistance projects would revert. Due to the bond freeze,
many projects were unable to liquidate in a timely manner. This
appropriation would allow those previously started projects one
year to complete.
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2009-10
Department Proposal Amount (000)
29 | Parks and Capital Outlay Reappropriations: Reappropriate 44 capital outlay
Recreation projects.
30 | San Joaquin River Fund shift of $54,000 from in-house property management to $0
Conservancy contract management of the Conservancy's lands. Due to the
large area covered by the Conservancy's responsibility area, travel
costs and travel time make it prohibitive for one person to
effectively manage the lands. The Conservancy intends to employ
other state agencies and non-profits in the management activities.
31 | Sierra Nevada Extension of Liquidation: Proposition 84 funded local assistance
Conservancy grants for two additional years.
32 | Integrated Waste Education and Environment Initiative: Increase federal funding for $26
Management Board | training teachers in the EEI curriculum.
33 | Integrated Waste Education and Environment Initiative: Increase reimbursement $1,000
Management Board | authority for curriculum development.
34 | Integrated Waste National Environmental Information Exchange Network: Federal $100
Management Board | funds toward California's participation in an environmental data
network.

Staff Recommendation: Staff recommends that the Subcommittee approve 3thespring
finance letters listed in the chart.

3340 California Conservation Corps

1. Local Corp Bond Funding Reappropriation

Background. There are twelve local conservation corps infGalia. They provide workforce
training and education to youth at the local levél. the 2008-09 Budget Act, the Legislature
provided $23 million in bond funds for the localrps. The budget act was passed in August
2008, providing less than a full fiscal year to emg the funds. Then, in December 2008, the
Pooled Money Investment Board froze bond funds.atEction halted the ability of the local
corps to continue their projects.

2008-09 Budget Act. The 2008-09 Budget Act provided $23 million in Proposition 84 bond
funding for the local conservation corps. The fagchad a liquidation period of one year only.

Staff Recommendation. Staff recommends that the Subcommittee reapptgprine $23
million in Proposition 84 bond funds to the locahservation corps to allow them to complete
projects begun during the 2008-09 fiscal year.
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2. Funding Youth Employment

Background. The California Conservation Corps (CCC) assigdefal, state and local
agencies, and nonprofit entities in conserving iamgroving California’'s natural resources while
providing employment, training, and educational apynities for young men and women. The
Corps provides on-the-job training and educatiapgortunities to California residents aged 18
through 23, with projects related to environmewt@iservation, fire protection, and emergency
services. Some activities traditionally associatéth the Corps are tree planting, stream
clearance, and trail building. The Corps also tpseand provides funding for 12 community
conservation corps.

Staff Comment. At a time of high unemployment in Californiajstmore important that ever to
provide young people with educational opportunit@esl employment. Proposition 84 bond
funds exist that can be used to employ in publick&@rojects youth that may otherwise be
reliant on social services.

Staff Recommendation. Staff recommends that the Subcommittee apprapfat million in
Proposition 84 bond funds for the CCC and $8 millio Proposition 84 bond funds for the local
conservation corps to increase youth employmentethetation. Staff recommends that the
Subcommittee approve budget bill language diredtireguse of these funds to include education
and employment of foster youth. Staff also recomasethat the Subcommittee approve budget
bill language to make these funds available untieJ30, 2011.

3540 Department of Forestry and Fire Protection

3. Arson and Bomb Unit

Background. Each year approximately 160,000 pounds of illefy@works are seized in
California. Due to environmental and safety reasexisting statute requires that the State Fire
Marshal dispose of seized illegal fireworks. Tlestoof safely disposing of the illegal fireworks
is approximately $6 per pound. To cover the cbdtemal firework disposal, SB 839 (Calderon,
2007) established the State Fire Marshal Firewarid Enforcement Fund to receive 65 percent
of penalties from the possession of illegal firekgofto enforce, prosecute, dispose of, and
manage dangerous fireworks and to educate pubfietysagencies in the proper handling and
management of dangerous fireworks.”

Governor's Budget. The Governor's Budget proposed $285,000 from Fireworks and
Enforcement Fund for two new positions to estabdéishArson and Bomb Unit within the State
Fire Marshal. The Unit would conduct enforcemerd disposal of illegal fireworks.

Budget Act. The2009-10 Budget Act does not include any funds for the arson and bonit
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Staff Recommendation. Staff recommends that the Subcommittee appravéukiget proposal.
This proposal is significantly scaled back from #898-09 proposal that was rejected. Due to
concerns over the handling of explosives and claroncerns, trained personnel must handle
the disposal of large quantities of fireworks. Thading comes from a dedicated source for
fireworks disposal.

4. Lease-Revenue Bond Funded Capital Outlay Prégposa

Background. All lease-revenue bond funded capital outlay psass were pulled from the
2009-10 Budget Act without prejudice. The conceousr lease-revenue proposals were two-
fold: (1) lease-revenue bond funded projects muastehall phases of the project approved,
removing legislative control over decisions on fheject prior to the completion of plans; and
(2) long-term debt service of the state.

Governor’'s Budget. The Governor’'s Budget proposed $290,344,000 asdaevenue bond
funded projects. These projects were:

1. El Dorado Fire Station: service warehouse — repfacdity. This project includes
construction of a 16-bed barracks and mess hdidfybauto shop with a welding bay,
service center/warehouse with Self Contained BnegtApparatus component and
generator/pump/storage building with generator6,$25,000

2. Cuesta Conservation Camp — relocate facility. Ppinigect would relocate the Cuesta
Conservation Camp and the Unite Mobile Equipmeninkéaance Facility to another
location within the same state-owned Camp San Qbispo property. $70,238,000

3. Parlin Fork Conservation Camp — replace facilitfhis project would replace a
conservation camp with: a new administrative buaigli standard 14-bed
barracks/mess hall; warehouse; physical trainintgdimg; 4-bay utility garage; auto
and welding shop; generator/pump/storage buildiagd various inmate use
buildings. $53,544,000

4. Soquel Fire Station — replace facility. This pobjevould construct an 8-bed
barracks/mess hall; 2-bay apparatus building; agdreerator/pump/storage building
with an emergency generator. $10,599,000

5. Gabilan Conservation Camp. This project would twmes a 14-bed officer’s
guarters, an 8-bed officer's quarters for DepartnmenCorrections staff, a vehicle
wash rack and a fire cache trailer cover. $21B®&b,

6. Potrero Fire Station — replace facility. This gaijwould construct a new standard 2-
engine fire station with a 14-bed barracks/mess$, Babay apparatus building, a
battalion chief's office and a generator/pump/gerduilding with an emergency
generator. $10,389,000

7. Tuolumne-Calaveras Service Center — relocate fgcillhis project would relocate
and construct a 10,000 sq ft service center (warghowith office space); an
administrative office building; a physical trainimgilding; an emergency command
center; a fuel dispensing system; and a generatogpbuilding with an emergency
generator. $24,655,000

8. Butte Unit — replace facility. This project wouldclude demolition of existing
buildings and the construction of a 20-bed barrmckss hall, 3-bay apparatus
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building; an administrative office building; 5-baguto shop, 2-bay dozer shed,
covered vehicle wash rack, a physical fithess Ingldservice center/warehouse, a
maintenance building, and a generator/storageingild$30,692,000

9. Cayucos Fire Station — replace facility. This podjwould include demolition of
existing structures and construction of an 8-bedalss, 2-bay apparatus building
and a generator/storage building with an emerggeagrator. $9,678,000

10.Felton Fire Station — replace facility. This pmjevould include demolition of
existing buildings and construction of a 12-bedréeks, 2-bay apparatus building, a
dozer shed, an administrative office building, aspdich area, two
generator/pump/storage buildings, and a physiaalitrg building. $25,100,000

11.Parkfield Fire Station — replace facility. Thisopct would include construction of
an 8-bed barracks/mess hall, a 2-bay apparatudimgiila generator/pump/storage
building, fuel facilities, vehicle wash pad, undengnd utilities, propane system,
septic system, a new well, a new water treatmestesy, a security fence, and
landscaping. $7,209,000

Budget Act. The 2009-10 Budget Act does not include funds for CalFire capital outlay
proposals. The funds for capital outlay projecesewemoved without prejudice.

Staff Recommendation. Staff recommends that the Subcommittee approsddhise-revenue
funded CalFire capital outlay projects in the faling amounts:
El Dorado Fire Station: $26,376,000

Cuesta Conservation Camp: $70,239,000

Parlin Fork Conservation Camp: $53,545,000
Soquel Fire Station: $10,600,000

Gabilan Conservation Camp: $21,866,000

Potrero Fire Station: $10,390,000
Tuolumne-Calaveras Service Center: $24,656,000
Butte Unit: $30,693,000

Cayucos Fire Station: $9,679,000

10 Felton Fire Station: $25,101,000

11. Parkfield Fire Station: $7,210,000

©CoNokrwNE

5. Air Resources Board Regulations on Diesel Egeipm

Air Resources Board Regulations.In January 2007, the Air Resources Board (ARB)paed
regulations for “On-Road Heavy-Duty Diesel-Fueladk Fleets”. This regulation requires all
state agencies and local governments to retrofip@@ent of their diesel vehicles to reduce
identified diesel particulate matter in the exhawmgt75 percent by 2010. If 60 percent of the
fleet is not retrofitted, the state agency may faepalties of $1,000 to $10,000 per day of non-
compliance.

ABxx 8. In February 2009, legislation was passed thareldd the compliance period for the
Air Resources Board regulations.
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Governor’s Budget. The Governor’'s Budget proposed $2,762,000 in @riraind for CalFire
to retrofit 45 off-road heavy-duty diesel vehickesmeet new ARB clean air regulations. The
compliance is towards the following regulations:

1. In-Use On-Road Regulations for Public Fleets — CalFire has 59 vehicles that meet this
criteria. Sixty percent of these vehicles mustdieofitted by December 31, 2009. It will
cost approximately $20,000 to retrofit each vehifde a total of $1,180,000.

2. In-Use Off-Road Regulations for Diesel Vehicles — CalFire has 145 off-road vehicles that
have to comply with this regulation to reduce NOXl &articulate Matter pollution. The
total cost of retrofitting this fleet is $2,900,000er five years, or $580,000 annually.

3. Portable Equipment Registration Program (PERP) — This program monitors the
movement of heavy-duty equipment between air dtstri In order to move a piece of
heavy-duty equipment from one air district to amothCalFire will need a permit.
CalFire has 126 pieces of such equipment, 89 othvare too old to quality and must be
replaced with a cost of $2,406,000. After replaeetnthese pieces still have to be
registered if transported. The total registratiea for all CalFire equipment under the
PERP program is $79,400 annually.

Budget Act. The2009-10 Budget Act includes no funds for this item.

ABxx 8. AB 8 of the Second Extraordinary Session of 200%xtended the implementation
deadline for the ARB regulation on Off-Road Die¥ehicles. This extension allows until 2011
instead of the original 2010 for 20 percent offieet to be retrofitted.

Staff Comment. Due to ABxx 8, CalFire does not have to retrafity of its in-use off-road
diesel vehicles during 2009-10. The ARB regul&ior in-use on-road public fleets requires 60
percent of the fleet retrofitted by December 31020 CalFire has 59 in-use on-road diesel
vehicles, of which 36 would have to be retrofitehating the 2009-10 fiscal year for a cost of
$720,000. CalFire will still have to meet the pite equipment registration program
requirements.

Staff Recommendation. Staff recommends that the Subcommittee approyg63200 in one-
time funding from Air Quality Improvement Fund fdhese diesel retrofits. Staff also
recommends trailer bill language allowing for theedime expenditure of these funds from the
Air Quality Improvement Fund.

3600 Department of Fish and Game

6. Renewable Energy Regulatory Action Team

Background. Current statute requires that California’s eneugg consist of a minimum of 20
percent renewable energy by 2010. The Governoxeclive Order S-14-08 expanded the
required use of renewable energy to 33 percentnefgy use by 2020. The Public Utilities
Commission has estimated that in 2008 renewableggmaade up 13.7 percent of all energy
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sales in California. To reach the goal of 20 petcenore renewable power facilities must be
constructed, and those facilities must have trassion lines to deliver power to distribution
centers. There are a number of environmental pefanid concerns overseen by the Department
of Fish and Game (DFG) that apply when new poweilifi@s and transmission lines are
constructed. These include incidental take pernthis California Environmental Quality Act,
and endangered species habitat concerns.

Renewable Energy Conservation Planning Program.The Department of Fish and Game’s
Renewable Energy Conservation Planning Program @5 Qvill focus on providing permit and
technical assistance to expedite siting and coctstru of renewable energy projects. The
RECPP will also work on including the Renewable tlébo Standard into the Natural
Communities Conservation Plan process. This progsaanticipated to run for the next 15-20
years as increasing amounts of renewable energyoasgructed in California.

Governor’s Budget. The Governor’s Budget proposes $3,057,000 frambrersements for 22
temporary two-year positions to establish a RenéavBnergy Action Team and a Renewable
Energy Conservation Planning Program. The reindment for 2009-10 comes from:

* $1,498,897 from the Energy Commission

+ $1,558,103 from the Wildlife Conservation Board poysition 84 bond funds

The reimbursement for 2010-11 comes from:
o $749,489 from the Energy Commission
+ $1,498,897 from the Wildlife Conservation Board position 84 bond funds
* $1,528,500 from energy generators

Budget Act. The2009-10 Budget Act does not include funds for this purpose.

Staff Comment. This item was held open while the corresponditggns for the Energy

Commission and the Public Utilities Commission (BU&ere debated. The Subcommittee
indicated that more time was needed to discussptiey implications of the 33 percent
renewable portfolio standard by sending the cooedmg proposals for both the Energy
Commission and the PUC to Conference.

Staff Recommendation. Staff recommends that the Subcommittee rejestgtoposal in order
to have more time in Conference to debate the’'stapproach to the 33 percent RPS standard.

7. Ecosystem Restoration Program Implementation RICC

NCCP. The objective of the Natural Communities ConseovaPlan (NCCP) is to conserve
natural communities at the ecosystem scale whit®ramodating compatible land use. The
NCCP is a plan for the conservation of natural camities that takes an ecosystem approach
and encourages cooperation between private andrgoeat interests. The plan identifies and
provides for the regional or area-wide protectiod @erpetuation of plants, animals, and their
habitats, while allowing compatible land use andneenic activity. Proposition 84 includes a
set-aside of $20 million for the development of N&C
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BDCP. The Bay Delta Conservation Plan (BDCP) is intehtle create a stable regulatory
framework to help conserve at-risk native species @atural communities in the Delta. The
BDCP will implement a program for restoring and mgimg habitats within the Bay-Delta,
along with improving the design and operation & 8tate Water Project and the Central Valley
Project. The BDCP is intended to provide cooraidadnd standardized mitigation measures for
the various federal and state environmental reqmergs, such as the Habitat Conservation Plan
and the NCCP.

Governor's Budget. The Governor's budget requested $8,914,000 ipdaition 84 bond funds
for the NCCP for the CALFED Bay-Delta Program. #&sinwvould be used for conservation
actions, baseline surveys, data analysis, peeewevhabitat mapping and other activities
necessary for development of the Bay-Delta Consierv&lan.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Staff Recommendation. Staff recommends that the Subcommittee approgethposal with
the following budget bill language:

Of the funds appropriated in this item, $8,900,8D@ll be used exclusively to develop a
natural communities conservation plan for the Saergo San Joaquin Bay Delta pursuant to
Chapter 10 (commencing with Section 2800) of thenleind Game Code.

8. Diesel Vehicle Retrofit Program

Background. In January 2007, the Air Resources Board (ARB)p#eld regulations for “On-
Road Heavy-Duty Diesel-Fueled Public Fleets”. Ti@gulation requires all state agencies and
local governments to retrofit 60 percent of theesel vehicles by December 31, 2009 to reduce
identified diesel particulate matter in the exhau$t60 percent of the fleet is not retrofittedet
state agency may face penalties of $1,000 to $0(Qe60day of non-compliance.

Fish and Game Fleet. The Department of Fish and Game (DFG) has 75cieshithat are
considered on-road heavy-duty diesel vehicles. s&heehicles are used for fish planning,
stream-bed restoration, habitat maintenance, dnet diepartment activities. DFG estimates that
it will cost $900,000, or $20,000 per vehicle, ttrofit 45 vehicles and reach regulation
compliance by 2010.

Governor's Budget. The Governor's Budget proposes $900,000 fromouarifunding sources
for the clean-air retrofits of 45 department onerdseavy-duty diesel vehicles. The funding
sources are:

» $405,000 from the General Fund

* $270,000 from the Fish and Game Preservation Fund

* $63,000 from the California Environmental Licensat® Fund

* $63,000 from the Oil Spill Preservation and Admirdison Fund

* $54,000 from Reimbursements
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*  $45,000 from the Hatcheries and Inland FisherieslFu

Staff Recommendation. Staff recommends that the Subcommittee appro@®,$90 in one-
time funding from Air Quality Improvement Fund fdhese diesel retrofits. Staff also
recommends trailer bill language allowing for theedime expenditure of these funds from the
Air Quality Improvement Fund.

9. Quagga Mussel

Background. The Quagga Mussel is a highly invasive freshwatessel that is capable of
devastating aquatic ecosystems and impacting wateastructure. The Quagga Mussel is
related to the Zebra Mussel and can reproducergtra@id rates. It has spread throughout the
eastern United States, and is known for hinderiagewfor domestic, municipal, industrial, and
agricultural purposes by clogging pipes and othatewdelivery infrastructure. The Quagga
Mussel was discovered in California on January20Q7. The Quagga Mussel was found in
Lake Mead, Lake Havasu, and on the MetropolitaneMatstrict intake pumps.

DFG has expressed concern that the species coukk gaotentially wide-spread damage to
drinking water pumping systems and other relatéchstructure. Early estimates indicate that
the establishment of this species in Californiaesstan result in costs to the state of at led3t $7
million in infrastructure costs and $40 million amnual maintenance. The Quagga Mussel is
spread by boats that are moved from one body afnatanother.

AB 1683. AB 1683 (Wolk, 2007) requires DFG to develop QuegMussel control and
eradication plans, as well as assist water agenci¢ise development and implementation of
their plans of control and eradication if the Quagg discovered in their systems. Also, AB
1863 required DFG to inspect waters and water if@sl in the state for Quagga Mussel
presence. If Quagga or Zebra mussels are fouadiacal water body, AB 1683 requires local
agencies that operate a water supply system toaprep plan to control Quagga and Zebra
mussels.

Local Governments. In January 2008, zebra mussels were found inJ8sato Reservoir in San
Benito County. Zebra mussels have never before fmend in California. By state law, the
local water agency is required to develop a plancdantrolling the mussel infestation. In
response to the San Justo Reservoir infestatiencdlinty and local water district cooperated
with nearby counties to develop a regional appro@ctan inspection program, including a
computerized tracking system, for five countiesthe Bay Area (Santa Clara, Contra Costa,
Alameda, Monterey, and San Benito). This regionghection-based approach is unique to this
coalition.

Staff Recommendation. Staff recommends that the Subcommittee apprep#ias0,000 from
the Harbors and Watercraft Fund for two years &Bhy Area multi-county response effort as a
pilot project.
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3790 Department of Parks and Recreation

10. Diesel Regulation Compliance

Background. In January 2007, the Air Resources Board (ARB)paeid regulations for “On-
Road Heavy-Duty Diesel-Fueled Public Fleets”. Tigigulation requires all state agencies and
local governments to retrofit 60 percent of theasel vehicles by December 31, 2009, to reduce
identified diesel particulate matter in the exhau$t60 percent of the fleet is not retrofittedet
state agency may face penalties of $1,000 to $00€ day of non-compliance. The
Department of Parks and Recreation has 129 vehibbkgsfall under the on-road heavy-duty
diesel regulations.

Budget Act. The2009-10 Budget Act includes no funds for this item.

Governor’s Budget. The Governor’s January 10 Budget proposed $10685General Fund for
retrofits of the department’s heavy-duty dieseligkds.

Staff Recommendation. Staff recommends that the Subcommittee approy@&3$1000 in one-
time funding from Air Quality Improvement Fund fdhese diesel retrofits. Staff also
recommends trailer bill language allowing for theedime expenditure of these funds from the
Air Quality Improvement Fund.

11. Parks Concession Contracts

Concession Contracts. Pursuant to Public Resources Code 5080.2, theslaége must
approve Department of Park and Recreation congessintracts. For the 2009-10 fiscal year
there are six concession agreements that reqgistdave approval.

Ferry Service from San Francisco to Angel Island

Hollister Hills State Vehicular Recreation Area —-arl Store Concession

Oceano Dunes State Vehicular Recreation Area — CEnaifer Rental Service

Santa Monica State Beach — Food Service ConceSdaond

California Citrus State Historic Park — Wealthy Ges’'s Mansion Concession

Old Town San Diego State Historic Park — Franklouse Concession

oA ONE

Supplemental Report Language. Supplemental Report Language (SRL) describing the
contacts should be included in the final SupplemleReport Language as part of tP@)9-10
Budget Act. Proposed language:

Item 3790-001-0001 --- Department of Parks and &sn:
Concession Contracts. Pursuant to Public Reso@odg Section 5080.20, the following
concession proposals are approved as described:belo
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a. Angel Island State Park — Ferry Service CongessThe department may bid a new
concession contract to provide ferry service trarspion exclusively between San
Francisco and Angel Island State Park.

The proposed provisions of the new concession achimclude a term of up to ten years;
annual rent will be the greater of a guaranteedrflee or a percentage of annual gross
receipts. Proposers will be required to bid a munn annual rent of up to $50,000 or up
to 15 percent of monthly gross receipts whicheseagreater, and commit up to 2 percent
monthly gross receipts for dock maintenance.

It is anticipated that the new concession contvalitbe implemented during the fall of
20009.

b. Hollister Hills State Vehicular Recreation Area Park Store Concession. The
department may bid a new concession contract toatgpeand maintain a park store
concession with food service with Hollister Hilleaf Vehicular Recreation Area.

The proposed provisions of the new concession aoninclude a contract term of up to
10 years to maintain and operate a park storeltswsadry items, food, motorcycle parts
and provide repair services. The new contract mw@aysider the inclusion of rental
equipment services. Annual rent to the State valthe greater of a guaranteed flat rate
or a percentage of gross receipts. Proposersbwillequired to bid a minimum annual
rent of up to $48,000 or up to 8 percent of grasseipts whichever is greater. The
contract will also include up to $60,000 in capitaprovements to the structure.

It is anticipated that the new concession contvalitbe implemented during the winter
of 2010.

c. Oceano Dunes State Vehicular Recreation AreadCamp Trailer Rental Service
Concession. The department may bid a new conceessiatract to provide for camping
trailer rental services for park visitors camping @ceano Dunes State Vehicular
Recreation Area.

The proposed provisions of the new contract witlude a term of up to 10 years; annual
rent will be the greater of a guaranteed flat cata percentage of monthly gross receipts.
Proposers will be required to bid a minimum anmealt of up to $36,000 or up to 10
percent of monthly gross receipts whichever is tgrea

It is anticipated that the new contract will be Iempented during the winter of 2010.

d. Santa Monica State Beach --- Food Service Coimes The department may authorize
the City of Santa Monica, under their current opeggagreement with the Department of
Parks and Recreation, to solicit proposals fromptlnglic for a contract to operate a food
service concession on Santa Monica State Beach.
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The proposed provisions of the new contract incladmntract term of up to 10 years.
Annual rent will be the greater of a guaranteetrfiée or a percentage of gross receipts.
Proposers will be required to bid a minimum of @p$75,000 per year or up to 15
percent of gross receipts, whichever is greater. addition, limited one-time capital
improvements to the facility of up to $20,000 mayabconsideration.

It is anticipated that a new concession contratitbeiissued during the summer of 2009.

e. California Citrus State Historic Park --- W&l Grower’s Mansion Concession.
The department may bid a new concession contrgatatg design, permit, and construct
a historic replica of a wealthy grower’s mansiowl &m operate and maintain this facility
as a visitor serving concession.

The proposed provisions of the new concession aontwill provide visitor services,
which may include overnight lodging, food servioetail sales, and event and conference
space. The provisions include a contract termpofau50 years and a minimum annual
rental requirement will be based on the resulta édasibility study to be completed in
the summer of 2009, and a capital investment ofn#ion for construction of the
historic lodge.

It is anticipated that the new concession contvalitbe implemented during the winter
of 2010.

f. Old Town San Diego State Historic Park --- Flamklouse Concession. The department
may bid a new concession contract to plan, degigmit, and construct a historic replica
of the Franklin House and to operate and maintha facility as a visitor serving
concession.

The proposed provisions of the new concession aontwill provide a variety of
services, including overnight lodging, food seryiead retail sales. The contract term
will be up to 50 years. It is anticipated that tiewvly created concession contract will
include a minimum rental bid requirement basedhanrésults of a feasibility study to be
completed in the summer of 2009, and a capital avgment investment of
approximately $6.5 million.

It is anticipated that the new concession contvalitbe implemented during the winter
of 2010.

Staff Recommendation. Staff recommends that the Subcommittee adopt I[Bo@mtal Report
Language describing the scope of the concessiamamis.
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3850 Coachella Valley Mountains Conservancy

12. Opportunity Land Acquisitions

Proposition 84. California voters in November 2006 passed PrajposB4, the Safe Drinking
Water, Water Quality and Supply, Flood Control, &iand Coastal Protection Act of 2006,
which provides $5.388 billion in general obligatidonds for environmental and resource
purposes. The Proposition 84 bond language adlddainds to the state’s conservancies in order
to guarantee land acquisitions and environmentatoration projects. Coachella Valley
Mountains Conservancy was allocated $36 millioodigh Proposition 84.

Budget Act. The 2009-10 Budget Act included Proposition 84 bond funds for many of the
state’s conservancies. However, #889-10 Budget Act includes no bond funds for Coachella
Valley Mountains Conservancy to make land purclggaats.

Land Value Appraisals. The Coachella Valley Mountains Conservancy’s bamdis request
was initially denied by the Department of Finance tb the conservancy not seeking third party
verification of the property value appraisals fand purchased. However, the conservancy has
now adopted regulations requiring that the conseyand all its grantees always seek a third
party independent review of the property value ajgaits prior to purchasing land. As this
administrative problem has been corrected, it isloiger a reason for holding back the
conservancy’s bond funding.

Staff Recommendation. Staff recommends that the Subcommittee apprapfét million in
Proposition 84 bond funds, as well as $343,000 riop&sition 12 funds and $456,000 in
Proposition 40 funds, to the Coachella Valley Maims Conservancy for land acquisition.

3910 California Integrated Waste Management Board

13. Greenhouse Gas Reductions from Solid Waste

Background. On June 21, 2007, the Air Resources Board adofited_andfill Methane
Capture Strategy as a discrete action measure.

Proposal. With these funds, CIWMB would:

* Analyze the economic costs and benefits of soligtavaand recycling programs, in
support of AB 32 Scoping Plan measures and subeegugplementation. This will
provide a basis for determining the best implentetamechanism for each measure,
such as market-based, regulatory, or carbon-trasliagems. (1 PY)

* Increase recycling from the commercial sector, alwating model commercial
recycling ordinances and assisting the businessorseand local jurisdictions in
developing and implementing commercial recyclindimances. This would also entail
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assisting businesses, local government, and theevradustry in utilizing a commercial
diversion software tool to evaluate costs and gmviand calculate reductions in
greenhouse gas emissions associated with soliet\aastities. (2 PY)

» Partner with the Air Resources Board, Californiar@te Action Registry (CCAR), and
the International Council for Local Environmentaitiatives in developing solid waste
management protocols and providing education ariceach to affected stakeholders.
These protocols will assist local governments imsueing and reporting greenhouse gas
emissions. (1 PY)

 Conduct research to evaluate greenhouse gas ensssiesociated with product
development, manufacturing, use, and disposals Waiuld entail developing strategies
such as economic incentives, improved environmemghct calculators for products,
environmental performance standards and labelind, public outreach. It also would
entail identifying data gaps, potential regulatiormd potential legislative action.
($300,000 in contract funds)

» Conduct research on reducing N20 emissions at cstimgofacilities. This would
include analysis of compost feedstock charactessand operations parameters to
determine their impact on N20 emissions. CIWMB idause the study results to assist
organics handling businesses, CCAR, and otheriesntih the development related
protocols and operational best management pradbcesiuce greenhouse gas emissions.
($500,000 in contract funds)

* Reduce Vehicle Miles Traveled (VMT) through the iopzation of solid waste and
recycling routes. This would entail assisting k&gkeholders and local jurisdictions with
evaluation and implementation of optimization sckerno reduce VMT associated with
transportation of solid waste and recycling matsrid PY)

Budget Act. The2009-10 Budget Act includes $1,312,000 from redirected funds, inalgdsix
positions and $800,000 in contract funds, for impating programs that minimize methane
emissions from landfills including increased soureduction and recycling, developing viable
and sustainable markets to divert materials fronadfils, and encouraging new technologies.
This proposal also includes $501,000 for 2010-The funds for both 2009-10 and 2010-11 will
come from a redirection of the Waste Charactenna8tudy funds.

Staff Comments. The Air Resources Board (ARB) is the regulatory rmyefor AB 32
implementation, and it is unclear to staff why dmestagency needs resources to implement
ARB'’s regulations.

Some of the expenses do not seem fully justifidebr example, the proposal requests two
positions to increase recycling from the commerseator. It seems that this task should already
be underway as part of the CIWMB'’s core mission.

In addition, staff thinks that the one positionréauce the vehicle miles traveled by commercial
sector vehicles is not justified. Since there ascarbon fee added on to the cost of recycling,
commercial sector recyclers will most likely continto use the lowest cost service rather than
the recycling service with the least carbon output.

Staff Recommendation. Staff recommends that the Subcommittee rejecptbposal.
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3930 Department of Pesticide Regulation

14. Volatile Organic Compounds

Volatile Organic Compounds. Fumigant pesticides emit volatile organic compsivVOC)
that contribute to smog. In California’s centralley approximately six percent of the smog is
caused by pesticides. VOCs contribute to the ftonaf ground-level ozone, which is harmful
to human health and vegetation when present atdngligh concentrations. The federal Clean
Air Act requires each state to submit a State Imgletation Plan (SIP) for achieving and
maintaining federal ambient air quality standardscluding the standard for ozone.
Nonattainment areas (NAAS) are regions in Califartiiat do not meet either federal or state
ambient air quality standards. California has frn@nattainment areas: San Joaquin Valley,
Sacramento Metro, South Coast, Southeast Deseri/amura.

State Implementation Plan. The 1994 SIP was developed by the Air Resouraemdand
approved by the USEPA as a plan for addressingyaaity in California. The 1994 SIP
specified that California would reduce fumiganttpede VOC emissions by 12 percent below
the 1991 levels. Currently, the USEPA is reviewiing updated 2007 SIP that would change the
reduction in VOC from percentages to tons of eroissi The 2007 SIP keeps the reduction
level the same and only changes how that reductioreasured.

Lawsuits. In 2006, a federal judge ruled that the DepartnérPesticide Regulation (DPR)
ignored clean air laws for pesticides. The lawsaid DPR failed to apply clean air rules to
pesticides, dating back to 1997. The judge ordéheddepartment to write regulations that
would cut fumigant pesticide emissions in the Cantialley by 20 percent from 1991 levels.

As a response to that court ruling, DPR wrote rafiuh to reduce fumigant pesticide VOC
emissions by 20 percent from 1991 levels. Thogelations were approved by the Office of
Administrative Law on January 25, 2008, and weee@dl into effect.

In August 2008, the Ninth Circuit Court of AppeaisSan Francisco overturned the findings of
the federal judge. As a result of the Appeals Culatory, the Department of Pesticide Control

is now finalizing new regulations that call for maller decrease - a 12 percent cut from 1990
levels.

Past Budget Action. In the2008-09 Budget Act, DPR received $2.6 million and 11 positions to
implement VOC regulations. These positions werenarease in staffing due to the additional
workload created by a 20 percent reduction in V@@ the 1991 levels.

Staff Comments. The department has been provided with the stafffanding to implement a
20 percent reduction in VOCs from the 1991 leveMdso, the department already finalized the
more stringent VOC regulations. Thus, there isneed to relax standards that protect human
and environmental health.

Staff Recommendation. Staff recommends that the Subcommittee adogetrhill language
requiring the department to implement 20 percemtidgant pesticide VOC reduction regulations.
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Discussion Items

0540 Secretary for Natural Resources

Background. The Secretary for Natural Resources heads theuRe=ss Agency. The Secretary
is responsible for overseeing and coordinating dbtvities of the boards, departments, and
conservancies under the jurisdiction of Resouragsnay.

Budget Act. The 2009-10 Budget Act includes $87.5 million to support the Secretary fo
Natural Resources. This is a 40 percent decreageestimated expenditures in the current year
primarily due to reduced bond fund expenditures.

Summary of Expenditures
(dollars in thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Administration $104,383 $69,764 -$34,619 -33.2
CALFED Bay-Delta Program 42,564 17,814 -24,750 -58.2
Total $146,947 $87,578 -$59,369 -40.4

Funding Source

General Fund $ 5377 $ 5,736 359 6.7
Special Funds 4,621 3,467 -1,154 -25.0
Bond Funds 107,525 61,000 -46,525 -43.3

Budget Act Total 117,523 70,203 -47,320 -40.3
Federal Trust Fund 12,778 8,471 -4,307 -33.7
Reimbursements 16,646 8,904 -7,742 -46.5
Total $ 146,947 $87,578 -$59,369 -40.4

1. Environmental License Plate Fund Fee Increase

ELPF. The Environmental License Plate Fund (ELPF) pravidaipport to numerous
conservancies and departments within the Resoukgesmicy. The ELPF has a structural
imbalance. Without a fee increase, and keepingmdifures constant the 2009-10 fiscal year
expenditures would exceed available resources byition.
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Trailer Bill. The trailer bill language would raise the enviromtiaé license plate fee by $4 per
plate. The new fee would be $34 for renewals atfr new plates.

Budget Act. The 2009-10 Budget Act does not include trailer bill authorizing the ELRFe
increase. The Budget Act does provide decreasedirfg to departments and conservancies
from the ELPF by $4,720,000, but this decrease evéxal even more dramatic without the fee
increase.
» Secretary for Natural Resources — Reduction to ajustate travel and equipment
replacement program: -$50,000
» California Conservation Corps — Reduction to adstiation: -$300,000
* CalFire — Environmental Protection Program fieldminator reduction (-$15,000); Fire
and Resource Assessment Program resource managsiraeagies design (-$30,000):
Total reduction of -$45,000
* Department of Fish and Game — Fund shift of $3iomllto the Fish and Game
Preservation fund for wardens: -$3 million
» State Coastal Conservancy — Reduction to Oceared®iat Council research on algal
blooms: -$257,000
e Santa Monica Mountains Conservancy — Reductionottsultant contracts for project
planning and implementation: -$50,000
» Sierra Nevada Conservancy — Reduction to interaggageements: -$500,000
» Department of Water Resources — Reduction in warkhe Trinity River Restoration
Program: -$60,000
e CalEPA, Department of Pesticide Regulation — Fuhift sof $458,000 with the
Department of Pesticide Regulation Fund

Staff Recommendation. Staff recommends that the Subcommittee approzeafiprove trailer
bill language increasing the environmental licepkde fee by $8 per plate and to direct half of
this increase to the Department of Fish and Game/dodens.

2. CALFED Science Program

Background. CALFED provides a science research grant forgutsj that provide scientific
information related to water project operations,teaquality, ecosystem restoration, and
prevention and management of invasive species. pliheary purpose of the CALFED Science
Program is to implement programs and projects tudate, test, refine, and improve the
scientific understanding of all aspects of the Bagjta and its watershed areas. The Science
Program aims to reduce the scientific uncertainiteghe planning and implementation of
CALFED Bay-Delta Program actions.

To award the science grants, the CALFED Sciencgr&no and the CALFED Agencies first

determine the critical scientific information neddshelp guide management decisions. These
needs are then used to develop the Proposal &tbeitPackage. The proposals undergo a
technical review by two separate committees. Qheegrant has been approved, the Science
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Program staff works with the researcher and cohstadff to develop a contact that includes
information on the statement of work, scheduleByedebles, presentations, and final products.

Finance Letter. The Governor’s spring finance letter requestdohewing:

1. An appropriation of $2,899,000 in Proposition 5Gitddunds and provisional budget bill
language to have five years to encumber those futle requested amount comes from
previously reverted Proposition 50 bond funds.

2. Extend Budget Act of 2008-09 provisional budgetl danguage for CALFED
Proposition 50 funds from three years (expires Bihe€2011) to five years (expires June
30, 2013).

3. New five-year encumbrance period provisional buddgiétanguage for the CALFED $8
million reimbursement authority for an interagermgyeement with Department of Water
Resources in the Budget Act of 2009-10. The fuardfrom Proposition 84.

Staff Comment. The Legislature is currently considering variouiqyoalternatives for how the
Delta should be governed. These policy processugisons could change how funds related to
environmental restoration, science, and other CADF€tivities are spent in the future. Thus
the policy process should inform the appropriatbbthese funds.

In the last five years the longest encumbranceofdegiven to CALFED science funds has been
three years. A shorter encumbrance period woutialhe Legislature to redirect funds if it
decided to change the structure of the program.aff Stoes not support extending the
encumbrance or liquidation period for funds that mot expiring at the end of the current fiscal
year. Also, if these science funds take five ydargproduce completed research, they are
unlikely to provide research to inform the currdabate of the Delta’s future.

Staff Recommendation. Staff recommends that the Subcommittee:

1. Approve $1,500,000 in Proposition 50 bond fund aitthree-year encumbrance period.

2. Approve provisional language providing a three-yemcumbrance period for the
CALFED $8 million reimbursement authority for antéragency agreement with the
Department of Water Resources.

3. Approve trailer bill language requiring all appravscience grants to be posted on the
CALFED website.

4. Reject all funding for the CALFED Bay-Delta Program the Secretary for Natural
Resources that does not relate to the Sciencedmogr

3. New River Project

New River. The New River flows from the Colorado River iritee Salton Sea, a distance of

about 73 miles. The river flows from Mexico to theited States, with about 60 miles of river

located within California. The New River is pokat by agricultural drainage, treated sewage
and raw sewage, and industrial waste.

Sanitation Project. The New River Sanitation Improvement Project w#l constructed on the
United States side of the U.S.-Mexico border. Phagect includes a headworks to lift trash out
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of the river as it enters the United States. Titwgept also includes a diversion structure to send
design flood river flows directly into the culveramd direct normal flows into the bar screen.
The project will also include a monitoring station.

Before construction on the project can begin, ttegegt development and planning phase must
be completed. The planning phase includes pretiginsite assessments (including

hydrogeological investigation and surveying/mappiagd preparation of the supporting studies,
including the California Environmental Quality A&EQA) documents.

Federal Funds. This project received a $4 million federal greetently. If matching funds are
not provided, the federal funds will soon revert &ne state will lose an opportunity to clean up
an impaired water body.

Staff Recommendation. Staff recommends that the Subcommittee apprep®800,000 in
bond funds from Proposition 84 Section 75050(d).
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3600 Department of Fish and Game

Background. The Department of Fish and Game (DFG) administeograms and enforces
laws pertaining to the fish, wildlife, and naturalsources of the state. The Fish and Game
Commission sets policies to guide the departmenitsiractivities and regulates fishing and
hunting. The DFG currently manages about 850,06@saincluding ecological reserves,
wildlife management areas, hatcheries, and pubbess areas throughout the state.

Budget Act. The 2009-10 Budget Act includes $450 million for support of the Departmeh
Fish and Game. This is a reduction of $24 million5 percent, over current year expenditures.
This reduction is primarily due to a reduction ionld funds and the 2008-09 expenditure of a
one-time General Fund appropriation.
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Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change
Type of Expenditure
Biodiversity Conservation
Program $ 254,032 $ 214,607 -$39,425 -15.5
Hunting, Fishing, and Public Use 71,621 72,104 483 -0.7
Management of Department Lands 47,087 51,245 4,158 8.8
Enforcement 62,101 68,449 6,348 10.2
Communications, Education, and
Outreach 4,722 4,806 84 1.8
Spill Prevention and Response 33,624 35,815 2,191 6.5
Fish and Game Commission 1,345 1,379 34 2.5
Capital Outlay 530 2,149 1,619 305.5
Administration 43,672 43,811 139 0.3
less distributed administration -43,672 -43,811 -139 0.3
Totals $ 475,062 $ 450,554 -$24,508 -5.2
Funding Source
General Fund $ 85,135% 75,848 -$9,287 -10.9
Special Funds 172,899 184,957 12,058 7.0
Bond Funds 127,457 85,919 -41,538 -32.6
Budget Act Total 385,491 346,724 -38,767 -10.1
Federal Trust Fund 51,328 52,718 1,390 2.7
Reimbursements 38,597 44,444 5,847 15.2
Salton Sea Restoration Fund -4,229 2,883 7,112 -168.2
Harbors and Watercraft Revolving
Fund 2,149 2,181 32 1.5
Special Deposit Fund 1,586 1,604 18 1.1
Coastal Wetlands Account 140 0 -140 -100.0
Total $ 475,062 $450,554 -$24,508 -5.2
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1. Anadromous Fish Management

Background. The Department of Fish and Game (DFG) Anadronfals management has
three components: the Coastal Salmonid Monitorinign,P the Coho Recovery Plan
Implementation, and Coastal Steelhead and Chin@alovery.

Coastal Salmonid Monitoring Plan. The State of California does not have in placeast-wide
program to monitor the status and trend of salmahsteelhead populations. The DFG and the
National Marine Fisheries Service (NMFS) have peed on the development of the California
Coastal Salmonid Monitoring Plan to monitor Anadous fishes on the entire coast of
California. The emphasis of the plan is to gattier data needed to manage fishing and
hatcheries, and to de-list the federal and statedispecies.

Coho Recovery Plan Implementation. Coho salmon are listed as either threatened daregered

in California, depending on the river. The DFG ol a Coho Recovery Strategy in 2004 that
sets forth detailed actions to recover the spdoi¢se point of de-listing. The funding provided
for the 2009-10 fiscal year will support projectsaugh a direct grant program, managed by
existing Fisheries Restoration Grant Program staff.

Coastal Steelhead and Chinook Recovery. The DFG approved a Steelhead Restoration and
Management Plan in 1996, but until 2008-09 no fagdvas provided for the implementation of
this plan. Nearly all salmon and steelhead runghencoast are now listed as threatened or
endangered.

2008-09 Budget Act. The 2008-09 Budget Act included $10,856,000 from Proposition 84 bond
funds for grant funds and eight permanent and empbrary positions for Anadromous fish
management.

Budget Act. The2009-10 Budget Act includes $9,734,000 from Proposition 84 bond fufwds
Anadromous fish management. This includes Coastalmonid Monitoring Plan
implementation, Coho Recovery Plan implementatiang Coastal Steelhead and Chinook
recovery. No new positions were included in 2089-10 Budget Act.

Specifically, with these funds DFG will:

* Provide grants for fisheries restoration activities

* Provide infrastructure in the Fisheries Branch Regions to provide the bases for future
plan implementation.

* Inform state and federal regulatory and environmleshbcumentation needs.

* Provide a guide to the implementation of recovdang.

» Assist other monitoring efforts in coastal watedshéy establishing a sampling matrix
and guidelines for annual probabilistic surveys.

» Establish a joint Department/NMFS policy oversightt management team.

Staff Comment. The department's salmon recovery efforts are dnied by a multitude of
factors, including destruction of streambeds dursngtion dredge gold mining and logging
activities.
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The DFG provides permits for suction dredge adésit The Alameda County Superior Court
has ordered DFG to complete a CEQA review of sacticedging impact on salmon. The
CEQA review was supposed to be completed by Juf8.20n the2008-09 Budget Act the
department received $1.5 million General Fund toglete the CEQA review. Since the court
has found suction dredging to have impact on salntas advisable to halt suction dredging
until the extent of that impact is understood.

Forestry practices can have an impact on salmayugfr factors such as stream temperatures.
Forests can be managed in ways that are beneficishimon. Fish and Game Code Section
2112 requires the development of regulations faces for which a recovery plan has been
approved. Though the Coho salmon has an approseovery plan, the Fish and Game

Commission and the Board of Forestry have not gepted permanent regulations for Coho

salmon. For the last nine years, salmon have begriated under temporary rules that require
permitting only when a “take” of salmon occurs.

Staff Recommendation. Staff recommends that the Subcommittee approgepthposal and
adopt trailer bill language that would:
1. Ban suction dredging in salmon habitat until onaryafter the updated CEQA document
is approved.
2. Direct the Fish and Game Commission and the Boé&rdocestry to adopt permanent
rules on salmon. The Board of Forestry should adegulations that implement the
Coho recovery plan and that are not dependent bndang that an application for a
timber harvest plan permit will result in the taleCoho salmon.

2. Ecosystem Restoration Program

ERP Background. The Ecosystem Restoration Program (ERP) is agbaine CALFED Record
of Decision on how to fix the Sacramento-San Jaad@ay Delta. The Bay-Delta provides the
drinking water to two-thirds of Californians. TERP was designed to:
* Improve the ecological health of the San FranciBay and Sacramento-San Joaquin
Delta.
» Achieve recovery of at-risk species in the Deltais8n Marsh, and San Francisco Bay
and in the watershed above the estuary.
* Restore ecological processes associated with waterwveyance, environmental
productivity, water quality, and floodplains.

Budget Act. The2009-10 Budget Act includes $22,022,000 in Proposition 84 bond fuiedshe
Ecosystem Restoration Program.

Proposal. With these funds, the department intends to futise Stage 2 Conservation Strategy
of the Ecosystem Restoration Program. This stag@ldvadaptively address current scientific
research, monitoring, results, and changing camhtidentified regarding climate change, levee
fragility, and increased water quality and demand.
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Staff Comment. These funds are to fulfill the CALFED Record ofedsion (ROD)
environmental restoration goals. With the Bay-BdBlue Ribbon Commission the state is
moving away from the ROD and reconsidering the &edttoration priorities. A proposal in the
Department of Water Resources’ budget to fund terredtive Delta conveyance water facility
raises questions as to: (1) how such an alternatvereyance facility will impact the Delta
ecosystem and (2) how effective the ERP is in imato the ecological changes such an
alternative conveyance system may bring to theaDelt

LAO Recommendation. The LAO recommends that the Legislature rejeetlithdget proposal
for new ecosystem restoration projects until thgislature has had an opportunity to consider
the long-term uses and configurations of the Daltaboth an ecosystem and a water supply
system. The result of those deliberations mayidpeifcant changes to the way in which the
state uses the Delta. The LAO thinks it would benpature to fund restoration projects before
those decisions are made, since fundamental chaiogdse Delta may make the proposed
projects unsustainable in the long term.

Staff Recommendation. Staff recommends that the Subcommittee rejecbtltget proposal.
This item will move to Conference so the departmzt provide a list of the projects to the
Committee and a discussion can be had about taefdhese projects in the future of the Delta.
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3860 Department of Water Resources

Background. The Department of Water Resources (DWR) protants manages California's
water resources. In this capacity, the departmeaintains the State Water Resources
Development System, including the State Water Btoj@he department also maintains public
safety and prevents damage through flood contrerains, supervision of dams, and water
projects. The department is also a major implemgnagency for the CALFED Bay-Delta
Program, which is putting in place a long-term sioluto water supply reliability, water quality,
flood control, and fish and wildlife problems iretan Francisco Bay Delta.

Additionally, the department's California Energy sBerces Scheduling (CERS) division

manages billions of dollars of long-term electgiaggontracts. The CERS division was created in
2001 during the state's energy crisis to procueetetity on behalf of the state's three largest
investor-owned utilities (IOUs). The CERS divisioontinues to be financially responsible for

the long-term contracts entered into by the depamtm (Funding for the contracts comes from
ratepayer-supported bonds.) However, the IOUs gamaceipt and delivery of the energy
procured by the contracts. (More on the CERS wini®f DWR is included in the Energy and

Utilities section of this report.)

Budget Act. The 2009-10 Budget Act includes $6.3 billion to support DWR. This is @ 2
percent decrease over estimated expenditures icutihent year, mainly the result of a decrease
in capital outlay and California Energy Resourcebefluling (CERS) funding. General Fund
support for the department is proposed to decrbgseearly 20 percent. The $4.3 billion in
CERS funding is not subject to the Budget Act (¢haasds are primarily for energy payments
related to the 2001 electricity crisis). The CER®&ds will significantly decrease in 2012 as the
majority of the power contracts are paid off.

Senate Committee on Budget and Fiscal Review Page 27



Subcommittee No. 2 May 14, 2009

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

California Water Plan $ 848,513 $ 150,139 -$698,374 -82.3

Implementation of the State Water

Resources Development System 861,730 903,861 42,131 4.9

Public Safety and Prevention of

Damage 896,695 436,090 -460,605 -51.4

Central Valley Flood Protection

Board 7,828 8,549 2,000 25.5

Services 9,425 9,660 235 2.5

California Energy Resources

Scheduling 4,601,388 4,271,583 -329,805 -7.2

Capital Outlay 668,530 489,797 -178,733 -26.7

Administration 65,319 67,155 1,836 2.8
less distributed administration -65,319 -67,155 -1,836 2.8

Loan Repayment Program -4,013 -4,013 0 0.0

Total $ 7,890,096 $6,265,666 -$1,624,430 -20.6

Funding Source

General Fund $ 161,324 $ 129,590 -$31,734 -19.7
Special Funds 527,896 493,655 -34,241 -6.5
Bond Funds 2,503,681 1,285,720 -1,217,961 -48.7
Budget Act Total 3,192,901 1,908,965 -1,283,936 -40.2
Federal Trust Fund 13,530 13,922 392 2.9
DWR Electric Power Fund 4,601,388 4,273,58 -329,805 -7.2
Bosco-Keene Renewable Resources
Investment Fund 20 0 -20 -100.0
Reimbursements 82,257 71,196 -11,061 -13.5
Total $7,890,096 $6,265,666 -$1,624,430 -20.6
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1. Central Valley Flood Protection Board

Statute. Legislation was enacted in 2007 (AB 5 and SB that renamed the Reclamation
Board the Central Valley Flood Protection Board &Y. The Board is required to act
independently of the Department of Water Resouacekscontinue to exercise all of its powers,
duties, purposes, responsibilities, and jurisdictid-urthermore, AB 162 (Wolk, 2007) requires
the Board to review revised safety elements of llgoawernments’ general plans prior to the
adoption of the amended safety element.

Board Membership. With the enabling statute the membership of tlvarB increased from
seven to nine members, seven being appointed byGimeernor and subject to Senate
confirmation, and two members serving as non-vo@rgofficio members. The statute stated
that the old Reclamation Board members would caetito serve on the Board until the
Governor appoints new board members. The stap#teifeed subject-area expertise criteria for
the new board members.

Budget Act. The 2009-10 Budget Act includes $7.5 million General Fund and $1 million
Proposition 1E bond funds for support of the Céntedley Flood Protection Board.

Finance Letter. The Governor has submitted a spring financerléti would shift $2,190,000
General Fund from the Central Valley Flood ProtettBoard to the DWR’s Public Safety and
Prevention of Damage program.

Staff Comment. The Central Valley Flood Protection Board wasated in 2007 and received
funding for the first time in th2008-09 Budget Act. At the time existing staff from within DWR
was transferred to the Board because the Boardfingf needs were not fully known. Now
some of those staff are being transferred backitiRdhrough the finance letter proposal.

The enabling statute for the Central Valley Floadtéction Board specified criteria that the
Board members must meet to perform their duti@ss ot clear if the current board members
who were shifted over from the Reclamation Boarcetrige criteria specified for the Central

Valley Flood Protection Board members. BecauseQéetral Valley Flood Protection Board

has some new functions that the Reclamation Boaidndt, it is appropriate for the Board

members to answer questions about their decisidaagaubric publicly.

Staff Recommendation. Staff recommends that the Subcommittee approvdithace letter.
Staff also recommends that the Subcommittee rethec€entral Valley Flood Protection Board
budget by $5,310,000 General Fund.
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3910 California Integrated Waste Management Board

Background. The California Integrated Waste Management Boadd{@B), in conjunction
with local agencies, is responsible for promotirgste management practices aimed at reducing
the amount of waste that is disposed in landfillbe CIWMB administers various programs that
promote waste reduction and recycling, with patéiciprograms for waste tire and used oil
recycling. The board also regulates landfills tlgio a permitting, inspection, and enforcement
program that is mainly carried out by local enfonesit agencies that are certified by the board.
In addition, CIWMB oversees the cleanup of abandawdid waste sites.

Budget Act. The2009-10 Budget Act includes $257.3 million to support CIWMB in thedyet
year. This is an approximately 9 percent increas® the level of support in the current year.
This increase is due to additional expendituremftbe Tire Recycling Management Fund and
Electronic Waste Recovery and Recycling Accounhe Board does not receive General Fund
support.

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure

Waste Reduction and Management  $ 238,170 $262,0 $23,901 10.0
Administration 9,927 9,935 8 0.1
less distributed administration -9,927 -9,935 -8 0.1
loan repayments -2,807 -4,767 -1,960 69.8
Total $ 235,363 $ 257,304 $21,941 9.3

Funding Source

General Fund $ - $ - % - 0.0
Special Funds 233,658 255,024 21,366 9.1
Bond Funds - - 0 0.0
Budget Act Total 233,658 255,024 21,366 9.1
Federal Trust Fund 200 275 75 37.5
Reimbursements 1,505 2,005 500 33.2
Total $ 235,363 $ 257,304 $21,941 9.3
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1. Used Oil Recycling Program

Background. AB 2076, the California Oil Recycling Enhanceméwmt (1991, Sher) requires

the California Integrated Waste Management Boatt/(@B) to administer a statewide used oil
recycling program to promote and develop altereatito the illegal disposal of used oil. The
program is funded from the Used Oil Recycling Fuwdjch receives its funding from a $0.16
per gallon fee paid by lubricating oil manufactsteindustrial oil is exempt from this fee.

Since 2000, the sale of lubricant oil in Califorhias steadily declined. The major reason for this
is believed to be the larger number of miles newicles can travel between oil changes. In
2000-01, the Used Oil Recycling Fund revenues vedreut $22 million, but in 2009-10 the
fund’s revenues are projected at $16 million.

Grant Programs. The Act established four grant programs to pr@emased oil recycling
infrastructure: Block, Opportunity, Non-Profit, arilesearch, Testing, and Demonstration.
According to current statute, the CIWMB must expendhe Block grants either $10 million or
50 percent of the Used Oil Recycling Fund balarvekich ever is greater. However, the
CIWMB is statutorily required to pay for other prags out of the Used Oil Recycling Fund as
well. In 2009-10 the Used Oil Recycling Fund Balaris projected to be $16 million and if the
CIWMB funds both the Block grant $10 million mandigt expenditure and the other statutorily
required programs, these expenditures combineddxaehte a deficit in the fund.

Budget Act. The2009-10 Budget Act includes budget bill language to allow CIWMB tceuso
less than half of the amount which remains in tsedJOIil Recycling Fund after expenditures,
even when this amount is less than $10 million.ddgt bill language is in effect for one year
only.

Staff Comments. Staff understands that when local organizatioespaovided block grants on
an annual basis to fund local oil recycling progsarsome organizations do not expend
appropriations in the year that they are provideading on to those funds for future use. In
some cases, reserves held by local organizatiensudficient to sustain operations for multiple
years at current levels of operation. T2089-10 Budget Act does not take into account how
much each local organization is holding in reseasss would distribute the $6 million in grants
proportionally among all of the 250 statewide blagtants, which is $4 million less than
distributed last year. As a result, the reduceazhgallocation will have an unequal impact on
those organizations that have reserves from pear grants and those that do not. As a short
term solution to minimize the impacts of these fagdshortfalls on those organizations that do
not have reserved block grant funds, staff recontmehat the Subcommittee adopt trailer bill
language that would require the board to prioritikeck grants to those recipients that do not
have reserves. Staff recommends that this langsagget after two years to provide adequate
time for policy bills currently in the process tetter align program revenues with expenditures.
Under this proposal, the board would not be diyedlerting any funding that a local agency
holds from prior year block grants.

Policy Bills. Currently, there are two bills moving through th@icy process that raise the oll
fee to help fully fund the grant program: SB 546\{lenthal) and AB 507 (Chesbro).
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Staff Recommendation. Staff recommends that the Subcommittee augmera lassistance
block grants by $500,000 from the Used Oil Recyrlifund and adopt trailer bill language in
concept that would authorize the CIWMB for two ye&0 allocate block grant funding in a
manner that distributes reductions equitably amalhgrantee operations. In order to minimize
impacts on local grantees, this allocation methmad consider the amounts of prior year block
grants that local organizations are holding in mesg as available resources for grantees to use in
their operations during 2009-10 and 2010-11.

Senate Committee on Budget and Fiscal Review Page 32



Subcommittee No. 2 May 14, 2009

3960 Department of Toxic Substances Control

Background. The Department of Toxic Substances Control (DTSgulates hazardous waste
management, cleans up or oversees the cleanupntdncmated hazardous waste sites, and
promotes the reduction of hazardous waste generaiibe department is funded by fees paid by
persons that generate, transport, store, trealispose of hazardous wastes; environmental fees
levied on most corporations; the General Fund;faddral funds.

Budget Act. The 2009-10 Budget Act includes $197.8 million to support the DTSC in 2€(D.
This is almost the same as the estimated expeaditnithe current year.

Summary of Expenditures
(dollarsin thousands) 2008-09 2009-10 $ Change % Change

Type of Expenditure
Site Mitigation and Brownfields

Reuse $ 110,470 $ 111,060 $590 0.5

Hazardous Waste Management 70,014 5,144 -4,873 -6.9

Science, Pollution Prevention, and

Technology 14,858 19,715 4,857 32.7

State as Certified Unified Program

Agency 1,647 1,964 317 19.3

Capital Outlay 2,656 - -2,656 -100.0

Administration 33,149 33,198 49 0.2
less distributed administration -33,149 -33,198 -49 0.0

Total $ 199,645 $197,880 -$1,765 -0.9

Funding Source

General Fund $ 25,540 $ 22,275 -$3,265 -12.8
Special Funds 131,281 129,666 -1,615 -1.2
Budget Act Total 156,821 151,941 -4.880 -3.1
Federal Trust Fund 27,391 32,983 5,592 20.4
Reimbursements 12,433 12,869 436 35
Stringfellow Insurance Proceeds
Account 3,000 87 -2,913 -97.1
Total $ 199,645 $ 197,880 -$1,765 -0.9
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1. Realignment of Funding for TSCA and HWCA Program
Activities

Background. The Department of Toxic Substances Control (DTS@rimarily funded by two
special funds: the Toxic Substances Control Acc@UBICA) and the Hazardous Waste Control
Account (HWCA). The HWCA revenues come from feagdy hazardous waste generators,
transporters, and disposers. The major revenuee®wf TSCA are the environmental fee,
which is a broad-based assessment on all businbaseling hazardous materials with 50 or

more employees, and cost recovery from partiesoresple for hazardous waste substance
releases.

TSCA Fee. TSCA is funded primarily from an environmentat fen companies with more than
50 employees who "use, generate, store, or coraliistities in this state related to hazardous
materials”. The fee is has a sliding scale depwndpon the size of company. The fee schedule
is set in the Health and Safety Code 25205.6. fé@éaschedule is as follows:
1. Two hundred dollars ($200) for those organizatioith 50 to 74 employees.
2. Three hundred fifty dollars ($350) for those orgaions with 75 to 99 employees.
3. Seven hundred dollars ($700) for those organizatwith 100 to 249 employees.
4. One thousand five hundred dollars ($1,500) for ¢hosganizations with 250 to 499
employees.
5. Two thousand eight hundred dollars ($2,800) forséhorganizations with 500 to 999
employees.
6. Nine thousand five hundred dollars ($9,500) forsthorganizations with 1,000 or more
employees.

Budget Act. The 2009-10 Budget Act includes an on-going shift of $4,795,000 from the
Hazardous Waste Control Account to the Toxic Sutzsia Control Account to cover activities
related to the regulation and enforcement of teuiostances in products. However, this funding
shift cannot be implemented by the Department n&ite because the accompanying trailer bill
language is not part of tf2009-10 Budget Act.

Trailer Bill Language. This funding shift requires trailer bill languageThe trailer bill
language authorizes the TSCA to pay for the departis activities related to pollution
prevention and related technology development.o Alse trailer bill language authorizes the use
of TSCA for implementation of programs relatedie Human and Ecological Risk Division, to
the Environmental Chemistry Laboratory, and to tb#fice of Pollution Prevention and
Technology Development.

Staff Comment. The department has stated that this fund shift dvowk result in a change in
the fees collected. The trailer bill language was approved as a part of the February 2009
budget package.

Staff Recommendation. Staff recommends that the Subcommittee adopt Gbgernor’'s
proposed trailer bill language and adopt traildrlanguage to raise the TSCA fee by 15 percent.
The increased revenue from the fee increase willubed to replace General Fund in the
department’s base budget.

Senate Committee on Budget and Fiscal Review Page 34



Senate Budget and Fiscal Review—Denise Moreno Duche ny, Chair

SUBCOMMITTEE NO. 2 Outcomes

S. Joseph Simitian, Chair
John J. Benoit
Alan Lowenthal

Thursday, May 14, 2009
9:30 a.m. or upon adjournment of session

Room 2040
Item Department Page
V0] (=@ 1|V @1 1= o - PSPPSR 2
SPrNG FINANCE LETIEIS ...ttt e ettt e e e e e e e e e e aeees b eeeeeas 2
3340 California ConsServation COIPS ...........oummmmessrrrnnnnnnmaaraaaaaeeeeererrrersmrsnnnnern 4
3540 Department of Forestry and Fire Prote@Ctia wu .. coooeiveeeeeiiiiiiiiieiiiii s 6
3600 Department of FiSh and Game ........... oo eeeieeeiiiiiiiiiiiee e e e e e e e ee e e e eeeeeeeeeeeeeeennnnnnn 9
3790 Department of Parks and RECIEatioN .....ceeeeeeevviiieriiiiiiieeeee e e 13
3850 Coachella Valley MountainS CONSEIVANCY .eeeeeeeeiivvireeeriiiiiiiiiieeaeeeeeeeeesreeeeeeeeeees 16
3910 California Integrated Waste Management Board..............ccoevvviviviiinniiiinnnneeeeeeenn 17
3930 Department of Pesticide Regulation .......ccccccciiiiiiiiici i 18
DISCUSSION IEBIMS ..ot e e e e et ettt seee e s s e e e e e e e e e e e e e eeeeeesnenannnnn 20
0540 Secretary for Natural RESOUICES ... e eeee e 20
3600 Department of Fish and Game ... 23
3860 Department of Water RESOUICES .......cceevvveeiiiieeeiiiiiiiieee e e e e e eeeeeees 26
3910 California Integrated Waste Management Baard............cccoooeeveiiiiiiiiiiiiiiinnn, 27
3960 Department of Toxic Substances CONIOlm . coeeeeeeeeeeeeeiiiiiiiiiiiiienn 28

Resources O Environmental Protection—Energy—Transportation

Pursuant to the Americans with Disabilities Actlinduals who, because of a disability, need
special assistance to attend or participate inret8eCommittee hearing, or in connection with
other Senate services, may request assistance &ehate Rules Committee, 1020 N Street,
Suite 255 or by calling 916-324-9335. Requests lshbe made one week in advance whenever
possible.



Subcommittee No. 2 May 14, 2009
Vote-Only Calendar
Spring Finance Letters
2009-10
Department Proposal Amount (000)
1 | Secretary for California River Parkways: Extend liquidation period for $29.9 $29,900
Natural Resources million in Proposition 50 bond fund grants to June 30, 2011.
2 | Secretary for Strategic Growth Council: Two permanent positions to support the $146
Natural Resources Strategic Growth Council funded from Proposition 84 bond funds.
3 | Secretary for Unified Program Data System: One position and additional funds $219
CalEPA from the Unified Program Account for a local government web-
based inspection and enforcement reporting system.
5 | Tahoe Conservancy | Environmental Improvement Program: Extend the liquidation LA: $6,203
period for various Proposition 12 bond funded local assistance CO: $1,031
grants and capital outlay projects until June 30, 2011.
6 | California Capital Outlay Reappropriation: The working drawings and $10,432
Conservation Corps | construction for the Tahoe Base Center Relocation Project.
7 | Department of Land Resource Protection Program: Technical adjustments to -$882
Conservation reflect decreasing Williamson Act revenues.
8 | Department of Information Technology Infrastructure Lifecycle Support: Fixes to $132
Conservation security of DOC's network computing infrastructure.
9 | Boating and Imperial Beach Restoration Project: Provide funding from Harbors $4,200
Waterways and Watercraft Revolving Fund for the City of Imperial Beach
Silver Strand Shore Protection Project.
10 | CalFire California Emergency Management Agency Coordinator: $155
Additional reimbursement authority to provide dispatch services for
CalEMA's Emergency Command Center.
11 | CalFire Mobile Command Center Prototype: Increased reimbursement $1,350
authority to receive a grant from CalEMA for the construction of a
prototype Mobile Communications Center.
12 | CalFire Fuels Treatment: Federal grant funds for fuels treatment projects in $3,261
San Bernardino, Riverside, and San Diego counties.
13 | CalFire Bond Funds Liquidation Extension: Extend liquidation period until $3,728
June 30, 2011 on various Proposition 12, 40, and 50 bond funds.
14 | CalFire Capital Outlay Reappropriations: Reappropriate and extend the
liquidation period for 41 capital outlay projects. Acquisitions would
be extended until June 30, 2012; Construction would be extended
until June 30, 2014; and all others would be extended until June
30, 2011.
15 | Fish and Game Facilities Health and Safety Compliance: Funds to enter into a $741
lease on a new facility, since the current facility is too small for the
current staff and out of compliance with ADA requirements.
16 | Fish and Game Bond Fund Realignment: Technical changed to reduce bond funds -$600

that expired in 2008-09 but were accidentally left in the 2009-10
Budget.
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2009-10
Department Proposal Amount (000)
17 | Fish and Game Delta Fish Agreement: Increase reimbursements to implement $1,000
environmental restoration work to offset direct fish losses resulting
from pumping in the Delta.
18 | Fish and Game Ecosystem Water Quality: Increase reimbursements to address $7,596
low levels of dissolved oxygen and methyl mercury in the Delta.
19 | Fish and Game Technical Budget Adjustments: An intra-schedule transfer of funds $0
to reflect spending for local assistance out of the appropriate
budget program.
20 | Wildlife Wetland and Riparian Habitat Conservation Projects: Revert -$1,535
Conservation Board | General Fund that was never encumbered.
21 | Wildlife Reappropriation and Extension of Liquidation for Various Funds: $33,024
Conservation Board | Habitat Conservation Fund capital outlay and Wildlife Restoration
Fund Public Access Program.
22 | State Coastal Increase Reimbursement Authority: This increase will allow the $6,200
Conservancy Coastal Conservancy to receive matching funds from local and
non-profit project partners. Current reimbursement authority is
$1.8 million.
23 | State Coastal Proposition 50 Bond Funds: Revert unused Proposition 50 funds $500
Conservancy and appropriate those same funds for the Conservancy's support
budget.
24 | State Coastal Technical Budget Adjustments: Proposition 84 Santa Ana River
Conservancy Parkway Program technical adjustment to keep the section of the
bond reserved for this program from being overallocated.
25 | Parks and Technical Adjustments: Reappropriations to the public safety $9,550
Recreation dispatch system in the following amounts: $3,074,000 GF;
$876,000 Off-Highway Vehicle Trust Fund; and $5.6 million OHV
Fund grants.
26 | Parks and Technical Adjustments: Baseline reductions to remove one-time -$1,753
Recreation costs. $1,420,000 GF and $333,000 OHV
27 | Parks and Extension of Liquidation for various Proposition 12 bond funds for
Recreation state support and local assistance projects.
28 | Parks and Proposition 12 Funding for Local Park Grants: Proposition 12 $39,795
Recreation stated that eight years after the original appropriation funds for
local assistance projects would revert. Due to the bond freeze,
many projects were unable to liquidate in a timely manner. This
appropriation would allow those previously started projects one
year to complete.
29 | Parks and Capital Outlay Reappropriations: Reappropriated 44 capital outlay
Recreation projects.
30 | San Joaquin River Fund shift of $54,000 from in-house property management to $0
Conservancy contract management of the Conservancy's lands. Due to the
large area covered by the Conservancy's responsibility area, travel
costs and travel time make it prohibitive for one person to
effectively manage the lands. The Conservancy intends to employ
other state agencies and non-profits in the management activities.
Senate Committee on Budget and Fiscal Review Page 3
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2009-10
Department Proposal Amount (000)
31 | Sierra Nevada Extension of Liquidation: Proposition 84 funded local assistance
Conservancy grants for two additional years.
32 | Integrated Waste Education and Environment Initiative: Increase federal funding for $26
Management Board | training teachers in the EEI curriculum.
33 | Integrated Waste Education and Environment Initiative: Increase reimbursement $1,000 total
Management Board | authority for curriculum development. $250 in 2009-10
34 | Integrated Waste National Environmental Information Exchange Network: Federal $100

Management Board

funds toward California's participation in an environmental data
network.

Staff Recommendation: Staff recommends that the Subcommittee approve 3thespring
finance letters listed in the chart.

Action: Approved as budgeted 33 finance letter items shavehart above

Vote: 3-0

Substitute Motion by Senator Benoit on item #4 in chart:

2009-10
Department Proposal Amount (000)
4 | Secretary for Unified Program Electronic Reporting: Six positions and contract $2,513
CalEPA funds to support the integration of previously developed

applications and the development of technical interfaces with 118
local agencies. This activity is in response to AB 2286 (Feuer,
2008) which requires a Unified Hazardous Materials and
Hazardous Waste Regulatory Management Program electronic
information management system by January 1, 2010.

Action: Approved as budgeted finance letter for UnifiedgPam Electronic Reporting

Vote: 2-1 (Benoit)

3340 California Conservation Corps

1. Local Corp Bond Funding Reappropriation

Background. There are twelve local conservation corps infGalia. They provide workforce
training and education to youth at the local levél. the 2008-09 Budget Act, the Legislature

provided $23 million in bond funds for the localrps. The budget act was passed in August
2008, providing less than a full fiscal year to emg the funds. Then, in December 2008, the
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Pooled Money Investment Board froze bond funds.atHction halted the ability of the local
corps to continue their projects.

2008-09 Budget Act. The 2008-09 Budget Act provided $23 million in Proposition 84 bond
funding for the local conservation corps. The fagdad a liquidation period of one year only.

Staff Recommendation. Staff recommends that the Subcommittee reapmigprihe $23
million in Proposition 84 bond funds to the locahservation corps to allow them to complete
projects begun during the 2008-09 fiscal year.

Action: Reappropriated $23 million in Proposition 84 bdodds for the local conservation
corps

Vote: 3-0

2. Funding Youth Employment

Background. The California Conservation Corps (CCC) assigdefal, state and local
agencies, and nonprofit entities in conserving iamgroving California’'s natural resources while
providing employment, training, and educational apynities for young men and women. The
Corps provides on-the-job training and educatiapgortunities to California residents aged 18
through 23, with projects related to environmewt@iservation, fire protection, and emergency
services. Some activities traditionally associatéth the Corps are tree planting, stream
clearance, and trail building. The Corps also tpseand provides funding for 12 community
conservation corps.

Staff Comment. At a time of high unemployment in Californiajstmore important that ever to
provide young people with educational opportunit@esl employment. Proposition 84 bond
funds exist that can be used to employ in publick&@rojects youth that may otherwise be
reliant on social services.

Staff Recommendation. Staff recommends that the Subcommittee apprapfat million in
Proposition 84 bond funds for the CCC and $8 millio Proposition 84 bond funds for the local
conservation corps to increase youth employmentethetation. Staff recommends that the
Subcommittee approve budget bill language diredtireguse of these funds to include education
and employment of foster youth. Staff also recomasethat the Subcommittee approve budget
bill language to make these funds available untieJ30, 2011.

Action: $7 million in Proposition 84 bond fund for CCC;.$6million in Proposition 84 bond
funds for local conservation corps; and staff rec@mnded budget bill language with the
clarification that the funding is intended to ind&uthe education and employment of foster
youth, but is not limited to foster youth.

Vote: 2-1 (Benoit)
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3540 Department of Forestry and Fire Protection

3. Arson and Bomb Unit

Background. Each year approximately 160,000 pounds of illefy@works are seized in
California. Due to environmental and safety regasexisting statute requires that the State Fire
Marshal dispose of seized illegal fireworks. Tlestoof safely disposing of the illegal fireworks
is approximately $6 per pound. To cover the cbdtemal firework disposal, SB 839 (Calderon,
2007) established the State Fire Marshal Firewarlid Enforcement Fund to receive 65 percent
of penalties from the possession of illegal firekgofto enforce, prosecute, dispose of, and
manage dangerous fireworks and to educate pubfitysagencies in the proper handling and
management of dangerous fireworks.”

Governor's Budget. The Governor's Budget proposed $285,000 from Fireworks and
Enforcement Fund for two new positions to estabdéishArson and Bomb Unit within the State
Fire Marshal. The Unit would conduct enforcemerd disposal of illegal fireworks.

Budget Act. The2009-10 Budget Act does not include any funds for the arson and bonito

Staff Recommendation. Staff recommends that the Subcommittee appravéukiget proposal.
This proposal is significantly scaled back from #898-09 proposal that was rejected. Due to
concerns over the handling of explosives and claroncerns, trained personnel must handle
the disposal of large quantities of fireworks. Thading comes from a dedicated source for
fireworks disposal.

Action: Approve as budgeted

Vote: 2-1 (Benoit)

4. Lease-Revenue Bond Funded Capital Outlay Prégposa

Background. All lease-revenue bond funded capital outlay psass were pulled from the
2009-10 Budget Act without prejudice. The concemusr lease-revenue proposals were two-
fold: (1) lease-revenue bond funded projects muastehall phases of the project approved,
removing legislative control over decisions on fheject prior to the completion of plans; and
(2) long-term debt service of the state.

Governor’'s Budget. The Governor's Budget proposed $290,344,000 asdaevenue bond
funded projects. These projects were:

1. El Dorado Fire Station: service warehouse — repfacdity. This project includes
construction of a 16-bed barracks and mess hdidgybauto shop with a welding bay,
service center/warehouse with Self Contained BnegtApparatus component and
generator/pump/storage building with generator6,%25,000
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2. Cuesta Conservation Camp — relocate facility. Ppinigect would relocate the Cuesta
Conservation Camp and the Unite Mobile Equipmeninkéaance Facility to another
location within the same state-owned Camp San Qbispo property. $70,238,000

3. Parlin Fork Conservation Camp — replace facilityhis project would replace a
conservation camp with: a new administrative buaigli standard 14-bed
barracks/mess hall; warehouse; physical trainintgdimg; 4-bay utility garage; auto
and welding shop; generator/pump/storage buildiagd various inmate use
buildings. $53,544,000

4. Soquel Fire Station — replace facility. This pobjevould construct an 8-bed
barracks/mess hall; 2-bay apparatus building; agdreerator/pump/storage building
with an emergency generator. $10,599,000

5. Gabilan Conservation Camp. This project would twms a 14-bed officer's
guarters, an 8-bed officer's quarters for DepartnmenCorrections staff, a vehicle
wash rack and a fire cache trailer cover. $21@®&b,

6. Potrero Fire Station — replace facility. This gaijwould construct a new standard 2-
engine fire station with a 14-bed barracks/mess$, Rabay apparatus building, a
battalion chief's office and a generator/pump/ggerduilding with an emergency
generator. $10,389,000

7. Tuolumne-Calaveras Service Center — relocate facillhis project would relocate
and construct a 10,000 sq ft service center (warghowith office space); an
administrative office building; a physical trainimgilding; an emergency command
center; a fuel dispensing system; and a generatogpbuilding with an emergency
generator. $24,655,000

8. Butte Unit — replace facility. This project wouldclude demolition of existing
buildings and the construction of a 20-bed barrmckss hall, 3-bay apparatus
building; an administrative office building; 5-baguto shop, 2-bay dozer shed,
covered vehicle wash rack, a physical fitness Imgldservice center/warehouse, a
maintenance building, and a generator/storage ihgild$30,692,000

9. Cayucos Fire Station — replace facility. This pobdjwould include demolition of
existing structures and construction of an 8-bedalsis, 2-bay apparatus building
and a generator/storage building with an emerggeoagrator. $9,678,000

10.Felton Fire Station — replace facility. This pmjevould include demolition of
existing buildings and construction of a 12-bedrdeks, 2-bay apparatus building, a
dozer shed, an administrative office building, aspdich area, two
generator/pump/storage buildings, and a physiaalitrg building. $25,100,000

11.Parkfield Fire Station — replace facility. Thisopgct would include construction of
an 8-bed barracks/mess hall, a 2-bay apparatuditgila generator/pump/storage
building, fuel facilities, vehicle wash pad, undengnd utilities, propane system,
septic system, a new well, a new water treatmestesy, a security fence, and
landscaping. $7,209,000

Budget Act. The 2009-10 Budget Act does not include funds for CalFire capital outlay
proposals. The funds for capital outlay projecgsewemoved without prejudice.

Staff Recommendation. Staff recommends that the Subcommittee approeddhise-revenue
funded CalFire capital outlay projects in the faling amounts:
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CoNooOrWNE

El Dorado Fire Station: $26,376,000

Cuesta Conservation Camp: $70,239,000

Parlin Fork Conservation Camp: $53,545,000
Soquel Fire Station: $10,600,000

Gabilan Conservation Camp: $21,866,000

Potrero Fire Station: $10,390,000
Tuolumne-Calaveras Service Center: $24,656,000
Butte Unit: $30,693,000

Cayucos Fire Station: $9,679,000

10 Felton Fire Station: $25,101,000
11.Parkfield Fire Station: $7,210,000

Action: Approved staff recommendation

Vote: 3-0

5. Air Resources Board Regulations on Diesel Egeipm

Air Resources Board Regulations. In January 2007, the Air Resources Board (ARB)paed
regulations for “On-Road Heavy-Duty Diesel-Fuelathk Fleets”. This regulation requires all
state agencies and local governments to retrofip@@ent of their diesel vehicles to reduce
identified diesel particulate matter in the exhawmgt75 percent by 2010. If 60 percent of the
fleet is not retrofitted, the state agency may faeralties of $1,000 to $10,000 per day of non-
compliance.

ABxx 8. In February 2009, legislation was passed thareldd the compliance period for the
Air Resources Board regulations.

Governor’s Budget. The Governor’'s Budget proposed $2,762,000 in @riraind for CalFire
to retrofit 45 off-road heavy-duty diesel vehickesmeet new ARB clean air regulations. The
compliance is towards the following regulations:

1.

In-Use On-Road Regulations for Public Fleets — CalFire has 59 vehicles that meet this
criteria. Sixty percent of these vehicles mustdieofitted by December 31, 2009. It will
cost approximately $20,000 to retrofit each vehifde a total of $1,180,000.

In-Use Off-Road Regulations for Diesel Vehicles — CalFire has 145 off-road vehicles that
have to comply with this regulation to reduce NOXl &articulate Matter pollution. The
total cost of retrofitting this fleet is $2,900,000er five years, or $580,000 annually.
Portable Equipment Registration Program (PERP) — This program monitors the
movement of heavy-duty equipment between air dtstri In order to move a piece of
heavy-duty equipment from one air district to amothCalFire will need a permit.
CalFire has 126 pieces of such equipment, 89 ofhvare too old to quality and must be
replaced with a cost of $2,406,000. After replaeetnthese pieces still have to be
registered if transported. The total registratiea for all CalFire equipment under the
PERP program is $79,400 annually.
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Budget Act. The2009-10 Budget Act includes no funds for this item.

ABxx 8. AB 8 of the Second Extraordinary Session of 200%xtended the implementation
deadline for the ARB regulation on Off-Road Die¥ehicles. This extension allows until 2011
instead of the original 2010 for 20 percent offieet to be retrofitted.

Staff Comment. Due to ABxx 8, CalFire does not have to retrafity of its in-use off-road
diesel vehicles during 2009-10. The ARB regulaiéor in-use on-road public fleets requires 60
percent of the fleet retrofitted by December 31020 CalFire has 59 in-use on-road diesel
vehicles, of which 36 would have to be retrofithating the 2009-10 fiscal year for a cost of
$720,000. CalFire will still have to meet the phie equipment registration program
requirements.

Staff Recommendation. Staff recommends that the Subcommittee approyg682000 in one-
time funding from Air Quality Improvement Fund fdhese diesel retrofits. Staff also
recommends trailer bill language allowing for theedime expenditure of these funds from the
Air Quality Improvement Fund.

Action: Approved $2,762,000 in one-time funding from thHeefative and Renewable Fuel and
Vehicles Technology Fund, with trailer bill lang@agllowing for the one-time expenditure of
the funds from the Fund.

Vote: 2-1 (Benoit)

3600 Department of Fish and Game

6. Renewable Energy Regulatory Action Team

Background. Current statute requires that California’s eneugg consist of a minimum of 20
percent renewable energy by 2010. The Governoxecitive Order S-14-08 expanded the
required use of renewable energy to 33 percentnefgy use by 2020. The Public Utilities
Commission has estimated that in 2008 renewableggnmaade up 13.7 percent of all energy
sales in California. To reach the goal of 20 petcenore renewable power facilities must be
constructed, and those facilities must have trassion lines to deliver power to distribution
centers. There are a number of environmental pefanid concerns overseen by the Department
of Fish and Game (DFG) that apply when new poweilifi@s and transmission lines are
constructed. These include incidental take pernthiis California Environmental Quality Act,
and endangered species habitat concerns.

Renewable Energy Conservation Planning Program.The Department of Fish and Game’s
Renewable Energy Conservation Planning Program @G QVill focus on providing permit and
technical assistance to expedite siting and coctstru of renewable energy projects. The
RECPP will also work on including the Renewable tltio Standard into the Natural
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Communities Conservation Plan process. This progsaanticipated to run for the next 15-20
years as increasing amounts of renewable energyoasgructed in California.

Governor's Budget. The Governor’s Budget proposes $3,057,000 frambarsements for 22
temporary two-year positions to establish a RenéavBnergy Action Team and a Renewable
Energy Conservation Planning Program. The reindment for 2009-10 comes from:

* $1,498,897 from the Energy Commission

* $1,558,103 from the Wildlife Conservation Board sition 84 bond funds

The reimbursement for 2010-11 comes from:
o $749,489 from the Energy Commission
» $1,498,897 from the Wildlife Conservation Board gsition 84 bond funds
* $1,528,500 from energy generators

Budget Act. The2009-10 Budget Act does not include funds for this purpose.

Staff Comment. This item was held open while the corresponditggns for the Energy

Commission and the Public Utilities Commission (BU&ere debated. The Subcommittee
indicated that more time was needed to discussptiey implications of the 33 percent
renewable portfolio standard by sending the cooedmg proposals for both the Energy
Commission and the PUC to Conference.

Staff Recommendation. Staff recommends that the Subcommittee rejestgloposal in order
to have more time in Conference to debate the'stapproach to the 33 percent RPS standard.

Action: Rejected proposal

Vote: 3-0

7. Ecosystem Restoration Program Implementation RICC

NCCP. The objective of the Natural Communities ConsgovaPlan (NCCP) is to conserve
natural communities at the ecosystem scale whit®ramodating compatible land use. The
NCCP is a plan for the conservation of natural camitnes that takes an ecosystem approach
and encourages cooperation between private andrgoeat interests. The plan identifies and
provides for the regional or area-wide protectiod @erpetuation of plants, animals, and their
habitats, while allowing compatible land use andneenic activity. Proposition 84 includes a
set-aside of $20 million for the development of N&C

BDCP. The Bay Delta Conservation Plan (BDCP) is intehtle create a stable regulatory
framework to help conserve at-risk native species @atural communities in the Delta. The
BDCP will implement a program for restoring and mgimg habitats within the Bay-Delta,
along with improving the design and operation & 8tate Water Project and the Central Valley
Project. The BDCP is intended to provide cooraidadnd standardized mitigation measures for
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the various federal and state environmental reqmergs, such as the Habitat Conservation Plan
and the NCCP.

Governor's Budget. The Governor's budget requested $8,914,000 ipdaition 84 bond funds
for the NCCP for the CALFED Bay-Delta Program. #&sinvould be used for conservation
actions, baseline surveys, data analysis, peeewevhabitat mapping and other activities
necessary for development of the Bay-Delta Consierv&lan.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Staff Recommendation. Staff recommends that the Subcommittee approgethposal with
the following budget bill language:

Of the funds appropriated in this item, $8,900,8D@ll be used exclusively to develop a
natural communities conservation plan for the Saergo San Joaquin Bay Delta pursuant to
Chapter 10 (commencing with Section 2800) of thenleind Game Code.

Action: Approved with the budget bill language listedhe staff recommendation

Vote: 3-0

8. Diesel Vehicle Retrofit Program

Background. In January 2007, the Air Resources Board (ARB)p#eld regulations for “On-
Road Heavy-Duty Diesel-Fueled Public Fleets”. Ti@gulation requires all state agencies and
local governments to retrofit 60 percent of theesel vehicles by December 31, 2009 to reduce
identified diesel particulate matter in the exhau$t60 percent of the fleet is not retrofittedet
state agency may face penalties of $1,000 to $0(Q@60day of non-compliance.

Fish and Game Fleet. The Department of Fish and Game (DFG) has 75cieshithat are
considered on-road heavy-duty diesel vehicles. s&heehicles are used for fish planning,
stream-bed restoration, habitat maintenance, dnet diepartment activities. DFG estimates that
it will cost $900,000, or $20,000 per vehicle, ttrofit 45 vehicles and reach regulation
compliance by 2010.

Governor's Budget. The Governor's Budget proposes $900,000 fromouarifunding sources
for the clean-air retrofits of 45 department onerdseavy-duty diesel vehicles. The funding
sources are:

» $405,000 from the General Fund

* $270,000 from the Fish and Game Preservation Fund

* $63,000 from the California Environmental Licensat® Fund

* $63,000 from the Oil Spill Preservation and Admirdison Fund

* $54,000 from Reimbursements

e $45,000 from the Hatcheries and Inland FisherigglFu
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Staff Recommendation. Staff recommends that the Subcommittee appro@®,$90 in one-
time funding from Air Quality Improvement Fund fdhese diesel retrofits. Staff also
recommends trailer bill language allowing for theedime expenditure of these funds from the
Air Quality Improvement Fund.

Action: Approved $900,000 in one-time funds from the Altdive and Renewable Fuel and
Vehicles Technology Fund, with trailer bill lang@agllowing for the one-time expenditure of
the funds from the Fund.

Vote: 2-1 (Benoit)

9. Quagga Mussel

Background. The Quagga Mussel is a highly invasive freshwatessel that is capable of
devastating aquatic ecosystems and impacting wateastructure. The Quagga Mussel is
related to the Zebra Mussel and can reproducergtra@id rates. It has spread throughout the
eastern United States, and is known for hinderiatewfor domestic, municipal, industrial, and
agricultural purposes by clogging pipes and othatewdelivery infrastructure. The Quagga
Mussel was discovered in California on January20Q7. The Quagga Mussel was found in
Lake Mead, Lake Havasu, and on the MetropolitanefMatstrict intake pumps.

DFG has expressed concern that the species coukk gaotentially wide-spread damage to
drinking water pumping systems and other relatéchstructure. Early estimates indicate that
the establishment of this species in Californiaesstan result in costs to the state of at led3t $7
million in infrastructure costs and $40 million amnual maintenance. The Quagga Mussel is
spread by boats that are moved from one body afnatanother.

AB 1683. AB 1683 (Wolk, 2007) requires DFG to develop QuegMussel control and
eradication plans, as well as assist water agengi¢ise development and implementation of
their plans of control and eradication if the Quagg discovered in their systems. Also, AB
1863 required DFG to inspect waters and water if@sl in the state for Quagga Mussel
presence. If Quagga or Zebra mussels are fouadiacal water body, AB 1683 requires local
agencies that operate a water supply system toaprep plan to control Quagga and Zebra
mussels.

Local Governments. In January 2008, zebra mussels were found inJ8sto Reservoir in San
Benito County. Zebra mussels have never before fmeénd in California. By state law, the
local water agency is required to develop a plancdantrolling the mussel infestation. In
response to the San Justo Reservoir infestatiencdlinty and local water district cooperated
with nearby counties to develop a regional appro@ctan inspection program, including a
computerized tracking system, for five countiesthe Bay Area (Santa Clara, Contra Costa,
Alameda, Monterey, and San Benito). This regionghection-based approach is unique to this
coalition.

Senate Committee on Budget and Fiscal Review Page 12



Subcommittee No. 2 May 14, 2009

Staff Recommendation. Staff recommends that the Subcommittee apprep#ias0,000 from
the Harbors and Watercraft Fund for two years &éoBhy Area multi-county response effort as a
pilot project.

Action: $250,000 per year from the Harbors and WatercnafidMor two years to the Bay Area
multi-county response effort as a pilot project.

Vote: 3-0

3790 Department of Parks and Recreation

10. Diesel Regulation Compliance

Background. In January 2007, the Air Resources Board (ARB)p#eid regulations for “On-
Road Heavy-Duty Diesel-Fueled Public Fleets”. Ti@gulation requires all state agencies and
local governments to retrofit 60 percent of theasel vehicles by December 31, 2009, to reduce
identified diesel particulate matter in the exhau$t60 percent of the fleet is not retrofittedet
state agency may face penalties of $1,000 to $00;8 day of non-compliance. The
Department of Parks and Recreation has 129 vehibkgsfall under the on-road heavy-duty
diesel regulations.

Budget Act. The2009-10 Budget Act includes no funds for this item.

Governor’s Budget. The Governor's January 10 Budget proposed $10685General Fund for
retrofits of the department’s heavy-duty dieseligigs.

Staff Recommendation. Staff recommends that the Subcommittee approy@3$1000 in one-
time funding from Air Quality Improvement Fund fdhese diesel retrofits. Staff also
recommends trailer bill language allowing for theedime expenditure of these funds from the
Air Quality Improvement Fund.

Action: Approved $1,635,000 in one-time funding from theefative and Renewable Fuel and
Vehicles Technology Fund, with trailer bill lang@agllowing for the one-time expenditure of
the funds from the Fund.

Vote: 2-1 (Benoit)

11. Parks Concession Contracts

Concession Contracts. Pursuant to Public Resources Code 5080.2, theslaége must
approve Department of Park and Recreation conaessintracts. For the 2009-10 fiscal year
there are six concession agreements that reqgistdave approval.
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ok whE

Ferry Service from San Francisco to Angel Island

Hollister Hills State Vehicular Recreation Area -arf Store Concession
Oceano Dunes State Vehicular Recreation Area — CEnaifer Rental Service
Santa Monica State Beach — Food Service ConceSsaord

California Citrus State Historic Park — Wealthy @ey’'s Mansion Concession
Old Town San Diego State Historic Park — Franklouke Concession

Supplemental Report Language. Supplemental Report Language (SRL) describing the
contacts should be included in the final SupplemleReport Language as part of tP@0)9-10
Budget Act. Proposed language:

Item 3790-001-0001 --- Department of Parks and &amn:
Concession Contracts. Pursuant to Public Reso@oeg Section 5080.20, the following

concession proposals are approved as described:belo

Angel Island State Park — Ferry Service CongessThe department may bid a new
concession contract to provide ferry service trarspion exclusively between San
Francisco and Angel Island State Park.

The proposed provisions of the new concession achimclude a term of up to ten years;
annual rent will be the greater of a guaranteedréite or a percentage of annual gross
receipts. Proposers will be required to bid a munn annual rent of up to $50,000 or up
to 15 percent of monthly gross receipts whichesagreater, and commit up to 2 percent
monthly gross receipts for dock maintenance.

It is anticipated that the new concession contwalttbe implemented during the fall of
2009.

Hollister Hills State Vehicular Recreation Area Park Store Concession. The
department may bid a new concession contract toatgeand maintain a park store
concession with food service with Hollister Hillag Vehicular Recreation Area.

The proposed provisions of the new concession achinclude a contract term of up to
10 years to maintain and operate a park storeltsw&dry items, food, motorcycle parts
and provide repair services. The new contract m@ysider the inclusion of rental
equipment services. Annual rent to the State vélthe greater of a guaranteed flat rate
or a percentage of gross receipts. Proposersbheillequired to bid a minimum annual
rent of up to $48,000 or up to 8 percent of grasseipts whichever is greater. The
contract will also include up to $60,000 in capitaprovements to the structure.

It is anticipated that the new concession contvalttbe implemented during the winter
of 2010.

Oceano Dunes State Vehicular Recreation AreaCamp Trailer Rental Service
Concession. The department may bid a new conceessiatract to provide for camping
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trailer rental services for park visitors camping @ceano Dunes State Vehicular
Recreation Area.

The proposed provisions of the new contract witlude a term of up to 10 years; annual
rent will be the greater of a guaranteed flat cata percentage of monthly gross receipts.
Proposers will be required to bid a minimum anmealt of up to $36,000 or up to 10
percent of monthly gross receipts whichever is tgrea

It is anticipated that the new contract will be Iempented during the winter of 2010.

d. Santa Monica State Beach --- Food Service Coimes The department may authorize
the City of Santa Monica, under their current opeggagreement with the Department of
Parks and Recreation, to solicit proposals fromptlnglic for a contract to operate a food
service concession on Santa Monica State Beach.

The proposed provisions of the new contract incladmntract term of up to 10 years.
Annual rent will be the greater of a guaranteetiriée or a percentage of gross receipts.
Proposers will be required to bid a minimum of wp$75,000 per year or up to 15
percent of gross receipts, whichever is greatar. addition, limited one-time capital
improvements to the facility of up to $20,000 mayabconsideration.

It is anticipated that a new concession contralitbeiissued during the summer of 2009.

e. California Citrus State Historic Park --- Wbgl Grower’s Mansion Concession.
The department may bid a new concession contrgaiatg design, permit, and construct
a historic replica of a wealthy grower’s mansiomnl am operate and maintain this facility
as a visitor serving concession.

The proposed provisions of the new concession aontwill provide visitor services,
which may include overnight lodging, food servioetail sales, and event and conference
space. The provisions include a contract termpofau50 years and a minimum annual
rental requirement will be based on the resulta édasibility study to be completed in
the summer of 2009, and a capital investment ofrfion for construction of the
historic lodge.

It is anticipated that the new concession contvalttbe implemented during the winter
of 2010.

f. Old Town San Diego State Historic Park --- Flamkouse Concession. The department
may bid a new concession contract to plan, degignmit, and construct a historic replica
of the Franklin House and to operate and maintha facility as a visitor serving
concession.
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The proposed provisions of the new concession aontwill provide a variety of
services, including overnight lodging, food seryiead retail sales. The contract term
will be up to 50 years. It is anticipated that tiewvly created concession contract will
include a minimum rental bid requirement basedhanrésults of a feasibility study to be
completed in the summer of 2009, and a capital avgment investment of
approximately $6.5 million.

It is anticipated that the new concession contvalitbe implemented during the winter
of 2010.

Staff Recommendation. Staff recommends that the Subcommittee adopt I[Bogmtal Report
Language describing the scope of the concessiamamis.

Action: Adopted Supplemental Report Language

Vote: 3-0

3850 Coachella Valley Mountains Conservancy

12. Opportunity Land Acquisitions

Proposition 84. California voters in November 2006 passed PrajposB4, the Safe Drinking
Water, Water Quality and Supply, Flood Control, &ixand Coastal Protection Act of 2006,
which provides $5.388 billion in general obligatitmonds for environmental and resource
purposes. The Proposition 84 bond language adddainds to the state’s conservancies in order
to guarantee land acquisitions and environmentatoration projects. Coachella Valley
Mountains Conservancy was allocated $36 milliootigh Proposition 84.

Budget Act. The 2009-10 Budget Act included Proposition 84 bond funds for many of the
state’s conservancies. However, #089-10 Budget Act includes no bond funds for Coachella
Valley Mountains Conservancy to make land purclygaats.

Land Value Appraisals. The Coachella Valley Mountains Conservancy’s bamdls request
was initially denied by the Department of Finance tb the conservancy not seeking third party
verification of the property value appraisals fandl purchased. However, the conservancy has
now adopted regulations requiring that the conseyand all its grantees always seek a third
party independent review of the property value ajgais prior to purchasing land. As this
administrative problem has been corrected, it isloiger a reason for holding back the
conservancy’s bond funding.

Staff Recommendation. Staff recommends that the Subcommittee apprapfét million in
Proposition 84 bond funds, as well as $343,000 riop&sition 12 funds and $456,000 in
Proposition 40 funds, to the Coachella Valley Maims Conservancy for land acquisition.
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Action: Approved the staff recommendation

Vote: 3-0

3910 California Integrated Waste Management Board

13. Greenhouse Gas Reductions from Solid Waste

Background. On June 21, 2007, the Air Resources Board adofited_andfill Methane
Capture Srategy as a discrete action measure.

Proposal. With these funds, CIWMB would:

Analyze the economic costs and benefits of solidgtevaand recycling programs, in
support of AB 32 Scoping Plan measures and subeegugplementation. This will
provide a basis for determining the best implentetamechanism for each measure,
such as market-based, regulatory, or carbon-trasliagems. (1 PY)

Increase recycling from the commercial sector, alwating model commercial
recycling ordinances and assisting the businessorseand local jurisdictions in
developing and implementing commercial recyclindimances. This would also entalil
assisting businesses, local government, and theevradustry in utilizing a commercial
diversion software tool to evaluate costs and gmviand calculate reductions in
greenhouse gas emissions associated with soliet\aastities. (2 PY)

Partner with the Air Resources Board, Californiar@te Action Registry (CCAR), and
the International Council for Local Environmentaitiatives in developing solid waste
management protocols and providing education ariceach to affected stakeholders.
These protocols will assist local governments irasuging and reporting greenhouse gas
emissions. (1 PY)

Conduct research to evaluate greenhouse gas ensssissociated with product
development, manufacturing, use, and disposals Waould entail developing strategies
such as economic incentives, improved environmemghct calculators for products,
environmental performance standards and labelind, public outreach. It also would
entail identifying data gaps, potential regulatiormnd potential legislative action.
($300,000 in contract funds)

Conduct research on reducing N20 emissions at cstmgofacilities. This would
include analysis of compost feedstock charactesisind operations parameters to
determine their impact on N20 emissions. CIWMB idouse the study results to assist
organics handling businesses, CCAR, and otheriemntih the development related
protocols and operational best management pradbaesiuce greenhouse gas emissions.
($500,000 in contract funds)

Reduce Vehicle Miles Traveled (VMT) through the ioptation of solid waste and
recycling routes. This would entail assisting ké&gkeholders and local jurisdictions with
evaluation and implementation of optimization sckerno reduce VMT associated with
transportation of solid waste and recycling matsrid PY)
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Budget Act. The2009-10 Budget Act includes $1,312,000 from redirected funds, inalgdsix
positions and $800,000 in contract funds, for impating programs that minimize methane
emissions from landfills including increased soureduction and recycling, developing viable
and sustainable markets to divert materials frondfidls, and encouraging new technologies.
This proposal also includes $501,000 for 2010-The funds for both 2009-10 and 2010-11 will
come from a redirection of the Waste Charactenna8tudy funds.

Staff Comments. The Air Resources Board (ARB) is the regulatory rmyefor AB 32
implementation, and it is unclear to staff why dnestagency needs resources to implement
ARB'’s regulations.

Some of the expenses do not seem fully justifidebr example, the proposal requests two
positions to increase recycling from the commerseadtor. It seems that this task should already
be underway as part of the CIWMB'’s core mission.

In addition, staff thinks that the one positionréauce the vehicle miles traveled by commercial
sector vehicles is not justified. Since there ascarbon fee added on to the cost of recycling,
commercial sector recyclers will most likely continto use the lowest cost service rather than
the recycling service with the least carbon output.

Staff Recommendation. Staff recommends that the Subcommittee rejecptbposal.

Action: Approved as budgeted with Supplemental Report uagg requiring the department to
report by March 1, 2010 on how the activities fdnieh the funds are being utilized and the
achievements made in those activities.

Vote: 2-1 (Benoit)

3930 Department of Pesticide Regulation

14. Volatile Organic Compounds

Volatile Organic Compounds. Fumigant pesticides emit volatile organic compsivVOC)
that contribute to smog. In California’s centralley approximately six percent of the smog is
caused by pesticides. VOCs contribute to the ftonaf ground-level ozone, which is harmful
to human health and vegetation when present atdnighigh concentrations. The federal Clean
Air Act requires each state to submit a State Immgletation Plan (SIP) for achieving and
maintaining federal ambient air quality standardscluding the standard for ozone.
Nonattainment areas (NAAS) are regions in Califartiiat do not meet either federal or state
ambient air quality standards. California has fr@nattainment areas: San Joaquin Valley,
Sacramento Metro, South Coast, Southeast Desdrt/amura.
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State Implementation Plan. The 1994 SIP was developed by the Air Resourcerdand
approved by the USEPA as a plan for addressingj@ality in California. The 1994 SIP
specified that California would reduce fumiganttmede VOC emissions by 12 percent below
the 1991 levels. Currently, the USEPA is reviewiing updated 2007 SIP that would change the
reduction in VOC from percentages to tons of eroissi The 2007 SIP keeps the reduction
level the same and only changes how that reductioreasured.

Lawsuits. In 2006, a federal judge ruled that the DepartmérPesticide Regulation (DPR)
ignored clean air laws for pesticides. The lawsaid DPR failed to apply clean air rules to
pesticides, dating back to 1997. The judge ordéheddepartment to write regulations that
would cut fumigant pesticide emissions in the Cantialley by 20 percent from 1991 levels.

As a response to that court ruling, DPR wrote ratjuh to reduce fumigant pesticide VOC
emissions by 20 percent from 1991 levels. Thogelagions were approved by the Office of
Administrative Law on January 25, 2008, and weee@dll into effect.

In August 2008, the Ninth Circuit Court of AppeaisSan Francisco overturned the findings of
the federal judge. As a result of the Appeals Cuigtory, the Department of Pesticide Control

is now finalizing new regulations that call for maller decrease - a 12 percent cut from 1990
levels.

Past Budget Action. In the2008-09 Budget Act, DPR received $2.6 million and 11 positions to
implement VOC regulations. These positions werenarease in staffing due to the additional
workload created by a 20 percent reduction in V@@ the 1991 levels.

Staff Comments. The department has been provided with the stafffanding to implement a
20 percent reduction in VOCs from the 1991 leveMdso, the department already finalized the
more stringent VOC regulations. Thus, there isneed to relax standards that protect human
and environmental health.

Staff Recommendation. Staff recommends that the Subcommittee adogetrhill language
requiring the department to implement 20 percemtidgant pesticide VOC reduction regulations.

Action: Adopted trailer bill language requiring the depeeht to implement 20 percent fumigant
pesticide VOC reduction regulations.

Vote: 2-1 (Benoit)
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Discussion Items

0540 Secretary for Natural Resources

1. Environmental License Plate Fund Fee Increase

ELPF. The Environmental License Plate Fund (ELPF) pravidaipport to numerous
conservancies and departments within the Resoukgesmcy. The ELPF has a structural
imbalance. Without a fee increase, and keepingmrditures constant the 2009-10 fiscal year
expenditures would exceed available resources byition.

Trailer Bill. The trailer bill language would raise the envirombat license plate fee by $4 per
plate. The new fee would be $34 for renewals atif$r new plates.

Budget Act. The 2009-10 Budget Act does not include trailer bill authorizing the ELR#e
increase. The Budget Act does provide decreasedirfg to departments and conservancies
from the ELPF by $4,720,000, but this decrease vt even more dramatic without the fee
increase.
» Secretary for Natural Resources — Reduction to afustate travel and equipment
replacement program: -$50,000
» California Conservation Corps — Reduction to adstration: -$300,000
» CalFire — Environmental Protection Program fieldminator reduction (-$15,000); Fire
and Resource Assessment Program resource managsiraagies design (-$30,000):
Total reduction of -$45,000
* Department of Fish and Game — Fund shift of $3iomllto the Fish and Game
Preservation fund for wardens: -$3 million
» State Coastal Conservancy — Reduction to Oceared®iat Council research on algal
blooms: -$257,000
* Santa Monica Mountains Conservancy — Reductionottsultant contracts for project
planning and implementation: -$50,000
» Sierra Nevada Conservancy — Reduction to interagagreements: -$500,000
» Department of Water Resources — Reduction in warkhe Trinity River Restoration
Program: -$60,000
e CalEPA, Department of Pesticide Regulation — Fuhift sof $458,000 with the
Department of Pesticide Regulation Fund

Staff Recommendation. Staff recommends that the Subcommittee approzeafiprove trailer
bill language increasing the environmental licepkde fee by $8 per plate and to direct half of
this increase to the Department of Fish and Gamedodens.

Action: Adopted trailer bill language to raise the ELPE by $8 per plate and to direct half of
the increase to the Department of Fish and Gamedadens.

Vote: 2-1 (Benoit)
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2. CALFED Science Program

Background. CALFED provides a science research grant forgutsj that provide scientific
information related to water project operations,tevaquality, ecosystem restoration, and
prevention and management of invasive species. piineary purpose of the CALFED Science
Program is to implement programs and projects twudate, test, refine, and improve the
scientific understanding of all aspects of the Bsgjta and its watershed areas. The Science
Program aims to reduce the scientific uncertainireghe planning and implementation of
CALFED Bay-Delta Program actions.

To award the science grants, the CALFED Sciencgrne and the CALFED Agencies first
determine the critical scientific information neddshelp guide management decisions. These
needs are then used to develop the Proposal @tbcitPackage. The proposals undergo a
technical review by two separate committees. Qheegrant has been approved, the Science
Program staff works with the researcher and cohstaff to develop a contact that includes
information on the statement of work, scheduleByerables, presentations, and final products.

Finance Letter. The Governor’s spring finance letter requeststhewing:

1. An appropriation of $2,899,000 in Proposition 5&thdunds and provisional budget bill
language to have five years to encumber those fulmtle requested amount comes from
previously reverted Proposition 50 bond funds.

2. Extend Budget Act of 2008-09 provisional budgetl Hanguage for CALFED
Proposition 50 funds from three years (expires Bihe2011) to five years (expires June
30, 2013).

3. New five-year encumbrance period provisional buddgjétanguage for the CALFED $8
million reimbursement authority for an interagermgyreement with Department of Water
Resources in the Budget Act of 2009-10. The fuardsfrom Proposition 84.

Staff Comment. The Legislature is currently considering variouigyoalternatives for how the
Delta should be governed. These policy processugssons could change how funds related to
environmental restoration, science, and other CALFIEtivities are spent in the future. Thus
the policy process should inform the appropriatbthese funds.

In the last five years the longest encumbranceofdegiven to CALFED science funds has been
three years. A shorter encumbrance period woutdvalhe Legislature to redirect funds if it
decided to change the structure of the program.aff Stoes not support extending the
encumbrance or liquidation period for funds that mot expiring at the end of the current fiscal
year. Also, if these science funds take five yeargproduce completed research, they are
unlikely to provide research to inform the currdabate of the Delta’s future.

Staff Recommendation. Staff recommends that the Subcommittee:
1. Approve $1,500,000 in Proposition 50 bond fund vaittinree-year encumbrance period.
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2. Approve provisional language providing a three-yemcumbrance period for the
CALFED $8 million reimbursement authority for antéragency agreement with the
Department of Water Resources.

3. Approve trailer bill language requiring all appravscience grants to be posted on the
CALFED website.

4. Reject all funding for the CALFED Bay-Delta Program the Secretary for Natural
Resources that does not relate to the Sciencedmogr

Action: The Subcommittee approved:

1. $1,500,000 in Proposition 50 bond fund with a thyear encumbrance period.

2. Provisional language providing a three-year encamde period for the CALFED $8
million reimbursement authority for an interageraxyreement with the Department of
Water Resources.

3. Trailer bill language requiring all approved sciergrants to be posted on the CALFED
website.

4. Budget bill language to transfer CALFED funds toeav organization.

5. Budget bill language that states what the CALFERdJ&iwill be used for in 2009-10.

Vote: 3-0

3. New River Project

New River. The New River flows from the Colorado River iritee Salton Sea, a distance of

about 73 miles. The river flows from Mexico to theited States, with about 60 miles of river

located within California. The New River is pokat by agricultural drainage, treated sewage
and raw sewage, and industrial waste.

Sanitation Project. The New River Sanitation Improvement Project Wil constructed on the
United States side of the U.S.-Mexico border. Phagect includes a headworks to lift trash out
of the river as it enters the United States. Titogept also includes a diversion structure to send
design flood river flows directly into the culverdésd direct normal flows into the bar screen.
The project will also include a monitoring station.

Before construction on the project can begin, ttgept development and planning phase must
be completed. The planning phase includes preiminsite assessments (including

hydrogeological investigation and surveying/mappiagd preparation of the supporting studies,
including the California Environmental Quality AGEQA) documents.

Federal Funds. This project received a $4 million federal grestently. If matching funds are
not provided, the federal funds will soon reverd dine state will lose an opportunity to clean up
an impaired water body.

Staff Recommendation. Staff recommends that the Subcommittee apprep®800,000 in
bond funds from Proposition 84 Section 75050(d).
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Action: Approved budget bill language that designates F8Dof the River Parkways local
assistance funding for the New River project.

Vote: 3-0

3600 Department of Fish and Game

1. Anadromous Fish Management

Background. The Department of Fish and Game (DFG) Anadronfals management has
three components: the Coastal Salmonid Monitorinign,P the Coho Recovery Plan
Implementation, and Coastal Steelhead and Chin@alovery.

Coastal Salmonid Monitoring Plan. The State of California does not have in placeast-wide
program to monitor the status and trend of salmahsteelhead populations. The DFG and the
National Marine Fisheries Service (NMFS) have paed on the development of the California
Coastal Salmonid Monitoring Plan to monitor Anadows fishes on the entire coast of
California. The emphasis of the plan is to gattier data needed to manage fishing and
hatcheries, and to de-list the federal and statedispecies.

Coho Recovery Plan Implementation. Coho salmon are listed as either threatened daregered

in California, depending on the river. The DFG pigal a Coho Recovery Strategy in 2004 that
sets forth detailed actions to recover the spdoi¢ise point of de-listing. The funding provided
for the 2009-10 fiscal year will support projectsaugh a direct grant program, managed by
existing Fisheries Restoration Grant Program staff.

Coastal Steelhead and Chinook Recovery. The DFG approved a Steelhead Restoration and
Management Plan in 1996, but until 2008-09 no fagdvas provided for the implementation of
this plan. Nearly all salmon and steelhead runghencoast are now listed as threatened or
endangered.

2008-09 Budget Act. The 2008-09 Budget Act included $10,856,000 from Proposition 84 bond
funds for grant funds and eight permanent and empbrary positions for Anadromous fish
management.

Budget Act. The2009-10 Budget Act includes $9,734,000 from Proposition 84 bond fufwds
Anadromous fish management. This includes Coastalmonid Monitoring Plan
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implementation, Coho Recovery Plan implementatiangd Coastal Steelhead and Chinook
recovery. No new positions were included in 2089-10 Budget Act.

Specifically, with these funds DFG will:

» Provide grants for fisheries restoration activities

* Provide infrastructure in the Fisheries Branch Regions to provide the bases for future
plan implementation.

* Inform state and federal regulatory and environmlesthbcumentation needs.

* Provide a guide to the implementation of recovdang.

» Assist other monitoring efforts in coastal watedshéy establishing a sampling matrix
and guidelines for annual probabilistic surveys.

» Establish a joint Department/NMFS policy oversightt management team.

Staff Comment. The department's salmon recovery efforts are dnad by a multitude of
factors, including destruction of streambeds dursngtion dredge gold mining and logging
activities.

The DFG provides permits for suction dredge acéisit The Alameda County Superior Court
has ordered DFG to complete a CEQA review of sacticedging impact on salmon. The
CEQA review was supposed to be completed by Juf&.20n the2008-09 Budget Act the
department received $1.5 million General Fund tmglete the CEQA review. Since the court
has found suction dredging to have impact on sajntas advisable to halt suction dredging
until the extent of that impact is understood.

Forestry practices can have an impact on salmaugfr factors such as stream temperatures.
Forests can be managed in ways that are beneftcishimon. Fish and Game Code Section
2112 requires the development of regulations facis for which a recovery plan has been
approved. Though the Coho salmon has an approseovery plan, the Fish and Game

Commission and the Board of Forestry have not depted permanent regulations for Coho

salmon. For the last nine years, salmon have begriated under temporary rules that require
permitting only when a “take” of salmon occurs.

Staff Recommendation. Staff recommends that the Subcommittee approgepthbposal and
adopt trailer bill language that would:
1. Ban suction dredging in salmon habitat until onaryafter the updated CEQA document
is approved.
2. Direct the Fish and Game Commission and the Bo#&rbocestry to adopt permanent
rules on salmon. The Board of Forestry should tdegulations that implement the
Coho recovery plan and that are not dependent findang that an application for a
timber harvest plan permit will result in the taleCoho salmon.

Action: Approved trailer bill language

Vote: 3-0
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2. Ecosystem Restoration Program

ERP Background. The Ecosystem Restoration Program (ERP) is agbaine CALFED Record
of Decision on how to fix the Sacramento-San Jaa@ay Delta. The Bay-Delta provides the
drinking water to two-thirds of Californians. TERP was designed to:
* Improve the ecological health of the San FranciBay and Sacramento-San Joaquin
Delta.
» Achieve recovery of at-risk species in the Deltais8n Marsh, and San Francisco Bay
and in the watershed above the estuary.
* Restore ecological processes associated with waterwveyance, environmental
productivity, water quality, and floodplains.

Budget Act. The2009-10 Budget Act includes $22,022,000 in Proposition 84 bond fuiedshe
Ecosystem Restoration Program.

Proposal. With these funds, the department intends to utise Stage 2 Conservation Strategy
of the Ecosystem Restoration Program. This stag@ldvadaptively address current scientific
research, monitoring, results, and changing camtidentified regarding climate change, levee
fragility, and increased water quality and demand.

Staff Comment. These funds are to fulfill the CALFED Record ofedision (ROD)
environmental restoration goals. With the Bay-BeBlue Ribbon Commission the state is
moving away from the ROD and reconsidering the &edtoration priorities. A proposal in the
Department of Water Resources’ budget to fund terredtive Delta conveyance water facility
raises questions as to: (1) how such an alternativereyance facility will impact the Delta
ecosystem and (2) how effective the ERP is in imiato the ecological changes such an
alternative conveyance system may bring to theaDelt

LAO Recommendation. The LAO recommends that the Legislature rejeetithdget proposal
for new ecosystem restoration projects until thgiglature has had an opportunity to consider
the long-term uses and configurations of the Daliaboth an ecosystem and a water supply
system. The result of those deliberations mayidpaifcant changes to the way in which the
state uses the Delta. The LAO thinks it would benpature to fund restoration projects before
those decisions are made, since fundamental chaongdse Delta may make the proposed
projects unsustainable in the long term.

Staff Recommendation. Staff recommends that the Subcommittee rejecbtluget proposal.
This item will move to Conference so the departnaant provide a list of the projects to the
Committee and a discussion can be had about teefohese projects in the future of the Delta.

Action: Rejected proposal

Vote: 3-0
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3860 Department of Water Resources

1. Central Valley Flood Protection Board

Statute. Legislation was enacted in 2007 (AB 5 and SB that renamed the Reclamation
Board the Central Valley Flood Protection Board §Bt). The Board is required to act
independently of the Department of Water Resouacescontinue to exercise all of its powers,
duties, purposes, responsibilities, and jurisdictid-urthermore, AB 162 (Wolk, 2007) requires
the Board to review revised safety elements of llgoeawernments’ general plans prior to the
adoption of the amended safety element.

Board Membership. With the enabling statute the membership of tlkarB increased from
seven to nine members, seven being appointed byGireernor and subject to Senate
confirmation, and two members serving as non-voargofficio members. The statute stated
that the old Reclamation Board members would caetito serve on the Board until the
Governor appoints new board members. The stapgteifeed subject-area expertise criteria for
the new board members.

Budget Act. The 2009-10 Budget Act includes $7.5 million General Fund and $1 million
Proposition 1E bond funds for support of the Céntedley Flood Protection Board.

Finance Letter. The Governor has submitted a spring financerléti would shift $2,190,000
General Fund from the Central Valley Flood ProtectBoard to the DWR’s Public Safety and
Prevention of Damage program.

Staff Comment. The Central Valley Flood Protection Board wasated in 2007 and received
funding for the first time in th2008-09 Budget Act. At the time existing staff from within DWR
was transferred to the Board because the Boardfngf needs were not fully known. Now
some of those staff are being transferred backatiRDhrough the finance letter proposal.

The enabling statute for the Central Valley Floadtéction Board specified criteria that the
Board members must meet to perform their dutiégs mot clear if the current board members
who were shifted over from the Reclamation Boarceirtbe criteria specified for the Central
Valley Flood Protection Board members. BecauseGéetral Valley Flood Protection Board

has some new functions that the Reclamation Boatdndt, it is appropriate for the Board

members to answer questions about their decisidaagaubric publicly.

Staff Recommendation. Staff recommends that the Subcommittee approvditheace letter.
Staff also recommends that the Subcommittee rethec€entral Valley Flood Protection Board
budget by $5,310,000 General Fund.

Action: Approved the finance letter and reduced the CVBR&get by $1,000 General Fund.

Vote: 3-0
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3910 California Integrated Waste Management Board

1. Used Oil Recycling Program

Background. AB 2076, the California Oil Recycling Enhanceméwat (1991, Sher) requires

the California Integrated Waste Management Boaft/(@B) to administer a statewide used oil
recycling program to promote and develop altereatito the illegal disposal of used oil. The
program is funded from the Used Oil Recycling Fuwtjch receives its funding from a $0.16
per gallon fee paid by lubricating oil manufactsteindustrial oil is exempt from this fee.

Since 2000, the sale of lubricant oil in Califorhias steadily declined. The major reason for this
is believed to be the larger number of miles newicles can travel between oil changes. In
2000-01, the Used Oil Recycling Fund revenues vedreut $22 million, but in 2009-10 the
fund’s revenues are projected at $16 million.

Grant Programs. The Act established four grant programs to premased oil recycling
infrastructure: Block, Opportunity, Non-Profit, ar@esearch, Testing, and Demonstration.
According to current statute, the CIWMB must expendhe Block grants either $10 million or
50 percent of the Used Oil Recycling Fund balamkich ever is greater. However, the
CIWMB is statutorily required to pay for other prags out of the Used Oil Recycling Fund as
well. In 2009-10 the Used Oil Recycling Fund Balaris projected to be $16 million and if the
CIWMB funds both the Block grant $10 million mandigt expenditure and the other statutorily
required programs, these expenditures combineddyaehte a deficit in the fund.

Budget Act. The2009-10 Budget Act includes budget bill language to allow CIWMB tceuso
less than half of the amount which remains in tsedJOIil Recycling Fund after expenditures,
even when this amount is less than $10 million.ddgt bill language is in effect for one year
only.

Staff Comments. Staff understands that when local organizatioespaovided block grants on
an annual basis to fund local oil recycling progsarsome organizations do not expend
appropriations in the year that they are provideading on to those funds for future use. In
some cases, reserves held by local organizatiensudficient to sustain operations for multiple
years at current levels of operation. T208€9-10 Budget Act does not take into account how
much each local organization is holding in reseass would distribute the $6 million in grants
proportionally among all of the 250 statewide blagtants, which is $4 million less than
distributed last year. As a result, the reducezhgallocation will have an unequal impact on
those organizations that have reserves from pear grants and those that do not. As a short
term solution to minimize the impacts of these fagdshortfalls on those organizations that do
not have reserved block grant funds, staff recontmehat the Subcommittee adopt trailer bill
language that would require the board to prioritikeck grants to those recipients that do not
have reserves. Staff recommends that this langsagget after two years to provide adequate
time for policy bills currently in the process tetter align program revenues with expenditures.
Under this proposal, the board would not be diyedlherting any funding that a local agency
holds from prior year block grants.
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Policy Bills. Currently, there are two bills moving through th@icy process that raise the oll
fee to help fully fund the grant program: SB 546\{lenthal) and AB 507 (Chesbro).

Staff Recommendation. Staff recommends that the Subcommittee augmeat lassistance
block grants by $500,000 from the Used Oil Recyrlifrund and adopt trailer bill language in
concept that would authorize the CIWMB for two ye&n allocate block grant funding in a
manner that distributes reductions equitably amalhgrantee operations. In order to minimize
impacts on local grantees, this allocation methmad consider the amounts of prior year block
grants that local organizations are holding in meseas available resources for grantees to use in
their operations during 2009-10 and 2010-11.

Action: Augmented local assistance block grants by $5@0f6@m the Used Oil Recycling
Fund for one year only. Adopted trailer bill laage that allows the fund balance to drop below
$1 million and that authorizes the CIWMB for twoaye to allocate block grant funding in a
manner that distributes reductions equitably amalhgrantee operations. In order to minimize
impacts on local grantees, this allocation methax consider the amounts of prior year block
grants that local organizations are holding in meseas available resources for grantees to use in
their operations during 2009-10 and 2010-11.

Vote: 2-1 (Benoit)

3960 Department of Toxic Substances Control

1. Realignment of Funding for TSCA and HWCA Program
Activities

Background. The Department of Toxic Substances Control (DTS@rimarily funded by two
special funds: the Toxic Substances Control Acc@UBICA) and the Hazardous Waste Control
Account (HWCA). The HWCA revenues come from feagdy hazardous waste generators,
transporters, and disposers. The major revenuee®wf TSCA are the environmental fee,
which is a broad-based assessment on all businbaseling hazardous materials with 50 or

more employees, and cost recovery from partiesoresple for hazardous waste substance
releases.

TSCA Fee. TSCA is funded primarily from an environmentad fen companies with more than
50 employees who "use, generate, store, or coraliistities in this state related to hazardous
materials”. The fee is has a sliding scale depwndpon the size of company. The fee schedule
is set in the Health and Safety Code 25205.6. fédaschedule is as follows:

1. Two hundred dollars ($200) for those organizatioith 50 to 74 employees.
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2. Three hundred fifty dollars ($350) for those orgations with 75 to 99 employees.

3. Seven hundred dollars ($700) for those organizatwith 100 to 249 employees.

4. One thousand five hundred dollars ($1,500) for ¢hosganizations with 250 to 499
employees.

5. Two thousand eight hundred dollars ($2,800) forséhorganizations with 500 to 999
employees.

6. Nine thousand five hundred dollars ($9,500) forsthorganizations with 1,000 or more
employees.

Budget Act. The 2009-10 Budget Act includes an on-going shift of $4,795,000 from the
Hazardous Waste Control Account to the Toxic Sutzsta Control Account to cover activities
related to the regulation and enforcement of texiostances in products. However, this funding
shift cannot be implemented by the Department n&ite because the accompanying trailer bill
language is not part of tf2809-10 Budget Act.

Trailer Bill Language. This funding shift requires trailer bill languageThe trailer bill
language authorizes the TSCA to pay for the departim activities related to pollution
prevention and related technology development.o Alse trailer bill language authorizes the use
of TSCA for implementation of programs relatedlie Human and Ecological Risk Division, to
the Environmental Chemistry Laboratory, and to tb#fice of Pollution Prevention and
Technology Development.

Staff Comment. The department has stated that this fund shift dvowk result in a change in
the fees collected. The trailer bill language was$ approved as a part of the February 2009
budget package.

Staff Recommendation. Staff recommends that the Subcommittee adopt Gbegernor’'s
proposed trailer bill language and adopt traildrlahguage to raise the TSCA fee by 15 percent.
The increased revenue from the fee increase willubed to replace General Fund in the
department’s base budget.

Action: Approved the Governor’s trailer bill language aadopted trailer bill language to
increase the TSCA fee by 15 percent, as well asvalh the use of those fees for functions
currently funded by General Fund (excluding Straligiv and BKK). The intent of the fee
increase is to replace baseline General Fund éodépartment.

Vote: 2-1 (Benoit)
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2660 Department of Transportation

The Department of Transportation (Caltrans) constructs, operates, and maintains a
comprehensive state system of 15,200 miles of highways and freeways and provides
intercity passenger rail services under contract with Amtrak. The Department also has
responsibilities for airport safety, land use, and noise standards. Caltrans’ budget is
divided into six primary programs: Aeronautics, Highway Transportation, Mass
Transportation, Transportation Planning, Administration, and the Equipment Service
Center.

Issue proposed for Discussion / Vote

(see next page for issue)
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1. Caltrans Section 26.00 Violations (Staff Issue). Staff has discovered, and
Caltrans confirms, that the department has been shifting funds among programs
scheduled in the budget act without Section 26.00 reporting. Scheduling in the
budget act is binding on department expenditures, but budget Control Section 26.00
does allow funding shifts among scheduled items with 30-day legislative reporting.
Caltrans calls its process “cross-allocation” and indicates it promotes effective
management when the type of work to be performed by a division and related to that
divisions’ primary function, is better performed by experts in another division. For
example, the 2008 Budget Act scheduled $1.9 billion for Highway Transportation —
Capital Outlay Support (COS), and $77 million for Highway Transportation — Legal;
however, Caltrans “cross-allocated” $16.7 million and 101 positions from COS to
legal. This practice results in a second set of books for Caltrans, with the public
documents indicating a legal budget of $78 million and 172 positions, but in reality,
Caltrans cross-allocated to achieve a real budget of $94 million and 273 positions for
legal.

Bottom-line legal issue.  While the management efficiency of the Caltrans “cross-
allocation” practice can be discussed, the bottom-line is that no legal authority exists
for the Administration to shift funds in this manner without notification to the
Leqislature. Staff is unable to find any statutory or State Administration Manual
(SAM) definition or authority for the practice Caltrans calls “cross allocation” and the
Administration has not provided any reference for legal authority.

Special Concern for the Capital Outlay Support Budg  et. The Caltrans Highway
Transportation — Capital Outlay Support Program is uniquely budgeted because
statute requires the department to zero-base the COS budget annually based on
project workload — the Administration submits a May Revision letter each year to
accomplish this adjustment. To get the best aggregate workload, based on Caltrans
assessment of individual highway and road projects, the letter comes late in the
budget process — in May. Due to the May timeframe and the complexity of the
project-by-project workload, the LAO and legislative staff basically accept Caltrans
workload numbers without detailed review. Cross allocation of funding and positions
out of COS suggest Caltrans might be asking for Engineers and Engineer Techs,
and then shifting that funding for Attorneys and other non-engineer work. The final
expenditures may be justifiable, but the methodology and lack of transparency raise
major concerns.

Special Concern for the Maintenance Budget. During the 2006 budget process,
Caltrans proposed to shift funding and staffing for major maintenance contracts
(including state worker design and oversight) from the Maintenance Division to the
COS Division and SHOPP rehabilitation program. The Legislature rejected this
request and kept the major maintenance funding in the Maintenance Division. This
was done to maintain transparency for maintenance expenditures (because major
maintenance was not consolidated into the SHOPP budget item) and to avoid a
bigger COS May Finance Letter and the time constraints and data issues inherent in
the May COS letter. The cross-appropriation information from Caltrans suggests the
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department ignored this legislative direction and shifted $10.6 milion and 74

positions from Maintenance to COS on its second set of books.

Detail on Caltrans “cross-allocations” for 2008-09

$16.7M
101 PYs

189 PYs
Capital
Outlay
Support
(COSs) $6.6M
58 PYs
Division within
Highway Program
In total, COS: $7.5M

Transfers out $57.1M 67 PYs

Transfers in $17.9M

$10.6M
74 PYs

$4.6M
32 PYs

$2.7M
19 PYs

May 14, 2009

Legal

Division within
Highway Program

Information Technology

Part of
Administration

Civil Rights

Part of
Administration

Various Transfers

Multiple
Divisions

Maintenance

Division within
Highway Program

Planning

Division within
Highway Program

$4.8M
35PYs

FHEALLA

Various Other
$43.5M
219 PYs
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Division within
Highway Program
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Cross Allocation Chart:  The chart on the prior page shows the “cross allocations”
or shifts among divisions scheduled in the 2008 Budget Act. Staff excluded three
Caltrans shifts from the chart: (1) Grant Anticipation Revenue Vehicles (or GARVEE)
bond payments are scheduled in COS, but shifted to Administration for payment —
this suggests a technical correction is needed, but GARVEE debt is elsewhere
displayed in the Governor’'s budget, so there is not a transparency concern; (2)
Audits — centralized auditors are typically funded by the function they audit as they
move within a department — so this shift does not raise concerns; and (3) statewide
shifts such as positions shifted to the Director's Office, the Secretary for BT&H
Agency, and the Governor's Office — while these funding shifts may raise other
transparency concerns, they are statewide issues beyond the scope of this issue.

Staff Comment:  Caltrans has not been able to suggest a legal justification for
“cross allocations” so the department should suggest a fix. The amounts shifted
without legislative reporting are substantial — more that $123 million and 794
positions in 2008-09. This amount is over five percent of the Caltrans state
operations budget. Among the options to fix this problem are the following:

1. Adjust the Budget Act scheduling to the anticipated expenditures of funds by
each division (a Section 26.00 could later be submitted if additional adjustments
are needed).

2. Add provisional language to the Budget Act to allow Caltrans to shift a defined
amount of funding between divisions without legislative reporting.

Caltrans will provide a zero-based May Revision Finance Letter on its Capital Outlay
Support workload for 2009-10. This letter should be an accurate representation of
the engineering-related workload (both state worker and contractors) and correctly
adjust for any positions shifts in the past for attorneys or other non-engineering work.
Discussion of this issue was deferred to a future hearing at the request of Caltrans.
In the interim, Caltrans will present detail to legislative staff and the LAO on the
department’s proposed remedy.

Staff Recommendation : Does Caltrans have a workable solution that provides legal
integrity and transparency? Option 1 under staff comments would seem the more
viable option. However, the subcommittee should also consider adoption of reporting
language that provides the Legislature information to continue following-up on this
issue. The Legislative Analyst can assist in developing the reporting language.

Action:
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2665 High-Speed Rail Authority

The California High-Speed Rail Authority (HSRA or Authority) was created by Chapter
796, Statutes of 1996, to direct development and implementation of inter-city high-
speed rail service that is fully coordinated with other public transportation services. The
cost to build the initial phase (from San Francisco to Anaheim) is currently estimated by
the HSRA to cost $34 billion (in 2008 dollars) — this includes a contingency, calculated
at 30 percent of construction costs, as well as an allowance for environmental impact
mitigation, calculated at three percent of construction costs.

January Budget : The January Governor's Budget included funding of $125.2 million
for the HSRA (all High-Speed Passenger Train Bond Fund). The 2009 Budget Act (SB
1XXX) reduced the HSRA budget down to base staff funding of $1.8 million, without
prejudice to the merit of the request, to allow for a thorough subcommittee review of the
budget. Since the Safe, Reliable High-Speed Train Bond Act for the 21% Century
(Proposition 1A) was approved by voters in November 2008, the HSRA has $9 billion in
bonding authority to begin implementation of the system. This transition from a small-
budget study organization to a multi-billion dollar engineering and construction entity
requires additional discussion with regard to the structure of the Authority and
management and implementation of the high-speed rail project.

April Finance Letters: The Administration additionally submitted April 1 Finance
Letters to augment the HSRA budget by $14 million for additional contract costs,
bringing the total request for 2009-10 to $139.2 million.

March 17, 2009 Senate Transportation and Housing Co mmittee Hearing: On
March 17, 2009, the Senate Transportation and Housing Committee held an
informational hearing with a focus on the Legislative Analyst's Office’s analysis of the
HSRA's proposed $125.4 million budget for 2009-2010, and state government’'s
response to the $8 billion provided for high-speed rail by the federal stimulus program,
the American Recovery and Reinvestment Act of 2009.

Pooled Money Investment Account (PMIA) loans: Since the March 17 policy
committee hearing, the State Treasurer has been successful in selling general
obligation bonds and the HSRA has received a PMIA loan to pay contract expenses in
2008-09.

Issue Proposed for Discussion:

1. Implementation of a Transportation Mega-Project. As was alluded to in the
introduction, the HSRA is tasked with quickly transforming itself from a small-budget
study organization into a multi-billion dollar engineering and construction entity. This
challenge is compounded by the fact that the high-speed rail project is a mega-
project like the San-Francisco Oakland Bay Bridge or the “Big Dig” in Boston — these
projects have few peers in scope and complexity. Mega projects often experience
large cost escalations and schedule delays. With this great challenge in mind, the
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Legislature has explored different structural models to increase the chances of
successful implementation. Last year's SB 53 (Chapter 612, Statutes of 2008,
Ducheny) requires the California Research Bureau to analyze the state’s rail
management structure and report recommendations by May 1, 2009. Other bills in
the current legislative session look at consolidation of rail functions at Caltrans and
the HSRA, and other project implemention and oversight issues.

Administration’s Implementation Plan: The Administration is not proposing any
government reorganization in the area of rail. In terms of implementation of the
high-speed system, the Administration proposes to contract for engineering and
design, and then contract with other consultants for oversight of those original
contracts. The rational for this model is that the Authority should avoid developing a
large permanent organizational staff because the project is a one-time endeavor,
requires highly specialized skills, and will require limited ongoing support. On the
basis of this approach to project management, the HSRA is relying upon outside
consultants to provide both technical and managerial services. The counter to this
argument is that this model is the historic information-technology (IT) model that has
often been unsuccessful. In fact, the Administration is currently proposing an IT
reorganization that would in-source oversight of state IT projects to the Office of the
Chief Information Office (OCIO).

The Business Plan suggests the HSRA will be completing the preliminary
engineering and environmental review over the next three years, after which right-of-
way acquisition and construction will commence. However, the federal stimulus
funds may accelerate the start of right-of-way acquisition.

Administration’s Funding and Timeline: The following two tables show the
Authority’s anticipated funding sources and timeline for implementation:

Funding Sources ~ Billions of 2008 Dollars

S120-%516.0

* HSRA graphic
Implementation and Construction Timeline

corripHelad Program-Laved EIRVELS

underway Profect-Specific Emvironmenial Analyses, Preliminary Design

- Final Design and Construction
Y I S " S S

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Senate Committee on Budget and Fiscal Review Page 7



Subcommittee No. 2 May 14, 2009

* HSRA graphic from Business Plan

Issue raised by the LAO: The Legislative Analyst raised several concerns with the
HSRA Business Plan, which was required by statute and released in November
2008. The LAO indicates that the report includes, to some degree, each of the
statutorily required elements, the information provided is very general and does not
provide specifics that are included in the typical business plans. The LAO lists
details absent from the Business Plan in the table below and recommends that the
Authority expand on its Business Plan to include the missing detail (see table
below).

The LAO recommends:

(1) that the Legislature withhold budget funding for 2009-10, until the additional
information is provided,;

(2) that the Legislature require the authority to adopt project selection and evaluation
criteria to ensure that bond funds are used efficiently and that they deliver projects
with immediate mobility benefits; and

(3) that the Legislature enacts legislation directing the authority to provide an annual
report to the Legislature at the time the Authority submits its annual budget.

LAO Report: Business Plan Fails to Provide Many Det  ails

Statutory Requirements Sample of Missing Details

Description of the anticipated system

What are the expected service levels?
What is the assumed train capacity?

Forecast of patronage, operation & capital How are ridership estimates projected?
costs

What is the operating break-even point?
How will costs be distributed by segment
route?

Estimate of necessary federal, state, and How would funds be secured?

local funds
What level of confidence is there for
receiving each type of funding?

Proposed construction timeline for each What is the proposed schedule, by segment,
segment for completing design/environmental
clearance?

For beginning/completing construction

Discussion of risks and mitigation strategies How would each type of risk impact the
project?
What specific mitigation strategies are
planned to be deployed?

Source: Legislative Analyst’s Office
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Staff Comment: The HSRA should address the issues in this agenda item. The issues
include:

* What department structure and project oversight model maximize the chances
for successful implementation?

* What missing details cited by the LAO have since been provided by the HSRA?
What is the HSRA response to each of the individual concerns raised by the LAO
in the above table?

* What functions should the HSRA add internally as the project ramps up? For
example, HSRA does not currently have an accounting section — that function is
performed by the California Highway Patrol under an inter-agency agreement.

Staff Recommendation: Approve requested funding, $139.2 million, for HSRA
activities and that construction or further implementation shall only be achieved through
subsequent statute. In addition, adopt budget bill language as follows:

(1) requires that one-half of the funding is available for only those activities necessary to
begin preliminary engineering and environmental review; and

(2) requires the second-half of the funding be made available after January 1, 2010
after submittal of a revised and expanded Business Plan to the Joint Legislative Budget
Committee, that among other things addresses at a minimum: (1) a community outreach
component; (2) further system details, such as route selection and anticipated service
levels; (2) a thorough discussion describing the steps being pursued to secure
financing; (3) a working timeline with specific, achievable milestones; and (4) what
strategies the authority would pursue to mitigate different risks and threats.

Action:
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2720 California Highway Patrol

Background: The mission of the California Highway Patrol (CHP) is to ensure the safe
and efficient flow of traffic on the state’s highway system. The CHP also has
responsibilities relating to vehicle theft prevention, commercial vehicle inspections, the
safe transportation of hazardous materials, and protection and security for State
employees and property.

Issues Proposed for Vote Only:

1. Enhanced Radio System (April Finance Letter). The Administration requests
$2.7 million to provide authority for the working drawings phase for replacing
"Towers and Vaults" for the Enhanced Radio System. Funding was already
approved for the Preliminary Plans phase for these projects, and funding for the
Working Drawings phase is typically not included until the following year. These
projects, however, are primarily located at high-elevations which are snowbound
throughout the winter. In order to minimize the effect of seasonal delays, some of
these projects will need to begin prior to the end of the fiscal year. This proposal will
specifically replace existing telecommunications infrastructure at 15 specified sites
with new telecommunications towers and vaults. These are necessary to achieve
additional space required to accommodate equipment needed for the larger radio
system upgrade.

Background: The budget includes $99.2 million for the 2009-10 cost of upgrading
the CHP’s public safety radio system. In 2006-07, the Legislature approved this five-
year project that has total costs of about $500 million. The project will enhance radio
interoperability with other public safety agencies and provide additional radio
channels for tactical and emergency operations. The project involves new radio
transmission equipment at CHP facilities, remote towers, and CHP vehicles — it does
not include the dispatch equipment which is the subject of a 2009-10 BCP. As part
of project approval, the Legislature required annual project reporting for the life of
the project - due annually each March 1.

Staff Comment: The CHP should update the Subcommittee on the radio project.
The March 1 report was emailed to Committee staff on March 24.

Staff Recommendation:  Approve the Finance Letter.

Action:
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2. Motorcycle Safety (April Finance Letter). The Administration requests $253,000
(plus an additional augmentation of $340,000 in 2010-11) to accommodate an
unforeseen increase in the demand for motorcycle safety training throughout the
state. Since 1986 the CHP has provided the motorcycle safety training program for
those required to complete it. Law requires every applicant for an original
motorcycle operator's license who is under the age of 21 to complete this training.
The CHP contracts with a private operator who has 124 training sites throughout
California.

Background/Detail:  This program is funded through a $2 fee assessed on all initial
and recurring motorcycle registrations. The Current allocation for this program was
intended to serve 60,666 students. In 2007, 62,208 students were served, and 2008
is estimated to have served 66,000 students. These funds are specifically for the
purpose of this program and the increase in motorcycle registrations supports the
need to serve more students.

Staff Comment: The Motorcycle Safety Program is fully funded by motorcycle
riders and it seems reasonable that total training cost would increase with the
number of motorcycle riders.

Staff Recommendation:  Approve the Finance Letter.

Action:
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3. Officer Staffing Augmentation (BCP #18).

Background: In the January Budget, the Governor requested $34.9 million ($36.6
million ongoing) to add 165 uniformed positions, and 8 Automotive Technician
positions in 2009-10 (an additional 75 uniformed positions would be added in 2010-
11 for a total increase of 240 Patrol Officers). In 2006-07 and 2007-08, the
Legislature approved a staffing increase of 471 positions (360 Officers, 32 uniformed
managerial, and 79 non-uniformed support staff). Last year, the CHP requested
another 120 Officer positions. An LAO analysis suggested the CHP would be
unable to fill any of the positions in 2008-09 due to a high level of existing vacancies
and constraints on the size of academy classes. The Legislature approved the 120
positions, but moved establishment to 2009-10 — these 120 positions are included in
this year's BCP. Full funding for this year's BCP was included in the 2009 Budget
Act (SB 1XXX).

Detail on past budget action:  The need for additional CHP officers was discussed
in several CHP reports and LAO analyses at the time the growth in staff began
several years ago. Additional staffing was deemed particularly necessary in CHP
divisions that had seen large increases in vehicle registrations and highway travel.
One measure considered was the growth of vehicle collisions between 2000 and
2004. While various statistics indicated a need to grow the size of the CHP, the
CHP budget requests have been made on a year-to-year basis and no overall plan
was presented or approved by the Legislature. With past increases and staffing
increases requested in this BCP, the number of field Officers would grow from 6,133
in 2006-07, to 6,493 in 2008-09, and to 6,733 in 2010-11. The CHP indicates it
allocates new Officers in the field using the following considerations:
« Those commands experiencing the highest percentage of fatal collisions in
recent years.
* Those commands requiring additional staff to operate on a 24/7 basis.
 Those commands located in regions experiencing the greatest percentage of
growth in terms of population, registered vehicles, and registered drivers.

Detail on Traffic Safety:  The following statistics are from the California Office of
Traffic Safety:

* In 2006, 4,195 people died and 277,373 people were injured in California traffic
collisions. This compares to 4,649 deaths (350,068 injuries) in 1991 and 3,730
deaths (303,023 injuries) in 2000.

e California’s 2006 Mileage Death Rate (MDR) - fatalities per 100 million miles
traveled (100 Million VMT) is 1.28, much lower than the national MDR of 1.41. Of
the five largest states in terms of total traffic fatalities, (CA, FL, TX, GA, & NC),
California has the lowest rate. This compares to a MDR of 1.8 in 1991 and 1.22
in 2000.

The statistics generally indicate that traffic safety improved throughout the 1990s,
but that the trends started to reverse at the beginning of this decade. The CHP is
one factor of many in reducing traffic deaths and injuries. Other factors to consider
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are speed limits, vehicle collision-safety equipment (air bags), guard-rails and other
roadside safety features, etc.

Detail on 2008-09 Fee Increase: Last year the Administration proposed, and the
Legislature approved, an $11 motor vehicle registration fee increase and a new late-
payment penalty to fund the cost of CHP Officers and other needs. Existing law
already included a $10 fee for CHP Officers and this fee was increased to
$21 dollars. The penalties for late registration vary by lateness, but were essentially
doubled. The fee/penalty increase was estimated to raise annual revenue by
$490 million. The Administration proposed the fee increases as necessary to fund
the cost of Officers and related support, such as the new radio system. No out-year
increase in the number of Officers was agreed to when the fee was approved.

LAO Recommendation: The Legislative Analyst recommends the Legislature
maintain the 120 Officer positions previously approved for 2009-10 during last year’s
budget process, but reject the additional staff requested of 120 Officers and 8
Automotive Technicians. This would result in 480 new officers added since the staff
growth began in 2006-07. The LAO notes two concerns: (1) the budget request
does not account for staggered hiring over the fiscal year, and over-budgets 2009-10
cost by $13 million; and (2) the additional 120 positions are not justified because
they do not tie the augmentation to a level of service, such as Officers in proportion
to licensed drivers. In total, the LAO recommends a reduction of $22 million and
new supplemental report language requiring the CHP to report by January 10, 2010,
on the current baseline level of patrol services and the level of service it intends to
achieve with recent and any future position requests.

Revised Administration Request: The Administration recalculated the budget
request and indicates that it can be reduced by $4.3 million in 2009-10 to better-
account for the staggered hiring over the fiscal year.

Additional Budget Reduction: Another technical budget issue, is that the request
does not account for attrition at the CHP Academy when the cost of cadets training
is calculated.

Staff Comment: This issue was discussed at the March 26 Subcommittee #2
hearing and left open. Since then, Legislative staff, the LAO, and the Administration
have reached a consensus recommendation on the appropriate reduction to account
for staggered hiring and CHP Academy attrition. That reduction is $10.6 million,
which is also the reduction adopted by the Assembly.

Staff Recommendation:  Approve the request minus $10.6 million to accurately
budget for staggered hiring and cadet attrition.

Action:

Senate Committee on Budget and Fiscal Review Page 13



Senate Budget and Fiscal Review—Denise Moreno Duche ny, Chair

SUBCOMMITTEE NO. 2

S. Joseph Simitian, Chair
John Benoit
Alan Lowenthal

Day: Wednesday, May 20, 2009
Time: 9:30 am
Room: Rose Ann Vuich Hearing Room (2040)

Consultant: Brian Annis

Transportation

2740 Department of Motor VENICIES............uuiiiiieiieeee e

Note on the 2009-10 Budget Process:  On February 19, 2009, the Legislature approved the
2009-10 Budget Act (SB 1XXX). However, certain items were withheld from the budget, without
prejudice, pending a more thorough discussion in the budget subcommittees. Items withheld
generally met one or more of the following criteria: (1) were rejected in a prior budget year; (2)
have substantial policy implications — for example, information technology or the state’s bond
capacity; or (3) represent a new program or expansion. Additionally, there are numerous pieces
of trailer bill language proposed by the Administration that were not adopted and that require
further consideration. The issues in this agenda are these aforementioned issues along with
other issues of interest to the Subcommittee.

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need
special assistance to attend or participate in a Senate Committee hearing, or in connection with
other Senate services, may request assistance at the Senate Rules Committee, 1020 N Street,
Suite 255 or by calling 916-324-9335. Requests should be made one week in advance
whenever possible.
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2740 Department of Motor Vehicles

Background: The Department of Motor Vehicles (DMV) regulates the issuance and
retention of driver licenses and provides various revenue collection services. The DMV
also issues licenses and regulates occupations and businesses related to the instruction
of drivers, as well as the manufacture, transport, sale, and disposal of vehicles.

Governor's Budget:  The Governor proposes total expenditures of $963.0 million (no
General Fund) and 8,493.1 positions, an increase of $2.7 million and an increase of
217 positions.

Activity: (in millions):

Activity 2008-09 2009-10
Vehicle/vessel identification and compliance $547 $536
Driver licensing and personal identification 246 258
Driver Safety 117 118
Occupational Lic. And Investigative Services 49 48
New Motor Vehicle Board 2 2
Administration (distributed) (107) (107)
TOTAL $960 $963
Major Funding Sources (in millions):

Fund Source or Account 2008-09 2009-10
Motor Vehicle Account (MVA) $619 $887
Motor Vehicle License Fee Account (MVLFA)* 268 0
Reimbursements 15 15
State Highway Account (SHA) 51 52
Federal funds 2 2
Other special funds (no General Funds) 5 7
TOTAL $960 $963

* Proposal to shift MVLFA to local law enforcement was rejected, instead a
new 0.15 VLF tax was approved.

Adopted 2009-10 Framework Budget (SB 1XXX):  In the adopted framework 2009-10
budget, the Legislature removed funding for the following items “without prejudice for
further subcommittee discussion”:

» Driver License / ldentification Card (DL/ID) Contract (Budget Change Proposal
(BCP) #1): $11.0 million and 16.0 positions in 2009-10 and $8.1 million ongoing.

* Real ID Act Material Compliance (BCP #3): $4.2 million and 45.1 positions in
2009-10 and $3.7 million ongoing [this BCP has since been withdrawn by

DOF].

e Trailer bill language increasing DL and ID fees by $3 to fund the above two
items.

» Capital outlay funding for new or reconfiguration of existing field-office facilities:
$20.4 million.
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General Background on Federal REAL ID Act

Background: On May 11, 2005, President Bush signed H.R. 1268, which includes
the Real ID Act of 2005. In 2006, the DMV estimated that implementation of Real ID
would cost the State $500 million to $750 million. Final regulations from the federal
government on the implementation of Real ID were released on January 11, 2008,
and delayed full implementation of the Act. Last year, the DMV updated
Subcommittee #4 on the final regulations and re-estimated costs over eight years to
implement Real ID at $143 million for “material compliance” and $303 million for “full
compliance.” The primary difference between material and full compliance is that
with full compliance, DMV is fully integrated with new national “pointer” databases of
birth records and DL/ID cards. DMV has previously testified that it does not have the
authority to fully implement the Real ID Act without legislative approval and statutory
change.

Detail on Prior State Action: In 2006-07 the Administration submitted, and the
Legislature approved, $18.8 million for information technology (IT) improvements
and planning activities to improve DMV’s customer service and data collection — the
Department indicated these IT projects were related to Real ID. The Legislature
approved the funding and added budget bill language specifying that the funding did
not implement Real ID for California, but rather improved efficiencies at the DMV to
facilitate implementation at a later date, should enacting legislation be approved. In
2007-08, no budget changes were requested related to Real ID. In 2008-09, the
Administration submitted a May Finance Letter requesting authority to spend
$6.5 million in federal grant funds related to Real ID that DMV had applied for. Since
no implementing Real ID legislation had been proposed or approved, the request
was denied. DMV ended up with a $3.2 million federal grant (instead of the hoped-
for $6.5 million); however, the grant has multi-year availability and DMV now
anticipates a 2010-11 budget request to spend the funds. This year, to date, the
DMV has submitted two Budget Change Proposals fully or partially related to the
implementation of Real ID, but has not forwarded to the Legislature any statutory
change to implement the Act.

Final Federal Real ID Regulations: The final regulations differed in significant
ways from the draft regulations. Most significantly, States have until 2017, instead of
2013, to implement the Real ID Act for all license and ID card holders. The final
regulations allow states to apply to delay initiation of Real ID (i.e., begin the issuance
of materially-compliant ID cards) from May 2008 to January 1, 2010 — DMV indicates
it has already applied for, and received approval of, this extension. As a condition of
receiving a second extension for “full compliance” to May 2011, States must show
progress in working toward “material compliance.”

Material Compliance versus Full Compliance: The DMV indicates that it already
meets several criteria of material compliance (such as capturing a digital picture and
verifying legal presence in the United States through the Department of Homeland
Security [DHS] database) but the department would additionally have to do the
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following to meet all criteria for material compliance: require applicant documentation
to establish residence address, marking materially compliant cards with a DHS-
approved marking; issuing one-year limited-term DL/ID cards when the legal
presence document says “Duration of Stay” or has no expiration date; and marking
non-compliant cards. DMV believes they would be able to mark non-Real-ID-
compliant cards as “California Compliant,” but that that marking would have to be
approved by the DHS. With budget requests in BCP #1 and BCP #3, the
Administration proposes to meet most of the 18 components of material compliance
by January 1, 2010. However, the following components would remain unmet
under the current Administration proposal: (1) the card would not have the “Real 1D
compliant” marking and require an amendment to the DL/ID Card contract to mark
the Real ID compliant card; (2) California has not made any commitment to Real ID
full compliance at this time; and (3) legislation is required to issue two cards: a CA-
compliant card and a Real ID material compliant card.

To achieve full compliance by May 11, 2011, the DMV would have to participate in
national electronic verification systems that do not currently exist (verification of
other states’ birth certificates, U.S. passports, and out-of-state DL/ID card
verifications).  Full compliance requires an existing cardholder to bring in proof of
their true full name, legal presence, and two documents that establish their
residence address. Other key points of full compliance that California is not
currently meeting are: terming Senior Citizen ID Cards to expire in eight years
instead of ten; re-verifying legal presence and Social Security Number when a card
is renewed or reissued; preventing individuals from holding both a Real ID driver
license and a Real ID identification card at the same time; and retaining copies of all
source documents.
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1. New DL/ID Card Contract (BCP #1).

Background: The Governor requests $11.0 million (Motor Vehicle Account) and 16
new positions to implement a new information technology (IT) project to produce
new driver license and identification (DL/ID) cards. The cost of this new IT contract
is $63 million over a five-year period. The Administration had submitted a Control
Section 11.00 request on January 14, 2009, to sign the vendor contract in the 2008-
09 fiscal year; however, the Joint Legislative Budget Committee (JBLC) rejected this
request indicating that the budget subcommittee process will provide an opportunity
for the department to provide a fuller explanation of, and justification for, its proposal,
as well as give the Legislature an opportunity to weigh the proposed contract’s costs
and benefits and consider the policy implications of the proposed changes. Funding
for this BCP was removed from the 2009 Budget Act without prejudice to allow
further legislative review. An associated $3 increase in DL/ID fees is discussed
separately — see issue #4.

Detail on procurement:  DMV'’s current card contract expires on June 30, 2009.
The Department indicates it can extend this contract to June 30, 2010, but that the
vendor is unwilling to extend the existing contract beyond June 30, 2010, due to
aging equipment that is at risk of failure. DMV did complete the Request for
Proposal (RFP) procurement process, and the winning bidder, a company called L1,
is also the vendor for the existing contract.

Features of the proposed new card: The new contract would include the use of
biometric technology as part of the card issuance process. Automated biometric
matching is not part of the current DMV procedure and current-law related to DMV
was written prior to the advent of this technology. The new card would additionally
include the new “2-D bar code” encrypted technology required by the Real ID
regulations. The 2-D bar code would not include any information not printed on the
front of the card and not on the existing magnetic stripe. DMV indicates the
proposed contract would not include “Real ID Compliant” markings, and that they
would intend to proceed with a contract amendment if Real ID is implemented. The
card would not use radio frequency (RFID) technology.

Existing Law concerning the privacy of DMV records: The DMV indicates it is
directed by both the California Vehicle Code (Sections 1808 and 1810.5) and by the
federal Driver's Privacy Protection Act of 1994 (18 U.S.C. Sec. 2721). Both laws
restrict the use of driver records and data, but allow law enforcement use and other
specified use by government agencies. The breadth of use by law enforcement is
not specifically defined with regards to biometric technology; however, DMV
indicates its current technology only allows a “one-to-one” match, such as requesting
the fingerprint and picture of a single individual. It seems technically feasible that
the bio-metric technology in the proposed contract could be adapted to allow a “one-
to-many” search by law enforcement (i.e., a match of a suspect picture or fingerprint
against the totality of DMV data). The DMV indicates that it is not their intent to
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implement a one-to-many search for law enforcement, but existing statute does not
appear directive on this point.

DMV’s proposed use of automated biometric technolog y. The DMV believes
the new biometric technology will help reduce fraud. When a person applies for a
card, the new photo image of the applicant will be checked against all existing photo
images (one-to-many) to help identify a person who fraudulently has cards under
multiple names. The fingerprint would be checked against the file fingerprint (one-
to-one) and also to track the individual across multiple stations at the DMV field
office (i.e., that the person who submitted the paperwork is the same person who
takes the new photo). The ability to use the photo biometric matching against the
existing database is uncertain — DMV indicates the technology may only adequately
function with higher-quality images that the new system would capture.

LAO Comment: The LAO indicates that the request is not fully justified, in part
because the department was unable to provide key information on the specific cost
and benefits related to the proposed use of biometrics.

Staff Comment: During the JLBC review of the Section 11.00 letter, concern was
raised by privacy advocates over the use of biometric technology. In considering
this budget request, the Subcommittee may want to review the specific benefit of
adding biometrics to the DL/ID card contract — it is not required by Real ID. It does
appear that DMV needs a new DL/ID card contract, because the existing contract
would be on its third extension and the equipment is aging. However, the new
contract and procedures should also be consistent with the priorities of the
Legislature. The Legislature’s options would include the following:

A. Approve the funding and contract as proposed, take no further action.

B. Approve the funding and contract as proposed, but amend statute related to
privacy to specify allowable external use (outside of DMV) of the biometric
matching technology.

C. Adopt budget bill language or statutory change to prohibit biometric-matching
technology as part of the DL/ID contract, and approve funding for the modified
contract.

Staff Recommendation : Approve the contract and prohibit use of biometric
technology. In addition, make the necessary technical change to the contract
amount to conform to the staff recommendation (staff will reconcile this dollar
amount).

Action:
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2. DL/ID fee increase for Card Contract & Real ID.

Background: The Governor requests a $3 fee increase for DL/ID cards. This fee
revenue would go to the Motor Vehicle Account to fund the costs associated with the
proposed DL/ID contract (BCP #1) and Real ID staffing (BCP #3). DMV annually
issues about 8.3 million cards, so the new fee would result in about $25 million in
annual revenue to fund the costs associated with the new card contract and Real ID.
Trailer bill language to implement this fee increase was excluded from the adopted
2009 Budget Act package to allow further legislative review.

Staff Comment: The Legislature may want to conform action on the fee increase to
the final action taken on BCPs #1 and #3. The card contract adds approximately $1
to the current cost of the cards, and the remainder of the new revenue would be
attributable to Real ID. While 2009-10 cost would fall below the new revenue, the
Administration indicates ongoing cost pressure on the Motor Vehicle Account (MVA).
The Administration wants the fee increase to deal with both 2009-10 costs and
ongoing cost growth.

Staff Recommendation : Staff will reconcile with LAO/DMV/DOF for the actual
amount of a fee increase necessary to conform to the action in Issue #1.

Action:
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3. Construction or Renovation of State-owned Facili  ties (BCP #2).

Background: The Administration requests $21.6 million (special funds) in 2009-10
for eight capital outlay projects for state-owned facilities. When future construction
costs are added, the total costs for these projects, in 2009-10 through completion, is
$62.6 million. Funding for this BCP was removed from the 2009 Budget Act without
prejudice to allow further legislative review.

Detail: According to the 2008 California Infrastructure Plan, DMV occupies 98 state-
owned facilities, 117 leased facilities, and shares an additional 12 facilities with other
state agencies. The Administration generally submits three budget requests over
multiple years to complete a State-owned capital outlay facilities project. The first
step is preliminary plans, the second step is working drawings, and the third step is
construction. The eight projects and phases are as follows:

» Oakland Field Office Reconfiguration (Working Drawi ngs and
Construction): $155,000 is requested for working drawings and $2.1 million is
requested for construction — both in 2009-10. The Legislature previously
approved $145,000 for preliminary plans. This project is related to a 2008-09
BCP in order to consolidate the Oakland telephone service center into a new
Central Valley facility. With the space opened up in the existing Oakland facility,
the DMV would then reconfigure the second floor of the existing Oakland field
office to house a DMV Business Service Center.

> Fresno DMV Field Office Replacement Project (Workin g Drawings) -
$1.1 million is requested for working drawings. The Legislature previously
approved $912,000 for preliminary plans. An additional $18.9 million will be
requested in the out-years to fund construction. This project will replace the
existing facility at 655 West Olive Avenue that is 46 years old and is deficient in
size and does not comply with current safety and accessibility codes. The DMV
intends to meet a Leadership in Energy & Environmental Design (LEED) silver
certification.

» Stockton Field Office Reconfiguration (Construction Phase): $2.9 million is
requested for 2009-10. The Legislature previously approved $309,000 for
preliminary plans and $310,000 for working drawings. Separately, a new
Stockton field office is being constructed, and this BCP converts the existing
facility (at 710 North American Street) into a stand-alone driver-safety office.

» Victorville Field Office Reconfiguration (Construct ion Phase): $3.4 million is
requested for 2009-10. The Legislature previously approved $331,000 for
preliminary plans and $308,000 for working drawings. DMV proposes to address
physical infrastructure deficiencies by adding additional production terminals and
expanding parking capacity.

» San Bernardino Field Office Reconfiguration (Constr uction Phase):
$2.1 million is requested for 2009-10. The Legislature previously approved
$217,000 for preliminary plans and $198,000 for working drawings. This project
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would add capacity to the existing office by shifting the current dealer vehicle
registration workload to leased space and adding additional production terminals
and lobby space.

» Redding Field Office Reconfiguration (Construction Phase): $3.0 million is
requested for 2009-10. The Legislature previously approved $258,000 for
preliminary plans and $239,000 for working drawings. This project would add
capacity to the existing office by adding additional production terminals and lobby
space.

» Fontana DMV Field Office Replacement Project (Site Acquisition and
Preliminary Plans) - $4.0 million is requested for site acquisition and
preliminary plans. Future out-year budget requests are anticipated at $756,000
for working drawings and $12.4 million for construction. This project will replace
the existing facility in Fontana with a new building more than twice the size. The
existing facility would later be converted into a DMV Business Service Center.
The DMV intends to meet a Leadership in Energy & Environmental Design
(LEED) silver certification.

» Roseville DMV Field Office Replacement Project (Sit e Acquisition and
Preliminary Plans) - $2.7 million is requested for site acquisition and
preliminary plans. Future out-year budget requests are anticipated at $536,000
for working drawings and $8.5 million for construction. This project will replace
the existing facility in Roseville with a new building more than twice the size.
The DMV intends to meet a Leadership in Energy & Environmental Design
(LEED) silver certification.

Staff Comment: Given the number of aging facilities and growing state population,
it is understandable that in any given year, the DMV has a number of facilities
projects. The DMV is minimizing costs in many cases by reconfiguring existing
facilities instead of building entirely new offices.

A concern this year is the overall economic and budgetary environment. The LAO
and the Administration have previously identified approximately $70 million per year
in Motor Vehicle Account revenues that are not restricted by the Constitution and
could be transferred to the General Fund. The budget package approved in
February did not include this transfer. However, it is possible additional budget
solutions may be necessary after the May Revision revenue forecast is released.

Staff Recommendation : Adopt the capital outlay BCP. However, DMV should be
mindful that the Legislature may have to revisit this BCP given the State’s overall
cash and budgetary situation.

Action :
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Appendix A — SB 2 (7 ™ Extraordinary Session) Summary and Spending
Plan

SB 2 (7" Extraordinary Session, henceforth, SB 2 or “the bill”), would enact the
Safe, Clean, and Reliable Drinking Water Supply Act of 2010, and send to the
voters for approval at the November 2, 2010, statewide general election a $9.4
billion bond measure. The bill would also implement a specified strategic plan
relating to the sustainable management of the Sacramento-San Joaquin Delta;
however, this policy change is not discussed in this document.

SB 2 proposes funding for a variety of purposes, including water supply reliability,
delta sustainability, water system operational improvement, conservation and
watershed protection, groundwater protection, and water recycling. The
allocations are summarized in Figure 1 on page 2 and a brief summary of each is
included below; however, a few general provisions of the bill are worth noting
here. First, as is somewhat customary, SB 2 caps bond funds available for
administrative costs at five percent of the amount awarded to a program.
Similarly, the bill places a 10-percent cap on project planning and monitoring
costs. Second, the bill specifies that none of the bond funds shall be used to pay
for the design, construction, operation, or maintenance of Delta conveyance
facilities. Third, SB 2 creates at least two bond issuance “traunches” by
authorizing the sale of no more than half of the bonds ($4.7 billion) before
July 1, 2015. Finally, the bill requires non-state cost shares to match many of
bond fund allocations (see Appendix C for the Administration’s estimates of local
and federal cost shares).

A. Water Supply Reliability — The bill provides (1) $1.1 billion for competitive
grants and expenditures to improve integrated regional water management;
(2) $400 million for local conveyance projects; and (3) $400 million for local
drought relief projects.

1) Integrated regional water management funding is tied to implementation
of an adopted integrated regional water management plan (except for
$200 million that is set aside for interregional projects) and requires a 50-
percent local cost share unless the project is to benefit a disadvantaged or
economically distressed area. The bill specifies the share of $900 million
to be allocated to each of twelve regions. Of the $200 million set aside for
interregional projects, $50 million is to be used for recreation and fish and
wildlife enhancement at State Water Project facilities.

2) Local conveyance projects must be consistent with an adopted
integrated regional water management plan, must provide specified
benefits (e.g., mitigate conditions of groundwater overdraft, or improve
water security from drought or natural disasters), and require a 50-percent
non-state cost share of unless the project is to benefit a disadvantaged or
economically distressed area.

Page 1



Figure 1 — Allocation of Bond Proceeds under SB 2

Purpose Amount (in millions)
Water Supply Reliability $1,900
Integrated regional water management ($1,100)
Local regional conveyance projects ($400)
Local drought relief projects ($400)
Delta Sustainability $2,000
Public benefits — including water supply protection; water ($500)
flow/quality
Delta protection, conservation, and restoration projects (no lead ($1,500)
agency specified)
Water System Operational Improvement* $3,000
Conservation and Watershed Protection $1,500
Invasive species control (Dept of Fish & Game) ($65)
Coastal county watersheds (State Coastal Conservancy) ($200)
Water for migratory birds (Wildlife Conservation Board) ($20)
Protection/restoration of watersheds for endangered and ($100)
threatened species (Wildlife Conservation Board)
Various conservancies (various conservancies) ($400)
Forest fuel reduction (Department of Forestry & Fire Protection) ($100)
Klamath River dam removal (Resources Agency) ($250)
Siskyou County economic development (BT&H Agency) ($10)
Waterfowl habitat (Dept of Fish & Game) ($5)
Salmon fish passage (Resources Agency) ($60)
Unallocated ($290)
Groundwater Protection and Water Quality $500
Groundwater cleanup for drinking water (Dept Public Health) ($170)
Disadvantaged communities (Dept of Public Health) ($45)
Small community wastewater treatment (State Water Resources ($95)
Control Board — SWRCB))
Stormwater management (SWRCB) ($145)
Ocean protection (State Coastal Conservancy) ($45)
Water Recycling $500
Water recycling projects ($250)
Water conservation and efficiency ($250)
Total $9,400

*Continuously appropriated to the California Water Commission (all other amounts subject to
legislative appropriation to the Department of Water Resources (DWR) unless an alternative lead

agency is identified).

3) Local drought relief projects must be consistent with an adopted

integrated regional water management plan, and must include one or
more of certain specified types of projects (e.g., water efficiency and
conservation projects, water recycling and related infrastructure,
stormwater capture, or groundwater cleanup). Additionally, projects must
provide a sustainable water supply that does not contribute to
groundwater overdraft or increase surface diversion, and must be capable
of being operational within two years of receiving funding. Applicants that
can demonstrate substantial past and current investments in conservation
and local water projects are to receive funding preference; however, a 50-
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percent non-state cost share is also required unless the project is to
benefit a disadvantaged or economically distressed area (with no more
than $50 million eligible to be awarded to disadvantaged communities and
economically distressed areas experiencing economic impacts from
drought and from disruptions in delivery from the State Water Project and
the federal Central Valley Project). For the purposes of this pot of funds,
the bill specifies that “drought relief projects” include those that mitigate
the impacts of reduction in Delta diversions.

B. Delta Sustainability — The bill provides (1) $500 million for projects that
provide public benefits and support Delta sustainability options; (2) $1.5 billion
for Delta protection, conservation, and restoration projects.

1) Projects that provide public benefits and support D elta sustainability
options , include projects and supporting scientific studies and
assessments that meet specified requirements (e.g. improve levee and
flood control facilities; or assist in preserving economically viable and
sustainable agriculture and economic activities in the Delta; or provide or
improve water quality facilities and other infrastructure). Project grant
awardees may include Delta counties and cities. The bill specifies that at
least $50 million is to be available for matching grants for improvements to
wastewater treatment facilities upstream of the Delta to improve Delta
water quality. Additionally, a project receiving funding from this pot would
only be eligible for other bond funding pursuant to SB 2 to the extent that
combined state funding from this pot did not exceed 50 percent of total
projects costs.

2) Delta protection, conservation, and restoration pro ject funds are
intended to enhance the sustainability of the Delta ecosystem and, among
other things, may develop and implement the Bay Delta Conservation
Plan, reduce greenhouse gas emissions from exposed delta soils, or
reduce the impacts of mercury contamination of the Delta and its
watersheds. Funds are to be made available to, among other entities, the
Sacramento-San Joaquin Delta Conservancy (subject to its establishment
in other legislation).

C. Statewide Water System Operational Improvement — The bill continuously
appropriates $3 billion to the California Water Commission (Commission) for
public benefits associated with water storage projects that: (1) improve the
operation of the state water system; (2) are cost effective; and (3) provide a
net improvement in ecosystem and water quality conditions. The Commission
is to develop and adopt, by regulation, methods for quantification and
management of “public benefits,” in consultation with DWR, the Department
of Fish and Game, and the SWRCB. Eligible public benefits include, but are
not limited to, ecosystem improvements such as temperature and flow
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improvements, water quality improvements in the Delta or other river
systems, flood control benefits, or recreational purposes.

Project selection is to be competitive and based on a public process that
ranks potential projects based on the expected return-on-investment as
measured by the magnitude of certain public benefits criteria, as specified.
Eligible projects include: (1) surface storage projects identified in the
CALFED Bay-Delta Program Record of Decision (ROD), dated August 28,
2000; (2) groundwater storage projects and groundwater contamination
prevention or remediation projects that provide water storage benefits; (3)
conjunctive use and reservoir reoperation projects; and (4) local and regional
surface storage projects that improve the operation of water systems in the
state and provide public benefits.

Other funding requirements for water system operational improvement
projects include the following:

* No project may be funded that does not provide ecosystem
improvements that are at least 50 percent of total public benefits.

* By January 1, 2018, a project must meet all of the following conditions
to be eligible for funding: (1) all feasibility studies are complete and
draft environmental documentation is available to the public; (2) the
Commission finds the project is feasible and will advance certain long-
term objectives in the Delta; and (3) commitments are in place for not
less than 75 percent of the nonpublic benefit cost share of the project.
If a project fails to meet these conditions in a timely manner because of
litigation, the Commission must extend the deadline accordingly.

» Except for the costs of environmental documentation and permitting,
no funds are to be made available for projects before December 15,
2012.

 Except for environmental documentation and permitting projects
(mentioned above), the public benefit cost share of the project may not
exceed 50 percent of total costs.

The bill also specifies that:

* A joint powers authority subject to this section of the bill shall own,
govern, manage, and operate a surface storage project.

» Surface storage projects receiving funding may be made a unit of the
Central Valley Project.

* Funds approved for surface water storage projects consistent with the
CALFED Program ROD, dated August, 2000, may be provided to local
joint powers authorities, as specified.
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Finally, this chapter of the bill (addressing statewide water system operational
improvements) may only be amended by voter approval or a two-thirds vote
of both houses of the Legislature.

. Conservation and Watershed Protection — The bill provides $1.5 billion for
watershed protection and restoration projects to be allocated to each of at
least 11 different pots (as detailed below), and requires that amounts
allocated to projects in certain watersheds must be used in a manner
consistent with specified plans or programs associated with that watershed.

1) Invasive species control funding ($65 million) is to be administered by
the Department of Fish and Game, with $35 million to be made available
for grants to public agencies to pay for capital expenditures associated
with invasive species control (e.g., chlorination facilities, habitat
modifications, or monitoring equipment). The bill also specifies that the
California Conservation Corps or community conservation corps are to be
used for restoration and ecosystem protection projects whenever feasible.

2) Coastal county watersheds funding ($200 million) is to be administered
by the State Coastal Conservancy, with not less than $20 million to be
made available for grants to San Diego County and $20 million for the
Santa Ana River Parkway.

3) Water for migratory birds  funding ($20 million) is to be administered by
the Wildlife Conservation Board (WCB)—either directly or via grants—for
acquisition of water rights and the conveyance of water for the benefit of
migratory birds on wildlife refuges and wildlife habitat areas (subject to
applicable federal laws). The bill specifies that all costs associated with
acquisition of water rights by the WCB must be paid out of the funds
designated for the WCB (i.e., no other funding streams may be used to
supplement the costs of acquisitions funded by this bond).

4) Protection/restoration of watersheds for endangered and threatened
species funding ($100 million) is to be administered by the WCB
consistent with specified portions of the Fish and Game Code (including
requirements to implement or develop a natural community conservation
plan).

5) Various conservancies are to receive specified portions of a $400 million
allocation. The allotments are as follows:

e $75 million to the San Gabriel and Lower Los Angeles Rivers and
Mountains Conservancy and the Santa Monica Mountains
Conservancy (for projects in the San Gabriel and Los Angeles River
watersheds subject to the San Gabriel and Los Angeles River

Page 5



6)

7)

8)

9)

Watershed and Open Space Plan and/or the Los Angeles River
Revitalization Master Plan)

¢ $10 million to the Baldwin Hills Conservancy

* $15 million to Santa Monica Bay watershed projects

* $50 million to the State Coastal Conservancy (for coastal salmon
restoration projects)

¢ $100 million to the Lake Tahoe Conservancy (for the Lake Tahoe
Environment Improvement Program)

e $75 million to the Sierra Nevada Conservancy (for various purposes,
as specified)

* $75 million to Salton Sea restoration projects

Forest fuel reduction funding ($100 million) is to be administered by the
Department of Forestry and Fire Protection for direct expenditures or
grants for fuel treatment and forest restoration projects to protect
watersheds tributary to dams or reservoirs from adverse impacts of fire
and erosion, to promote forest health in those watersheds, to protect life
and property, to provide for climate change adaptation, and reduce total
wildfire costs and losses. The funds are to be allocated as follows:

* $67 million for technical assistance and grants to public agencies and
nonprofits for the purpose of fuel treatment.

e $25 million for technical assistance and grants and loans for fuel
treatment and reforestation projects to eligible landowners, as
specified, consistent with the California Forest Improvement Act of
1978.

Klamath River dam removal funding ($250 million) is to be available fif,
and when, a dam removal agreement has been executed between the
relevant parties, appropriate determinations have been made by
California, Oregon, and the United States under the agreement, ratepayer
funds required by the agreement have been authorized and provided, and
all other agreement conditions have been met.

Siskyou County economic redevelopment  funding ($10 million) is to be
available, with up to an additional $10 million available to the county upon
submission of materials to the Secretary of Business, Transportation and
Housing Agency demonstrating that more is necessary to offset the
removal of the dams.

Water fowl habitat funding ($5 million) is to be administered by the
Department of Fish and Game for the purposes of implementing the
California Waterfowl Habitat Program, the California Landowner Incentive
Program, and the Permanent Wetland Easement Program.
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10) Salmon fish passage funding ($60 million) is to be administered by the
Natural Resources Agency for specified projects authorized in the Central
Valley Project Improvement Act that improve salmonid fish passage in the
Sacramento River watershed.

11) The bill leaves $290 million of the monies for conservation and watershed
protection unallocated.

. Groundwater Protection and Water Quality — The bill provides $500 million
for groundwater protection and water quality, including: (1) $170 million for
groundwater cleanup for drinking water; (2) $45 million for safe drinking water
in disadvantaged communities; (3) $95 million for wastewater treatment in
small communities; (4) $145 million for stormwater management; and (5) $45
million for ocean protection.

1) Groundwater cleanup for drinking water  funding is to be administered
by the Department of Public Health (DPH) for direct expenditures, grants,
and loans for projects to prevent or reduce contamination of groundwater
that serves as a source of drinking water. Projects are to be prioritized
based on the threat posed by the contamination, the potential for it to
spread, the potential of the project to enhance the local water supply
reliability, and the potential of the project to increase opportunities for
groundwater recharge and optimization of groundwater supplies. The bill
requires the DPH give special consideration to other specified factors
(e.g., the need to import water in the absence of remediation; or the
degree to which the project will serve and economically disadvantaged or
distressed community).

Of the $170 million available in this section of the bill, $130 million is to be
allocated as follows:

e $80 million to projects that meet all other requirements, but also:
(1) are part of a basinwide management and remediation plan for
which federal funds have been allocated; and (2) the project
addresses contamination identified on lists maintained by the
Department of Toxics Substances Control or the National Priorities
List, as specified.

* $50 million to the DPH for grants and direct expenditures to
finance emergency and urgent actions on behalf of disadvantaged
and economically distressed communities to ensure safe drinking
water supplies.

2) Safe drinking water in disadvantaged communities funding is to be
administered by DPH for grants and direct expenditures to finance
emergency and urgent actions on behalf of disadvantaged communities
to ensure that safe drinking water supplies are available.
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3) Small community wastewater treatment  funding is to be administered
by the SWRCB for grants for small community wastewater treatment
projects to protect water quality that meet the following criteria: (1) the
project is for specified wastewater treatment infrastructure; (2) the project
will service a community of no more than 20,000 people; and (3) the
project meets other standards that may be established by the SWRCB.

4) Stormwater management funding is to be administered by the SWRCB
for competitive grants and loans for stormwater management and water
quality projects that assist in compliance with total maximum daily load
implementation plans are consistent with all applicable waste discharge
permits.  Eligible projects include facilities and infrastructure (e.g.,
detention and retention basins; dry weather diversion facilities, trash
filters, and screens; or treatment wetlands creation and enhancement).
Competitive grants shall be considered based on the following criteria:

* Water quality benefits
e Cost effectiveness
* Public health benefits

Except for disadvantaged and economically distressed communities, the
projects must provide at least a 50 percent local cost share for grants
funds. Finally, local public agencies and joint powers authorities are
eligible recipients.

5) Ocean protection funding is to be administered by the State Coastal
Conservancy for projects that meet the requirements of the California
Ocean Protection Act, with funds to be allocated by the Ocean Protection
Council to public agencies for projects to protect and improve water
guality in areas of special biological significance.

F. Water Reycling — The bill provides $500 million for water recycling, including:
(1) $250 million for water recycling and advanced treatment technology
projects; and (2) $250 million for water conservation and efficiency projects
and programs.

1) Water recycling and advanced treatment technology funding is to be
available for grants and loans for projects including, but not limited to,
contaminant and salt removal projects, dedicated distribution
infrastructure for recycled water, and groundwater recharge infrastructure
related to recycled water. Projects are to be selected on a competitive
basis considering specified criteria, such as water supply reliability
improvement, water quality and ecosystem benefits related to decreased
reliance on diversion from the Delta or instream flows, and cost
effectiveness.
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2)

Not less than 40 percent of the funds are to be available for grants for
advanced treatment projects that produce at least 10,000 acre feet of
water per year, and projects must have at least a 50-percent local cost
share (except for disadvantaged or economically distressed
communities).

Water conservation and efficiency  funding is to be available for direct
expenditures, grants, and loans for urban, and agricultural projects and
programs including, as specified. For urban/regional conservation
projects and programs, priority is to be given for various specified
reasons, including whether a conservation effort is not otherwise locally
cost-effective. Grants and loans are to be awarded in a competitive
process that considers as primary factors the local and statewide
conservation and water use efficiency benefits of the measures
proposed. Additionally, agencies that are required to implement only
limited conservation requirements under specified law are not eligible for
this funding.
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Appendix B — Overview of General Obligation Bonds a  nd State Bond Debt
and SB 2 (7™ Extraordinary Session) Debt Service Implicationsa  nd
Considerations

Overview. Bond financing is a type of long-term borrowing that the state uses to
raise money for various purposes. The state obtains this money by selling bonds
to investors and, in exchange, agrees to repay the investors their money, with
interest, according to a specified schedule. This approach is traditionally used to
finance major capital outlay projects (e.g., roads, educational facilities, prisons,
parks, water projects, and office buildings)—projects that generally provide
services over many years, but whose up-front costs can be difficult to pay for all
at once.

General obligation bonds (GO bonds) must be approved by the voters and are
most often paid off from the state’s General Fund, which is largely supported by
tax revenues. Because GO bonds are guaranteed by the state’s general taxing
power, they provide investors with greater certainty of return on their investment,
and generally require a lower interest rate, compared to other debt instruments
available to the state (e.g., lease-revenue bonds or traditional revenue bonds).
However, GO bond repayments are essentially the first funding priority of the
General Fund and, for this reason, bonded debt service takes precedence over
other spending priorities, be they education, health, social services, prisons, etc.

SB 2 Debt Service Implications and Considerations. The state’s cost for
using bonds depends on a number of factors, including the amount sold, their
interest rates, the time period over which they are repaid, and their maturity
structure, but a useful rule of thumb is that each $1 borrowed will cost the state
about $2 (assuming a bond issue carries a tax-exempt interest rate of 5 percent
and level payments are made over 30 years). This cost, however, is spread over
a 30-year period, so the cost after adjusting for inflation is more like $1.30 for
each $1 borrowed. Thus, unadjusted for inflation, the $9.4 billion bond contained
in SB 2xxxxxxx (henceforth, SB 2 or “the bill”) would cost the state roughly $18.8
billion over the next 30 years (or $12.2 billion adjusted for inflation—that is, in
“2009 dollars”), requiring annual payments in the neighborhood of $600 million to
$675 million.

To put this in the larger context, according to the latest data from the Department
of Finance (DOF), total annual debt service for the current fiscal year (2009-10)
is approximately $6 billion. This equates to a debt-service ratio (DSR) of
approximately 6.7 percent—meaning that $6.70 out of every $100 in annual state
revenue must be set aside for debt-service payments on bonds. Recognizing
that there is currently over $130 billion of outstanding bonds and authorized,
unissued bonds, and making certain assumptions about their future issuance,
DOF estimates that in the absence of additional bond authorizations (e.g., SB 2),
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the state’s DSR will continue to rise for several more years before peaking at
around 9.4 percent of revenues, in fiscal year 2014-15 (see Figure 1 below).

By way of comparison, based on the cashflow projections contained in
Appendix D, the DOF projects the $9.4 billion in water bonds proposed under SB
2 would push peak DSR to about 9.5 percent in 2014-2015, a debt burden
increase in that year of about 1.5 percent compared to the “allow present trends
to continue” scenario. Although, assuming no other bond authorizations, the
DSR would begin to decline after 2014-15, staff notes that the “present trends
continuing” scenario would see a more rapid decline, whereas the DOF
projections for SB 2 would result in a long-term DSR increase of around
7 percent for the remainder of the forecast period. This trend can be seen more
graphically in Appendix E.

Projected Infrastructure Debt-Service Ratios (DSRs)
(Dollars in Millions)
With SB 2XXXXXXX
General Authorized Debt (Water Bond)
Fund Additional Debt

Revenues 2 Debt Service DSR Service DSR
2009-10 88,805 5,945 6.69% - 6.69%
2010-11 90,656 6,877 7.59% - 7.59%
2011-12 87,951 7,549 8.58% 4 8.59%
2012-13 95,049 8,121 8.54% 26 8.57%
2013-14 99,801 9,208 9.23% 78 9.30%
2014-15 104,791 9,825 9.38% 149 9.52%
2015-16 110,031 10,054 9.14% 228 9.34%
2016-17 115,532 10,254 8.88% 326 9.16%
2017-18 121,309 10,461 8.62% 427 8.97%
2018-19 127,374 10,239 8.04% 523 8.45%
2019-20 133,743 10,170 7.60% 607 8.06%
2020-21 140,430 9,907 7.06% 650 7.52%
2021-22 147,452 9,831 6.67% 677 7.13%
2022-23 154,824 9,862 6.37% 677 6.81%
2023-24 162,565 9,227 6.01% 677 6.43%
2024-25 170,694 9,789 5.73% 677 6.13%
2025-26 179,228 9,770 5.45% 677 5.83%
2026-27 188,190 9,455 5.02% 677 5.38%
2027-28 197,599 9,459 4.79% 677 5.13%
2028-29 207,479 9,330 4.50% 677 4.82%
a por projections.

The DSR is often used as a general indicator of a state’s debt burden and
provides a helpful perspective on the affordability of debt; however, it is important
to note that there is no “right” level for the DSR. Rather, the right level depends
on such things as the state’s preferences for infrastructure versus other priorities,
and its overall budgetary condition. The critical thing to bear in mind is that each
additional dollar of debt service out of a given amount of revenues comes at the
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expense of a dollar that could be allocated to some other program area. Thus,
the “affordability” of more bonds has to be considered not just in terms of their
marketability and the DSR, but also in terms of whether the dollar amount of debt
service can be accommodated on both a near- and long-term basis within the
state budget.
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Appendix C — Administration’s Cost Share Projection S

Proposed Water Bond

October 2009
Fed /
State GO Local Total
Funding Category Bond Cost Investment
Share
($ millions)
Chapter 6. Water Supply Reliability $1,900 $7,600 $9,500
Chapter 7. Delta Sustainability $2,000 $2,000 $4,000
Chapter 8. Statewide Water System Operational Impreement $3,000 $5,000 $8,000
Chapter 9. Conservation and Watershed Protection $1,500 $1,500 $3,000
Chapter 10. Groundwater Protection and Water Qualily $500 $1,500 $2,000
Chapter 11. Water Recycling and Advanced Treatment
Technology $500 $2,000 $2,500
Totals $9,400 $19,600 $29,000
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Appendix D — Administration’s Draft Water Bond Cash

October 12, 2009

Component

Water Supply Reliability
Admin
Grants
Water supply projects
Local and regional conveyance
Drought relief projects

Delta Sustainability
Sustainability projects
Ecoystem restoration and enhancement

Statewide Water System Operational
Improvement

Conservation and Watershed Protection

Groundwater Protection and Water
Quality

Water Recycling and Advanced Treatment
Technologies

Bond
Issuance

56,875

78,750

105,000

52,500

27,125

12,250

332,500

332,500

FY
11-12

FY
12-13

5,000 10,000

24,500
100,000 172,375

70,000 150,000
20,000 50,000
50,000 100,000

15,000 38,000

0,000 150,000

5,000 55,000

4,000 25,000

219,000 624,875

FY
13-14

105,000 206,875 235 ,000

10,000

150,000
50,000
25,000

150,000
50,000
100,000

270,000

157,500

65,000

25,000

902,500

FY
14-15

210,000
10,000

150,000
50,000

150,000
50,000
100,000

350,000

160,000

75,000

25,000

970,000

2,716,375

flow Projection

FY
15-16

FY
16-17

$'s in Thousands

160,000
10,000

100,000
50,000

294,000
100,000
194,000

600,000

160,000

75,000

25,0 00

1,314,000

210,000
10,000

150,000
50,000

300,000
100,000
200,000

600,000

160,000

75,000

33,750

1,378,750

FY
17-18

210,000
10,000

150,000
50,000

300,000
100,000
200,000

522,000

160,000

97,875

50,000

1,339,875

FY
18-19

160,000
10,000

150,000

300,000
100,000
200,000

500,000

160,000

100,000

50,000

1,270,000

FY
19-20

FY
20-21

70,000
5,000

1,250
1,250

65,000

257,250
57,250
200,000

200,000

200,000

160,000 160,000

100,000 100,000

50,000 50,000

637,250 511,250

6,451,125

TOTAL

1,625,000

2,250,000

3,000,000

1,500,000

775,000

350,000

9,500,000
9,500,000
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Appendix E — Administration’s Estimated Debt Servic e Costs Including Water Bond
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