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5525  California Department of Corrections and
Rehabilitation

Background. The California Department of Corrections and Rehabilitation (CDCR) is
responsible for the incarceration, training, education, and care of adult felons and non-felon
narcotic addicts, as well as juvenile offenders. The CDCR also supervises and treats adult and
juvenile parolees, and is responsible for the apprehension and re-incarceration of those parolees
who commit parole violations. The department also sets minimum standards for the operation of
local detention facilities and selection and training of law enforcement personnel, as well as
provides grants to local governments for crime prevention programs.

The department operates 33 adult prisons, including 11 reception centers, a central medical
facility, a treatment center for narcotic addicts under civil commitment, and a substance abuse
facility for incarcerated felons. The CDCR also operates eight juvenile correctional facilities,
including three reception centers. In addition, CDCR manages 13 Community Correctional
Facilities, 44 adult and juvenile conservation camps, the Richard A. McGee Correctional
Training Center, and 202 adult and juvenile parole offices.

In 2005, the CDCR was created pursuant to the Governor’s Reorganization Plan 1 of 2005 and
Chapter 10, Statutes of 2005 (SB 737, Romero). All departments that previously reported to the
Youth and Adult Correctional Agency were consolidated into CDCR. The departments
consolidated into the current CDCR are: the Youth and Adult Correctional Agency; the
California Department of Corrections; the California Youth Authority; the Board of Corrections;
the Board of Prison Terms; and the Commission on Correctional Peace Officers’ Standards and
Training.
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2008-09 Governor’s Budget Summary

Overall Budget Summary. The Governor’s budget proposal includes $10.1 billion ($9.8 billion
General Fund) for CDCR operations in 2008-09. This is only $14 million, or less than 1 percent,
above the revised estimated expenditure levels in the current year.

The department’s budget includes increased spending for projected increases in the prison and
parole populations; inmate and parolee rehabilitation programs; responses to federal court cases
relating to inmate medical and dental care and other issues; peace officer recruitment and
training; and inflation adjustments.

This additional spending is largely offset by the Governor’s proposed budget reductions related
to reducing the inmate and parolee populations through (1) release of certain inmates from prison
up to 20 months early and (2) summary parole supervision.

Figure 1 shows the total operating expenditures estimate contained in the governor’s budget for
the current year and proposed for the budget year. The large increase in Administration
expenditures is mainly due to one-time expenditures related to a major effort to update the
department’s information technology infrastructure.

Figure 1: Total Expenditures for CDCR Operations
Summary of Expenditures

Change

(Dollars in Millions) 2007-08  2008-09 Amount Percent
Program
Administration $310 $463 $153 49.4
Juvenile Institution and Parole 580 554 -26 -4.5
Adult Institution and Parole 8,761 9,006 245 2.8
Board of Parole Hearings 111 118 7 6.3
Corrections Standards Authority 308 302 -5 -1.7
Community Partnerships 12 14 2 13.9
Subtotal $10,081  $10,457 $375 3.7
Budget Reduction Proposals -18 -379 -361 0.0
Total $10,063  $10,078 $14 0.1

Adult Inmate and Parolee Population Estimates. The Governor’s budget is based on
projections that the average daily inmate population and adult parolee population in the current
year is higher than anticipated in the 2007 Budget Act. The Governor proposes $14 million
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General Fund to address this growth in the current year. Estimates for the adult inmate and
parolee populations in the budget year are also estimated to grow beyond the current year levels.
The Governor proposes $77.2 million General Fund to fund growth in the adult inmate and
parolee population for 2008-09.

The 2008-09 average daily adult inmate population is anticipated to be 177,021 and the average
daily adult parolee population is anticipated to be 133,061, which is 1.7 percent and 2.9 percent
higher than the estimate in the current year, respectively. The estimated inmate population for
the current year is 173,993.

The actual inmate population is on track to be significantly less than what is projected for the
budget year. As of the end of February, CDCR has 170,090 inmates, which is fewer than what
they had at the start of the current fiscal year. The actual parolee population is also on track to
be about 2,000 fewer than the projection in the current year. These numbers, as in the past, will
be adjusted in the May Revision for both the current year and the budget year.

Impact of Budget Proposals on Population Estimate. These population estimates do not
reflect the Governor’s two policy proposals—20-month early release and summary parole.
While the budget does include estimates of the direct fiscal impacts of these policies on the cost
of prison and parole operations, the reduction in the inmate population is not reflected in the
department’s bed plan. This means that it is unclear whether contracted beds are, in fact,
necessary given the number and security level of offenders that will remain in the prison system.

These population estimates also do not reflect the Governor’s proposals to reduce funding for
Proposition 36 and drug court allocations to counties. Because Proposition 36 and drug court
programs allow offenders to receive drug treatment in lieu of their incarceration in prison, the
proposed reduction in spending for these programs would likely increase the prison population in
the budget year.

Correcting Inmate Release Dates. Recent press and a lawsuit have raised awareness of a
problem CDCR has had in correctly calculating inmate release dates. The lawsuit alleges that up
to 33,000 inmates release dates have been miscalculated which has resulted in CDCR
incarcerating individuals past their appropriate release date.

This problem has arisen mainly due to a shortage of trained case records staff at prisons around
the state, which has resulted in a backlog of cases. The department has indicated that eliminating
this backlog could reduce as many as 600 beds in the budget year. The department plans to use
overtime in the current year to help address this backlog, but will most likely need to hire
additional staff to address this problem in the short term until a more automated system can be
put in place.
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State Corrections in State Budget Context. The Governor has proposed General Fund
spending of $101 billion for 2008-09, a decrease of 2.3 percent. The CDCR accounts for
approximately 10 percent of total state spending. The Governor’s budget proposes to expend
about the same funding level on CDCR operations as it does on all higher education (CSU, UC,
and Community Colleges).

Figure 2 shows proposed state spending for CDCR versus other major state programs.

Figure 2: Proposed Total State Spending by Major Program Area, 2008-09
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CDCR Budget Historical Trend. General Fund expenditures to support CDCR operations have
grown by $4.7 billion, or 84 percent, between 2001-02 and 2008-09, an average annual increase
of 9 percent. Expenditures increased over this time mainly due to (1) increased labor costs to
operate the state corrections system and (2) court-ordered expansions and improvements of
inmate services, particularly for inmate health care services.

Even after adjusting for inflation (constant dollars), General Fund expenditures to support CDCR
operations have increased 50 percent from 2001-02 through 2008-09, which is the equivalent of
a $2.8 billion increase in purchasing power.

Figure 3 shows the growth in CDCR’s budget over the past seven years in current dollars and
after adjusting for inflation.

Figure 3: Growth in CDCR Expenditures Over Time
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Parole Policy Background and Evaluation

History of Parole. For nearly a century, parole was an integral part of the United States’
approach to sentencing and corrections. In the model of indeterminate sentencing that dominated
in the 20™ century, parole played three critical roles.

e First, the parole board would determine the actual length of the prison sentence. Under
indeterminate sentencing a judge would sentence an offender to a prison term, specifying a
minimum and maximum term. The parole board would then decide on a case-by-case basis
whether a prisoner was ready to be released into a community.

e Second, parole agencies would supervise recently released offenders in the community for
the remainder of their sentence. Under an indeterminate sentencing model, a prisoner
released to parole is still serving a criminal sentence, in the community rather than in prison,
and must abide by a number of conditions established by a parole board at the time of
release.

e Finally, parole officers and parole boards were authorized to revoke a parolee’s conditional
liberty and return him or her to prison if a parole officer determines that the parolee has
failed to observe a condition of his or her release.

Under the indeterminate sentencing philosophy, the judicial and executive branches of
government exercise substantial discretion over the length of a prison sentence and period of
parole supervision.

In the late 1970’s there was a nation-wide movement towards a determinate sentencing system in
a movement referred to as “Truth in Sentencing”. There was a considerable amount of concern
at the time that offenders were not spending enough time in prison and that the primary goal of
sentencing should be punishment and retribution as opposed to rehabilitation.

In 1977 California moved from an indeterminate sentencing system to a determinate sentencing
system. The movement towards determinate sentencing restricted the role of the Judiciary in
setting penalties for offenders. The reform also significantly reduced reliance on parole boards
by switching to a mandatory release system, thereby restricting the role of the Executive Branch.
Under determinate sentencing, the Legislature became more powerful in determining sentencing

policy.

Parole Definitions. There are three ways in which inmates are released from prison in the
United States. Most states use a mix of the following three types:

e Mandatory Release. Mandatory releases occur when a prisoner is released after he or
she has served his original sentence, less any accumulated good time credit. Inmates
released under a mandatory release system have not received a determination of fitness to
return to the community from a parole board or other authority. This is the primary mode
of release under a determinate sentencing system like the system in California.

e Discretionary Release. Discretionary releases involve a parole board or other authority
making a determination of fitness to return to the community. This determination could
be made before a prisoner has served his or her full sentence, and would result in the
offender serving the remainder of his or her sentence under community supervision. This
is the primary mode of release under an indeterminate sentencing system.

Senate Committee on Budget and Fiscal Review Page 7
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e Unconditional Releases. Unconditional releases leave prison after serving their sentence
and exit prison without any conditions of release or community supervision. In other
words, unconditional releases are not placed on parole.

Evaluation of Parole Programs. A recent study conducted by the Urban Institute followed
three cohorts of offenders with similar demographics and criminal histories. Each cohort
represented offenders that were released from prison to parole by way of mandatory release,
discretionary release, and those that were released unconditionally, without parole supervision.
The study found that parole supervision had little effect on re-arrest rates of released prisoners.

The study found that mandatory parolees, who account for the largest share of released prisoners
in the United States and the vast majority of parolees in California, fare no better on supervision
than similar offenders released without supervision.

The study found that parole supervision did benefit certain offenders. For example, females,
individuals with few prior arrests and technical violators were less likely to be rearrested if
supervised after prison. However, of the largest groups of released prisoners—male drug,
property, and violent offenders—only property offenders released to discretionary parole
benefited from supervision. This study suggests that the overall effect of parole supervision is
minimal for the majority of offenders. In California we expend approximately $1.3 billion on
our parole program, on average just over $10,000 per parolee.

This study confirms what national parole experts have long suspected--that the current system of
parole supervision is generally ineffective. Research has suggested many different reasons for
why parole, as typically implemented, is not as effective as it could be. Some of these reasons
include the following:

e Parole supervision for most offenders is really quite minimal—parolees may meet with
their parole agent for about 15 minutes once or twice a month.

e Parole officers are often located far from the neighborhoods where parolees reside and
may not understand the situational context that geographically oriented supervision could
provide.

e The transition from a service orientation to a surveillance oriented strategy centered on
monitoring behavior and detecting violations may be reducing the effectiveness of parole.
Prior studies have shown that surveillance alone will not invoke change in offender
behavior.

Despite the disappointing evidence on the relative ineffectiveness of parole supervision, it is
important to note that unconditional releases were just as likely to re-offend upon release.
Therefore, the most important outcome of a study like this is to rethink and revise parole
supervision as we know it to produce better public safety outcomes.
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California’s Parole Policy

California’s Current Parole System. California, for the most part, has a mandatory release
system. This means that an offender is released after he or she has served his original sentence,
less any accumulated good time credit. Mandatory releases have not received a determination of
fitness to return to the community from a parole board or other authority. In California it is
current practice to place all offenders on parole for a three-year period. This system was adopted
after California switched from an indeterminate to determinate sentencing system in the late
1970s.

Offenders sent to prison on a life-term are the only prisoners subject to discretionary release,
which means that a determination of fitness is required by the Board of Parole Hearings and the
Governor before the offender can be released. In these cases the Board of Parole Hearings
makes the final determination of the conditions and length of the parole period. In the case of
murder, an offender may be on parole for life.

Currently, the majority of parolees in California are supervised at a 70:1 parolee to parole agent
ratio. However, many parolees considered low-risk are supervised at an over 100:1 parolee to
parole agent ratio. This means that realistically most parolees see their parole agent for 15
minutes every other month or less frequently. The Division of Adult Parole Operations also has
several specialized caseloads that receive a higher level of supervision, including sex offenders
and second-strike offenders. These offenders are being supervised on a 40:1 parolee to parole
agent ratio.
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How California Parole Practices Differ from Other States. California’s parole policies are
considerably different from other states and overall California chooses to supervise a much
broader class of offenders on parole than most other states and makes virtually no unconditional
releases.
e California Has a Low Number of Unconditional Releases. Figure 4 illustrates that
California makes virtually no unconditional releases from state prison. In other words,
nearly all inmates released from prison in California are placed on parole. Figure 4
shows only a sampling of states, but when compared to all of the other states, California
made the fewest unconditional releases.

Figure 4: Share of Prisoners Released Unconditionally in 1994, by State
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e California Has Highest Percentage of Parole Violators in Prison. California
overwhelmingly returns more parolees to prison than any other state. In 1999 parole
violators accounted for over 67 percent of state prison admissions in California, which
was the highest rate nation-wide. Figure 5 shows how the percentage of prison
admissions that are parole violators varies significantly across the United States.

Figure 5: Percent of Parole Violators among Admissions to State Prison in 1999, by State
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e California Has One of the Lowest Success Rates for Parolees. California also has one
of the lowest success rates for parolees defined by the percentage of offenders that are
successfully discharged from parole. On average, California only discharges about 20
percent of offenders successfully from parole. There are many variables that make it
difficult to compare rates of discharge across states, but that being said the rest of the
nation discharges successfully a much higher proportion of offenders from parole (more
than 50 percent on average) than California. Figure 6 shows the range of different
success rates as defined by the percentage of offenders that are successfully discharged
from parole.

Figure 6: Percent Successful Among State Parole Discharges in 1999, by State
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Governor’s Population Management Proposals

Summary. The Governor has proposed addressing the projected budget shortfall in the budget
year by adopting a 10 percent across-the-board reduction to most all programs in state
government. In order to meet this 10 percent reduction target in CDCR the Governor is
proposing two policy changes—20-month early release and summary parole—that would
significantly reduce the state’s inmate and parolee populations. The Governor is not proposing
any other reductions to the department’s budget. The department estimated that, if implemented
by March 1, 2008, these proposals would generate $354 million in estimated savings in the
budget year and $758 million in 2009-10.

Under the Governor’s proposal, CDCR would not realize a 10 percent reduction to its operations
until 2009-10. Since the Legislature has not acted on these policy changes, the DOF estimates
that budget year savings would be significantly diminished—well over $100 million less in
savings in the budget year.

1. Twenty-Month Early Release

Governor’s Proposal. The Governor is proposing releasing certain non-violent, non-serious,
non-sex offenders up to 20 months early. Inmates with prior serious or violent crimes and strikes
would not be eligible for early release. Inmates that had committed serious crimes in prison that
were subject to administrative review, but not prosecuted would also be excluded. In addition,
offenders that committed over 20 additional crimes categorized as non-violent non-serious would
also be excluded. Those offenders eligible for early release would be placed on summary parole.

The Governor is requesting legislation to implement this policy change. If legislation had been
enacted by March 1, 2008, it would have resulted in $4.3 million in savings in the current year.
These savings would grow to $256.4 million in the budget year and $526.7 million in 2009-10.
The department estimates that this policy change would ultimately reduce the average daily
population in state prison by over 26,000 inmates.

The department estimates that there would be one-time costs of $600,000 to review inmate files
to determine if they are eligible for early release. The department also estimates that $1.5
million is needed in the current year and $900,000 ongoing to augment the case records unit to
process the increased numbers of inmates that will be eligible for parole. The Governor proposes
legislation to allow the department to redirect internal resources to cover the costs needed to
implement early release in the current year.

LAO Identifies Gap Created by Governor’s Proposal. The LAO has identified a gap in the
criminal justice system that would be created by the Governor’s early release proposal.
Specifically, local corrections will continue to supervise misdemeanants and many low-level
offenders, while prisons will continue to house the most serious felons. However, under the
Governor’s proposal about 63,000 offenders would essentially go unsanctioned, serving little or
no prison time. This is because many prison terms for non-violent offenses are less than 20
months, which would make some offenders immediately eligible for release under the
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Governor’s proposal. Consequently, under the Governor’s proposal it is possible that certain
offenders sentenced to prison would receive less punishment and supervision than those
offenders sentenced to local county jails and probation.

The LAO also finds that this proposal would have the unintended consequence of reducing the
incentive for some low-level offenders, at the time of their sentencing, to elect to participate in
diversion programs such as Proposition 36, drug courts, and mental health courts. Currently, a
major incentive for many felons to participate in these programs is that the alternative to
participation is incarceration in state prison.

The LAO also identifies that the administration has not developed an implementation plan for
addressing the many changes to operations that would occur if the early release proposal was
adopted. For example, if this proposal was adopted, the state may not need the additional 16,000
infill beds approved as part of Chapter 7, Statutes of 2007 (AB 900, Solorio). The department
may also need to make significant changes to the programming and contracts, since many
programs are targeted to meet the needs of the population that would be impacted by the early
release proposal.

The LAO also notes that the budget the Governor has submitted for CDCR is inconsistent with
the population management proposals the Governor has also proposed. For example, the large
population reduction resulting from this proposal would presumably result in a reduced need for
correctional officer training, parole revocation caseloads, and other things. However, the
Governor’s budget does not reflect a reduction in these efforts and conversely actually aguments
many of these areas as part of the Governor’s budget.

Staff Comments. Staff finds that the Governor’s early release proposal is a cumbersome and
costly way of essentially changing the sentences for certain crimes. Staff finds that changes in
sentencing could reach the same effect at a lower cost and would not create the gap in the
criminal justice system identified by the LAO. The LAO has also made this conclusion and has
suggested as an alternative to early release, changes in sentencing law to make some
“wobblers”—crimes that can be sentenced as either felonies or misdemeanors—punishable as
misdemeanors only. (This proposal is discussed at more length later in this agenda.)

2.  Summary Parole

Governor’s Proposal. The Governor is proposing that certain non-violent, non-serious, non-sex
offenders not be supervised while on parole, but instead be placed on summary parole after
serving their prison term. This proposal would eliminate the option of returning an individual to
prison using the administrative process of parole revocation. However, individuals on summary
parole would still be subject to search and seizure by any peace officer, as well as drug testing by
any peace officer. Only inmates with no prior serious, violent, or strikeable offenses would be
eligible for summary parole.

The Governor is requesting legislation to implement this policy change. If legislation was
enacted by March 1, 2008, it would have resulted in $13.6 million in savings in the current year.
These savings would grow to $97.9 million in the budget year and $231.5 million in 2009-10.
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The department estimates that this policy change will ultimately reduce the average daily parole
population by over 28,000 and the average daily population in state prison by over 8,600.

The department estimates that there would be one-time costs of $10 million in the current year to
review case files of offenders to determine if they are eligible for summary parole. The
department also estimates that $4.1 million would be needed in the current year, and ongoing, for
additional case records positions to manage the summary parole population. The Governor
proposes legislation to allow the department to redirect internally to cover the costs needed to
implement the summary parole proposal in the current year.

LAO Finds Merit to Summary Parole. The LAO finds some merit to the Governor’s summary
parole policy. The LAO indicates that this practice is similar to the practice already in place in
many other states where certain low-level offenders do not serve any time on parole after
completing their prison term. However, the LAO does not recommend the Governor’s proposal,
but instead recommends adopting a system of earned discharge from parole. (This proposal is
discussed at more length later in the agenda.) This system would permit parolees to be
discharged from parole early if they had demonstrated that they had successfully reintegrated
into the community.

Furthermore, in the past, the LAO has recommended direct discharge for some low-level
parolees as a way to minimize risk to public safety. For example, in the LAO’s 1990-91
Analysis, the LAO indicated that certain low-level parolees could be direct discharged from state
prison and these savings could be used to supervise high risk sex offenders more intensely.

Expert Panel Recommends Targeted Direct Discharge. In 2006-07 the Legislature funded an
effort to convene an Expert Panel made up of corrections officials and academics from around
the country. This Expert Panel delivered a report to the Legislature in the late summer of 2007.
The Expert Panel recommended in its report that certain non-violent, non-serious, non sex-
offenders that were also determined to be low-risk based on a validated risk assessment be direct
discharged from prison. The Expert Panel recommended that CDCR establish a stabilization
track for these offenders that would allow these offenders to receive voluntary services in
relation to housing, job placement, and referrals to other needed social services. The Expert
Panel found that this policy would have minimal impact on public safety.

Furthermore, the Expert Panel found that several studies show that imposing supervision
conditions on those who are not likely to re-offend may actually increase their recidivism rates.

Staff Comments. Staff finds that California’s current parole policies differ significantly from
many other states in that we do not make unconditional releases from state prison. Actually, a
majority of other states make considerably more unconditional releases. Furthermore, these
states do not appear to have worse outcomes than California in terms of recidivism. For
example, Ohio makes 20 times the unconditional releases California does and has a lower
recidivism rate than California.
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2008-09 LAO Criminal Justice Alternatives

Summary. The LAO in its 2008-09 Perspectives and Issues has offered an alternative budget
for the Legislature’s consideration. In contrast with the Governor’s across-the-board reduction
approach, the LAO recommends that the Legislature make more targeted reductions, eliminate or
modify ineffective and nonessential programs, and consider adding ongoing revenue solutions.
As part of the LAO alternative budget the LAO has suggested various proposals in the criminal
justice area. The major components of the LAO’s alternative budget for criminal justice are:

e Parole Realignment. The LAO recommends a major realignment of responsibility for
supervision of low-level criminal offenders released from state prison.

e Sentencing Changes. The LAO recommends sentencing changes that would make
certain “wobblers”—low-level drug and property crimes—punishable only by county jail
or probation.

e Other Savings. The LAO accounts for various other savings related to slower growth in
the inmate population and delays in implementing new programs, like Jessica’s law,
implemented in the current year.

e Local Assistance Programs. The LAO recommends reducing and eliminating various
criminal justice local assistance programs that do not have demonstrated results or does
not serve a statewide purpose.

In this agenda we will focus on the public policy changes proposed by the LAO. These are the
first two bullets listed above. The other proposals will be discussed more thoroughly at a future
hearing.

1. Parole Realignment

LAO Proposal Summary. The LAO has recommended, as part of its alternative budget
package, the realignment of responsibility for the supervision of lower-level offenders released
from state prison. This proposal would have the state allocate nearly $500 million to local law
enforcement to cover the costs of this proposal.

As mentioned earlier in this report, the state is supervising on parole virtually all offenders
released from prison, including over 70,000 offenders that have been convicted of property and
drug offenses. Under the LAO’s alternative, responsibility for supervising these lower-level
offenders would be shifted from the state to the counties. The county would also be responsible
for incarcerating these offenders if they commit violations of their probation conditions.
Specifically, the LAO proposes shifting offenders whose current conviction is a property or drug
offense. Figure 7 shows the offenses for which offenders would be transferred to probation
supervision under the LAQO’s proposal.
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Figure 7: Parolees Proposed for Realignment to Local Probation, June 30, 2007

Number of

Current Offense Parolees
Property Offenses
Second degree burglary 7,482
Vehicle theft 7,128
Petty theft with a prior theft 6,159
Receiving stolen property 4,920
Forgery/fraud 4,104
Grand theft (over $400) 3,736
Other property offenses 1,146

Subtotal, Property Offenses 34,675
Drug Offenses
Drug possession 19,046
Drug possession for sale 12,057
Marijuana possession for sale 1,280
Marijuana sales 538
Other marijuana crimes 179
Hashish possession 49

Subtotal, Drug Offenses 33,149
Driving under the influence 3,539
Total, All Offenses 71,363

The LAO proposal would significantly increase local probation caseloads and costs, but it would
also provide significant additional resources for local probation and public safety programs. The
LAO estimates that the proposal would result in a 25 percent increase in funding for local
probation and a 20 percent increase in probation caseloads. Therefore, the LAO suggests that
counties would receive significant new revenues with which to manage these offenders.

The LAO proposes funding this realignment from a reallocation of waste and water enterprise
special district property taxes, city Proposition 172 sales taxes, and vehicle license fees retained
by the Department of Motor Vehicles for administrative purposes.

Current System is Duplicative. The LAO finds that under the current system local probation
and state parole fulfill very similar functions. Both systems supervise offenders in the
community, monitor their compliance with state laws and other conditions, as well as provide
programs and services designed to reduce recidivism. Furthermore, there is a lot of overlap in
the type of offenders both state parole and local probation currently supervise. Generally judges
have significant discretion on whether to send felons to state or local corrections and different
offenders that commit the same crime may serve their sentence at either the state or local level.
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Furthermore, most of the offenders on parole and probation have the same general needs,
substance abuse treatment, employment, and treatment to address criminogenic behavior.
Currently both state parole and local probation have separate programs that they use to try and
address the needs of the offenders. This leads to duplication of effort and even competition for
valuable community resources.

The LAO also finds that this duplicative system does not allow for economies of scale that could
reduce the overall costs of supervision and providing services to these offenders.

Local Control Would Yield Better Outcomes. The LAO is recommending this realignment of
parole because they find that local control would yield better outcomes for these offenders and
public safety. This is not an issue of whether parole officers are less effective than their
counterparts in probation. Instead, under realignment, the LAO finds that counties would have
greater incentives than they have now to intervene and treat offenders because they would pay
the costs of incarcerating offenders that commit violations of their probation conditions.
Currently, parole struggles in jurisdictions across the state to site programs for parolees and to
get parolees services in the community. Local governments control the permitting of facilities
and access to some services for parolees. However, they do not have direct financial incentives
to ensure these treatment facilities and services are established and accessed, because if the
offender relapses, he or she can always be sent back to prison which is paid for by the state.

Furthermore, some county funding streams such as Proposition 63, which provides funding for
county mental health programs excludes parolees from receiving services provided by these
funds. Obviously, this makes it extremely difficult for parole agents to access mental health
services for parolees in the community. On the other hand, probationers are not excluded from
accessing these resources.

The LAO also finds that parole realignment would encourage more small-scale experimentation
at the local level. Because local government is responsible for a number of different programs
(substance abuse treatment, mental health, education, etc.), they would be more likely to try
different models for intervention and treatment of offenders.

Furthermore, providing funding to the counties would enable them to more effectively develop a
more robust continuum of services, including investments in prevention and intervention
programs that might yield significant improvements to public safety in the longer term.

Reduces “Churning” in State Prison System. The state prison system is not designed to
address the needs of offenders that have relatively short sentences to serve. When an offender
enters state prison he is sent to a Reception Center. At the Reception Center the inmate goes
through a classification process to determine what security level and where he or she should be
housed in the state prison system. The offenders also get medial and mental health screenings, as
well as reading level tests while at the Reception Center. These tests all take time and processing
times at Reception Centers can be as long as a year, or more, especially when the prisons are
overcrowded. It is not uncommon that an inmate will spend his or her entire sentence in the
Reception Center. Since Reception Centers are set up just to process inmates and send them out
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to a “main-line” institution there are few programs or activities at the Reception Centers that
would contribute to rehabilitation of the inmate. This is especially true for parole violators that
are sent back to state prison for a relatively short period of time.

The LAO finds that the parole realignment will reduce the “churning” that currently happens due
to the large volume of offenders sent to state prison for a relatively short-term. The state prison
system is not well adapted to operate like a county jail.

Staff Comments. Staff has been informed by some local government entities that this proposal
would reduce public safety because probation departments in some jurisdictions are not armed
like parole officers. Staff finds that state law permits local jurisdictions to allow probation
officers to be armed and this issue remains a local control issue under the LAO proposal.
Furthermore, staff finds that whether or not probation officers are armed has little to do with
reducing recidivism. Numerous studies have found that surveillance alone does not affect
offender behavior and improve public safety.

2. Sentencing Changes

LAO Proposal. The LAO recommends that a better alternative to the Governor’s early release
proposal is to change sentencing law to make “wobblers”—crimes that can be sentenced as
felonies or misdemeanors—punishable as misdemeanors only. The LAO finds that this is a
better option for achieving significant budget savings while minimizing the impact to public
safety.

The LAO has identified 10 “wobbler” crimes that could be converted to misdemeanors resulting
in annual savings of approximately $690 million. The crimes identified by the LAO include the
following:

Average Time Annual Cost of

Inmate Served Incarcerating

Offense Category Population In Months Inmate Groups
Drug possession 7,742 17 $170
Vehicle theft 5,143 17 113
Petty theft with a prior theft 5,174 18 114
Receiving stolen property 4,077 15 90
Grand theft (over $400) 2,905 17 64
Forgery/fraud 2,888 17 64
Driving under the influence 2,375 17 52
Other property crimes 903 15 20
Other drug crimes 188 24 4
Hashish possession 33 12 1

The LAO notes that while their proposal targets offenders whose current offense is relatively
low-level, some of these offenders would have committed more serious crimes in the past.
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However, the LAO finds that less than one-quarter of the offenders that would be impacted by
this proposal are third-strikers or have any prior violent offense. The LAO suggests that as an
option for the Legislature to consider would be to exclude offenders with prior violent or sex
offenses. This approach would reduce savings by $150 to $200 million annually upon full
implementation.

Staff Comments. Staff recognizes that many local jurisdictions have acute overcrowding in
existing jail facilities. Chapter 7, Statutes of 2007 (AB 900, Solorio) included $1.2 billion in
state funding to support the construction of additional local jail beds. The LAO has recognized
that its recommendation to make “wobbler” crimes punishable as misdemeanors would have
impacts on local jail facilities. To mitigate these effects the LAO has proposed accelerating the
second phase of funding included in AB 900 for local jail construction.

3. Earned Discharge from Parole

LAO Proposal. The LAO recommends that a better alternative to the Governor’s summary
parole proposal would be a system of earned discharge. As mentioned above, the LAO finds
some merit in the Governor’s summary parole proposal, but has identified earned discharge as a
preferable alternative. The LAO indicates that a system of earned discharge would permit
parolees to be discharged from parole early if they had demonstrated that they had successfully
reintegrated in the community. The LAO recommends that the earned discharge requirements be
set in statute, but does not make specific recommendations on what statutory criteria should be
used. The LAO indicates that a risk assessment could also be used to determine each offender’s
discharge period.

The LAO indicates that budget savings related to a new earned discharge proposal could vary
greatly, depending on the criteria set by the Legislature and or the implementation by the
administration. However, the LAO estimates that if earned discharge were available for all
parolees, except for those offenders with current or prior violent or sex offenses, the savings
could exceed $100 million annually at full implementation. The LAO admits that the earned
discharge policy even when applied to a broader segment of the parolee population would still
result in savings of one-third or one-half of the amounts that could be generated under summary
parole.

The LAO finds that the policy of earned discharge would provide more accountability for
offenders and, consequently, improve public safety outcomes. The LAO further notes that the
earned discharge policy is consistent with recommendations made by the Expert Panel in the
report released in 2007.

Administration Has Authority to Implement Earned Discharge. Current law allows the
department to implement a system of earned discharge from parole. Statute only sets three-years
as the maximum parole term and the Board of Parole Hearings may determine that an offender
be discharged from parole before the parole term expires.

Budget savings were adopted as part of the 2007 Budget Act to reflect the administration’s
implementation of a 12-month clean time discharge policy. Under this policy the administration

Senate Committee on Budget and Fiscal Review Page 20



Subcommittee No. 4 March 12, 2008

is currently discharging certain offenders from parole if they have 12 months of continuous clean
time while on parole. Furthermore, the department has developed plans to implement a system
of earned discharge from parole on a pilot basis in the current year. However, the department
reports that implementation of this pilot program has been delayed.

Expert Panel Also Recommends Earned Discharge. In 2006-07 the Legislature funded an
effort to convene an Expert Panel made up of corrections officials and academics from around
the country. This Expert Panel delivered a report to the Legislature in the late summer of 2007.
The Expert Panel also recommended that California implement an earned discharge parole
supervision strategy for all non-violent, non-serious, non-sex offenders. Specifically, the Expert
Panel report recommended the following criteria for non-violent, non-serious, non-sex offenders:
e Lowe-risk to re-offend parolees could reduce six months off their periods of parole
supervision if they actively engaged in community services, remained violation free, and
completed all payments of victim restitution.
e Moderate-risk to re-offend parolees could be discharged from supervision if, at the end of
12 months, they have achieved stability in housing and employment, successfully
completed all treatment requirements addressing their criminogenic needs, have
maintained continuously violation-free parole, and have completed all payments of
victim restitution.
e Higher-risk to re-offend parolees who are complying with their treatment requirements
and who remain arrest-free for the first year could earn one month off their total parole
supervision periods for each arrest-free month they have in the second year.

The Expert Panel recommended a system of earned discharge parole because it provides an
incentive system that rewards desired behavior and encourages parolees to earn early discharges
from parole. The Expert Panel finds that earned discharge is an evidence-based practice that
reduces recidivism by motivating parolees to participate in their own supervision successes.

Other Options

1. Other LAO Options

Summary. Over the years, the LAO has developed other alternatives for reducing the prison
population that in their analysis would have minimal impacts to public safety. This section
summarizes several of these options.

Early Release for Non-violent Elderly Inmates. Under this option non-violent, non-serious
inmates age 60 or older would be placed on parole early. Research shows elderly inmates are
two or three times more expensive to incarcerate yet they have a high level of success on parole.
In 2004-05 the LAO estimated that this option could save the state about $11 million annually.
Alternatively, the LAO indicated that the Legislature could also choose to place elderly inmates
on home detention, which would reduce the annual savings by about $2 million.
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2.  Other Expert Panel Recommendations

Summary. In 2006-07 the Legislature funded an effort to convene an Expert Panel made up of
corrections officials and academics from around the country. This Expert Panel delivered a
report to the Legislature in the late summer of 2007. This report included the following two
recommendations related to population reduction:

e Reduce overcrowding in prison facilities and parole offices.

e Enact legislation to expand the state system of positive reinforcements for offenders who
successfully complete their rehabilitation program requirements, comply with
institutional rules in prison, and fulfill their parole obligations in the community.

The Expert Panel recommendation to develop a system of earned discharge from parole was
discussed above, but this section includes additional information on the other recommendations
made by the panel that relate to population reduction.

Earned Credits for Offenders that Complete Rehabilitation Programs. The CDCR currently
provides earned credits to offenders: (a) who the CDCR assigns to conservation camps to fight
fires and perform other prison jobs (Work Incentive Program) and (2) offenders who participate
in the Bridging Educational Program. Offenders that complete other rehabilitation programs do
not receive earned credits.

The Expert Panel recommended that California enact laws that would allow the CDCR to award
earned credits to offenders who complete any rehabilitation program, such as substance abuse
treatment or life skills development, in accordance with their behavior management plans. The
Expert Panel finds that these credits would provide motivation for offenders to participate in and
successfully complete assigned rehabilitation programs to earn reduced sentences. The Expert
Panel notes that participation in evidence-based rehabilitation programs will reduce recidivism
and result in improved public safety outcomes.

Replace Work Incentive Program Credits with Statutorily-Based Good Time Incentive
Credits. California’s Determinate Sentencing Law allows offenders to earn, with some
exceptions, as much as a day-for-day “good time” rate (50 percent reduction), but only if they are
able to receive Work Incentive Program credits. While most offenders are eligible to receive the
day-for-day Work Incentive Program credits, because of program capacity limits, they cannot
access the work programs. In most cases offenders are assigned to these work programs on a
first-come first-served basis.

The Expert Panel recommended that California enact a law that would allow CDCR to grant
good time credits to those offenders that comply with institutional rules in prison. These good
time credits would provide motivation for prisoners to manage their behaviors in prison to earn
reduced sentences.

Reduce Technical Parole Violations. The Expert Panel has also recommended that California
enact legislation that restricts the use of incarceration in prison for technical parole violation to
only those violations that are: (1) new felony convictions or (2) technical parole violations that
are directly related to the offender’s criminal behavior patterns, specific dynamic risk factors,
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and behaviors that threaten public safety. The Expert Panel recommends that all other parole
violations result in intermediate, community-based sanctions other than prison.

Currently, technical parole violations are determined by (1) California state law, (2) the Board of
Parole Hearings, and (3) CDCR’s Parole Division. All three of these entities base their parole
violation sanctions on the seriousness of the violation and not on the offenders risk to re-offend.
The Expert Panel thinks that both the seriousness of the violation and the offenders risk to re-
offend should be considered in the development and implementation of structured sanctions for
technical parole violators. The Expert Panel recommends that the sanctions developed address
the offenders’ criminogenic needs to improve public safety outcomes.

Senate Committee on Budget and Fiscal Review Page 23



Senate Budget and Fiscal Review—Denise Ducheny, Chair

SUBCOMMITTEE NO. 4

Michael Machado, Chair
Robert Dutton
Christine Kehoe

=

Hearing Outcomes

(Senators in attendance were Machado and Kehoe, so 2-0 votes

reflect the votes of those Senators)

ltem

Monday, March 24, 2008
10:00 a.m.
Room 3191

Consultants: Brian Annis

Department Page

Proposed Vote-Only Calendar
1110-1111 Consumer Affairs-(Board & Bureaus without Budget Change Proposals (BCPs)) 1

1110-1111 Consumer Affairs-(Board & Bureaus with non-controversial BCPS)..................... 2
0510 Secretary for State and CONSUMEr SEIVICES ....ccovvveivieiiii e 5
2120 Alcoholic Beverage Control Appeals Board................eeuveeiiiiiiiiiiiiiiieiiiiieeieieeeneennnns 6
2700 Office of Traffic SAfetY ........uiiiii i e 6
8260 California ArtS COUNCIL.......ciiieiiiiiiieiie e e e e e e e 7
Section 14.00 — Special Fund Loans - Department of Consumer Affairs ............. 7
Discussion Items
1100 California SCIENCE CONLEL .....ccc e 8
1110 Contractors’ State Licensing Board ... 10
8780 Milton Marks “Little Hoover” COMMISSION.........c.uviiiiiiiiiiiiiiiiieiieeeieeeeeeeeeeeeeeeeeeeee 12
8820 Commission on the Status of WOMEN ..........ceuviiiiiiiieiiiceeee e 13
2100 Department of Alcoholic Beverage Control ............oovvvevieiiiieiiiiiiiiiiieeieeeeeeeeeeeeee 14
2150 Department of Financial INStIUtIONS ............uiiiiii e 16
2180 Department Of COrPOratiONS ............uuuveriririieeiieeeiereirrrrerererrerrrr ... 18
2400 Department of Managed Health Care ..........cccceeeiiiiiiiiiieeeee e 20
2740-2720  Crosscutting: Departments of Motor Vehicles and Highway Patrol .................... 22
2740 Department of MOtor VENICIES ............veviviiiiiiiiiiiiiiiiieiieeveeeivevievv v 24
2720 Department of the California Highway Patrol ... 32



teabomm
Sticky Note
This Outcomes Agenda contains the full version of the Agenda for that date



(1)

Subcommittee No. 4 March 24, 2008

Department Budgets Proposed for Vote Only

(See consolidated vote-only recommendation and vote on page 7)

1110 & 1111 Select Regulatory Boards, Bureaus, Programs,
Divisions within the Department of Consumer Affairs

Note: Boards and Bureaus with sunset issues are left off this agenda with the intent they
will be heard at a subsequent hearing after related policy bills are enrolled. These are
the Board of Barbering and Cosmetology, the Dental Board of California, the Speech-
Language Pathology and Audiology Board, the Board of Vocational Nursing and
Psychiatric Technicians of the State of California, and the Bureau for Private

Postsecondary Education.

Boards/Bureaus without Budget Change Proposals (BCPs): The Administration did
not submit BCPs for the following entities. No Board or Bureau listed below receives
General Fund support. (Dollars are in 1,000s)
Positions Expenditures
2007-08 | 2008-09 | 2007-08 | 2008-09
Boards and Commissions - Organization Code 1110
(1a) | Accountancy, CA Board of 84.5 84.5 $12,410 $12,729
(1b) | Architects Board 23.5 23.5 4,230 4,384
(1c) | State Athletic Commission 14.2 14.2 2,168 2,100
(1d) | Geologists and Geophysicists, 9.6 9.6 1,311 1,369
Board for
(1e) | Guide Dogs for the Blind, Board 1.3 1.3 165 168
(2f) Medical Board 259.4 247.0 52,699 51,983
(1g) | Acupuncture Board 8.5 8.5 2,653 2,537
(1h) | Physical Therapy Board 10.8 10.8 2,457 2,403
(2i) Podiatric Medicine, California 5.1 5.1 1,355 1,312
Board of
(1)) Psychology, Board of 12.7 12.7 3,432 3,462
(1k) | Respiratory Care Board of CA 16.2 16.2 2,903 2,953
(an Occupational Therapy, CA 6.5 6.5 1,046 1,087
Board
(Im) | Pharmacy, CA State Board of 50.5 50.5 9,729 9,977
(In) | Registered Nursing, Board of 93.9 93.9 24,092 24,219
(o) | Veterinary Medical Board 10.0 10.0 2,266 2,494
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Bureaus, Programs, Divisions - Organization Code 1111
(1p) | Electronic & Appliance Repair, 14.5 14.5 $2,343 $2,423
Bureau of
(1q) | Telephone Medical Advice 0.9 0.9 161 150
Services Program
(1r) | Cemetery & Funeral Bureau 22.5 22.5 4,061 4,187
(1s) | Hearing Aid Dispensers Bureau 3.8 3.8 776 770
(1t) Naturopathic Medicine, Bureau 0.9 0.9 154 128
(1u) | Professional Fiduciaries Bureau 3.8 3.8 649 609

Staff Recommendations: Approve these budgets.

(2) Boards/Bureaus with Budget Change Proposals (BCPs): The Administration
submitted BCPs for the following Boards and Bureaus that make minor adjustments to
funding and staff primarily in response to workload and cost changes. None of the
entities listed below receive General Fund support. No concerns have been raised to
Staff concerning budget changes for these entities. A brief description of the Budget
Change Proposal is included under each Board or Bureau. Note, most of these
augmentations support core workload functions and delays in licensing or consumer-
protection investigations could result if the requests are denied.

Positions Expenditures
2007-08 | 2008-09 2007-08 | 2008-09
Boards and Commissions - Organization Code 1110
Behavioral Sciences, Board 32.2 35.5 $5,821 $6,373
of

(2a) Augmentation of $60,000 and redirection of $33,000
from temporary help to add 1.0 Office Technician
and 0.5 Office Assistant for workload increases.
(BCP 1110-03)

(2b) Augmentation of $208,000 to add 2.0 Associate
Government Program Analysts for enforcement
workload. (BCP 1110-01)

(2¢) Augmentation of $200,000 (two-year limited term) to
hire consultants to perform examination
development and provide policy expertise to fulfill
the requirements of the Mental Health Services Act
(MHSA) Proposition 63. (BCP 1110-04).
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Positions Expenditures

2007-08 2008-09 2007-08 2008-09

Physician Assistant
Committee

4.4 4.9 1,184 1,211

(2d)

Augmentation of $35,000 and 0.5 positions (two-
year limited term) to address new licensing
requirements implemented by AB 3 (Ch 376, St of
2007, Bass) for physician assistants.

(BCP 1110-03L)

Optometry, State Board of

6.8 | 7.7 | 1,205 | 1,500

(2e)

Augmentation of $157,000 (one time) to contract
with the Department of Consumer Affairs for
Occupational analysis, exam validation, and audit of
the national exam. (BCP 1110-18)

(2f)

Augmentation of $85,000 and 1.0 Staff Services
Analyst for customer service workload.
(BCP 1110-17)

Osteopathic Medical Board

4.5 | 6.9 | 1,276 | 1,408

(29)

Augmentation of $91,000 and redirection of $49,000
to add 2.5 positions to address workload growth.
(BCP 1110-19)

Professional Engineers and
Land Surveyors, Board for

53.0 53.5 $9,179 $9,436

(2h)

Redirection of operating expense funding of
$24,000 to add 0.5 position to address enforcement
and exam workload. (BCP 1110-20)

Court Reporters Board of
California

4.5 4.5 1,171 1,242

(2i)

Augmentation of $45,000 (one time) to cover the
lump sum retirement of the Executive Officer and
avoid the necessary to hold the position vacant for
an extended period. (BCP 1110-24)

(2))

Augmentation of $55,000 (limited-term) to contract
with the Department of Consumer Affairs for three
exam validation studies. (BCP 1110-23)

Structural Pest Control
Board

28.3 29.2 5,003 4,930

(2k)

Redirection of $91,000 in operating expenses to
add 1.0 position to address enforcement workload.
(BCP 1110-25)

Bureaus, Programs, Divisions - Organization Code 1111

Arbitration Certification
Program

5.7 7.6 $1,033 $1,126

)]

Augmentation of $88,000 and 2.0 positions to
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Positions Expenditures

2007-08 | 2008-09 2007-08 | 2008-09

improve the State’s administration of vehicle “lemon
laws.” (BCP 1111-08)

Security and Investigative
Services, Bureau of

65.9 51.7 $11,059 $11,843

(2m)

Reduction of $791,000 and 15.0 positions due to
lower-than-anticipated workload from SB 194 (Ch
655, St of 2005, Maldonado), which added
proprietary private security to the oversight of the
Bureau. Applications have been only 7 percent of
the expected level. (BCP 1111-12)

Home Furnishings & Thermal
Insulation, Bureau of

30.4 30.4 $4,660 $4,797

(2n)

Augmentation of $120,000 for moving costs and a
facility lease increase. (BCP 1111-04)

Automotive Repair, Bureau

598.5 | 606.6 | 169,226 | 183,955

(20)

Augmentation of $399,000 and 4.5 positions to
implement AB 1488 (Ch 739, St. of 2007,
Mendoza), which expanded the types of vehicles
subject to the Smog Check Program.

(BCP 1111-01L)

Augmentation of $600,000 for moving costs and a
facility lease increase. (BCP 1111-09)

Centralized Department of
Consumer Affairs
Administration

584.9 605.6 68,263 71,249

(2p)

Augmentation of $1.2 million and 5.0 positions to
continue the implementation of the iLicensing
information technology project that the Legislature
approved in 2006-07. (BCP 1111-02)

(29)

Augmentation of $309,000 and 7.0 positions to
address workload growth in cashiering so that
applications and renewal of licensees is not
delayed. (BCP 1111-03)

(2r)

Augmentation of $224,000 and 2.0 positions to
address internet workload so that consumers and
licenses have access to timely updates on
applications, exams, and consumer resources.
(BCP 1111-06)

(2s)

Redirection of operating expenses to add 2.0
positions in the Office of Information Services to
support the needs of contracting boards and
bureaus. (BCP 1111-10)
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Positions Expenditures
2007-08 | 2008-09 2007-08 | 2008-09
(2t) Augmentation of $382,000 and 4.5 positions to

address the workload needs contracted by boards
and bureaus in the areas of budgeting, personnel,
and business services. (BCP 1111-05)

Staff Recommendations: Approve these budgets.

0510 Secretary for State and Consumer Services

The State and Consumer Services Agency oversees the departments of Consumer
Affairs, Fair Employment and Housing, and General Services. The Agency also
oversees the California Science Center, the Franchise Tax Board, the California
Building Standards Commission, the State Personnel Board, the California Public
Employees’ Retirement System, the California State Teachers’ Retirement System, the
Victims Compensation and Government Claims Board, and the Office of the Insurance
Advisor.

The Governor proposes expenditures of $3.4 million ($2.8 million General Fund) and
22.7 positions for the Agency — an increase of $1.1 million and 6.9 positions. The
change is primarily due to two factors: (1) last year the Legislature approved a statewide
information technology restructuring plan that resulted in two existing entities being
merged and added to the Agency — the Office of Privacy Protection (at the Department
of Consumer Affairs) and the Information Security Office (at the Department of
Finance). The new Office is called the Office of Information Security and Privacy
Protection (OISPP) and was effective January 1, 2008. $1.2 million is added to the
2008-09 budget for the full year implementation. (2) The Governor proposes a cut of
$306,000 to the overall Agency budget to help balance the General Fund. The
Administration did not submit any Budget Change Proposals for the Agency.

The Agency indicates the proposed reduction would be split with $92,000 cut from the
base Agency, and $214,000 cut from the OISPP, which is proportional relative to the
base budget of each, and that this reduction would come out of operating expenses
instead of personnel services. Staff has asked the Administration to sub-schedule the
OISPP in next year's Governor's Budget to provide additional fiscal detail, and the
Administration indicates it has no objections.

Staff Recommendations: Approve the budget, including the budget reduction.
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2120 Alcoholic Beverage Control Appeals Board

The Alcoholic Beverage Control Appeals Board consists of three members appointed by
the Governor. The Board provides a forum of appeal to persons who are dissatisfied
with the Department of Alcoholic Beverage Control's decision to order penalties or
issue, deny, condition, transfer, suspend, or revoke any alcoholic beverage license.
Following the filing of an appeal, and submission of written briefs, the Board hears oral
arguments in Northern and Southern California on the appropriateness of the
Department’s decision. The Board then prepares, publishes, and distributes a formal
written opinion. A party seeking review of an Appeals Board decision must file a petition
for writ of review with the Court of Appeals.

The Governor proposes total expenditures of $1.1 million (no General Fund) and
8.8 positions for the ABC Appeals Board — an increase of $17,000 and no change in
positions. The Administration did not submit any Budget Change Proposals for the ABC
Appeals Board. No reductions are proposed for the Board, because it does not receive
any General Fund support, nor is any of the Board’s special fund revenue fungible to
the General Fund.

Staff Recommendations: Approve the budget.

2700 Office of Traffic Safety

The Office of Traffic Safety (OTS) is responsible for allocating federal grant funds to
State and local entities to promote traffic safety.

The Governor proposes total expenditures of $96.3 million (no General Fund) and
34.0 positions — a decrease of $99,000 and no change in positions from the current
year. The Administration did not submit any Budget Change Proposals for OTS.

Staff Recommendations: Approve the budget.
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8260 California Arts Council

The Arts Council serves the public through the development of partnerships with the
public and private sectors and by providing support to the state’s non-profit arts and
cultural community.

The Governor proposes expenditures of $5.6 million ($1.1 million General Fund) and
19.3 positions for the Arts Council — an increase of $245,000. This change is primarily
due to two factors: (1) the Administration submitted one Budget Change Proposal — an
ongoing $335,000 increase from the Graphic Design License Plate Account to increase
grants to local art agencies; and (2) an ongoing budget cut of $125,000 to help close the
State’s General Fund deficit. The cut would result in a statutory position being held
vacant, operating expense reductions, and a reduction in General Fund grants for local
art projects.

Staff Recommendations: Approve the budget, including the budget reduction.

Control Section 14.00 Department of Consumer Affairs Loans

Control Section 14.00 authorizes short-term loans (not to exceed 18 months) between
special funds within the Department of Consumer Affairs. No loan can be made that
would interfere with the carrying out of the object for which the special fund was
created.

Staff Recommendations: Approve the Control Section.

Consolidated Staff Recommendation on Vote-Only Calendar: Approved the
proposed budgets for all the entities listed above, including proposed budget reductions.

\ Action: All issues on the Vote-Only calendar were approved on a 2 — 0 vote.
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Department Budgets Proposed for Discussion

1100 California Science Center

The California Science Center is an educational, scientific, and technological center
located in Exposition Park, a 160-acre tract in south Los Angeles. The California
African American Museum (CAAM), also included in the park, provides exhibitions and
programs on the history, art, and culture of African Americans. In addition, the Office of
the Park Manager is responsible for maintenance of the park, public safety, and parking
facilities.

The Governor proposes expenditures of $24.5 million ($18.7 million General Fund) and
180.3 positions for the Science Center — a total increase of $1.1 million (and a General
Fund increase of $1.1 million) and no net change in positions. This change is primarily
due to two factors: (1) the year-two ramp-up of $2.6 million for operations of the new
Phase Il Science Center Facility (pursuant to a multi-year Budget Change Proposal
(BCP) adopted last year); and (2) an ongoing budget cut of $1.7 million to help close the
State’s General Fund deficit which would result in cuts to both the Science Center
facility and CAAM.

Proposed Vote-only / Consent Issues

1. Science Center Budget Reduction. The Science Center received approval of a
multi-year BCP last year that grew the 2007-08 budget by $1.9 million (and 4.5
positions) and grew the 2008-09 budget by an additional $2.6 million (and 11.4
positions) related to start-up costs for the Phase Il facility that will open to the public
in late 2009. The 2008-09 increase is partially offset by the proposed budget
reduction of $1.5 million. The Science Center indicates they would still proceed with
the planned opening of the Phase Il facility, but would reduce the number of
custodians for the overall facility by 8 and reduce 3 administrative positions.
However, with the workload staffing increase, the net change in staffing is zero.

2. California African American Museum (CAAM) Reduction. The CAAM received
approval of a multi-year BCP last year that augmented its budget by $399,000 for
“critical operating, technology and baseline education collection, program and
exhibition costs.” That increase, which CAAM indicates was their first increase in six
years, would be partially offset by the proposed 2008-09 reduction of $249,000.
According to CAAM, that reduction would result in: fewer public exhibitions and
programs; delays in the upgrading and maintenance of administrative equipment
and systems the website and virtual reality access for the public; and possible
reduction in operating personnel support.

Staff Recommendation: Approve the requested budget reductions.

Action: Approved the vote-only issues on a 2 — 0 vote, also approved action to
conform to the Assembly by moving budget bill language to trailer bill language.
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Discussion / Vote Issues

3. CAAM Facility Renovation and Expansion Project — Working Drawings (BCP).
The Administration requests an augmentation of $2.1 million in 2008-09 to complete
working drawings for the renovating and expansion of the California African
American Museum (CAAM) facility. The Administration requested and the
Legislature approved $2.3 million for preliminary plans in 2007-08. The total
General Fund cost inclusive of construction is estimated at $43.6 million, which is 67
percent of the total project cost of $65.4 million — the CAAM Friends Foundation
would contribute the remaining $21.8 million (33 percent).

Staff Comment: When construction phase costs are considered, this project will
have total General Fund costs of $41.1 million over the 2008-09 to 2009-10 period.
In November 2007, the Department of General Services (DGS) halted development
of a new office building in Sacramento for the Resources Agency. The DGS press
release said, “DGS determined that it is not in the best interests of the state and the
parties concerned to continue with a project of this magnitude during this period of
financial uncertainty when funds have not yet been allocated.” The CAAM project
differs in that funds have been allocated in 2007-08 for preliminary plans and the
project will be supported with 33 percent private-sector funding. However, the
Subcommittee may want to hear from the Administration on the advisability of
proceeding with this $43.6 million General Fund project at the current time.

Staff Recommendation: Keep this issue open.

Action: Held issue open. CAAM will provide additional detail on its
fundraising plan.
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1110 Contractors’ State License Board

The Contractors’ State License Board (Board) licenses contractors and enforces
licensing laws; provides resolution to disputes that arise from construction activities; and
educates consumers so that they make informed choices. The Board licenses or
certifies contractors in 44 classifications (e.g. plumbing, electrical, general building, etc.)
and registers home improvement salespersons.

The Governor proposes expenditures of $60.7 million (no General Fund) and
413.1 positions for the Board — an increase of $2.9 million and 6.5 positions. The
Governor’'s Budget reflects a healthy balance in the Contractors’ State License Fund —
with a balance projected at $25.6 million at the end of 2008-09.

Proposed Vote-only / Consent Issues

1. Continue 11 limited-term Enforcement Staff (BCP #1110-06). The Administration
requests $919,000 (special fund) to continue, for two years, 11.0 limited-term
enforcement positions.

Background / Detail: The Legislature approved 11.0 limited-term positions in 2005-
06 as part of the Economic and Employment Enforcement Coalition (EEEC) which is
a cooperative effort that also includes the Department of Industrial Relations, the
Employment Development Department, and the federal Department of Labor. The
Board cites an increase in complaints investigated of about 1,500 annually and an
increase in complaints forwarded for prosecution of about 225 annually. The
Administration indicates it will improve its existing offender tracking and develop
better estimates of secondary General Fund impacts (from improved employer
compliance with tax withholding, etc.) and should be able to provide a more
complete picture of results in two years time.

2. Add 7 permanent Enforcement Staff (BCP #1110-07). The Administration
requests $758,000 (special fund) and 7.0 new positions to open a third enforcement
office in the State — this one in Fresno.

Background / Detail: Administration indicates that there are currently two
Statewide Investigative Fraud Teams (SWIFT) units — one in Sacramento serving
northern California and one in Norwalk serving Southern California. This proposal
would add a third office in Fresno to improve enforcement in the Central Valley. This
proposal would increase enforcement statewide, as employees currently traveling to
the Central Valley for enforcement would be redirected to other areas in California.

Staff Recommendation: Approve these budget requests.

Action: Approved the vote-only issues on a 2 — 0 vote.
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Discussion / Vote Issues

3. Outreach and Advertising (BCP 1111-01). The Administration requests
$1.3 million annually for three years to establish a pilot program to conduct a public
awareness media campaign. The program would educate consumers on the risks of
conducting business with unlicensed practitioners and service providers and educate
unlicensed practitioners on the requirements and benefits of licensure. The
Contractors’ State License Board would actually only fund $670,000 annually, with
the remainder shared by other Boards and Bureaus (for example, the Board of
Pharmacy’s Budget includes an augmentation of $27,000 to fund its share of this
proposal).

Staff Comment:  Through a February 27, 2008 Section 28.5 letter, the
Administration requested increased expenditure authority of $1.0 million (special
funds) for 2007-08 to implement an outreach and advertising campaign to inform
consumers about their rights and options related to home mortgage foreclosure.
The Joint Legislative Budget Committee (JLBC) approved the request. Given that
this BCP requests is a second advertising campaign on top of the mortgage
foreclosure campaign, and given the overall budget situation, the Subcommittee may
want to consider the rejection of this BCP. If this BCP is rejected, the
Administration could resubmit it next year and present the results of the home-
mortgage effort as a measure of the Department of Consumer Affair's success with
outreach and advertising campaigns.

As an additional consideration, the general direction from the Full Budget Committee
is to defer or eliminate new programs and initiatives.

Since the Section 28.5 letter for home mortgage outreach has not been discussed at
a public hearing, the Subcommittee may want to hear from the Department of
Consumer Affairs on that effort.

Staff Recommendation: Reject this BCP. Note, rejection of this request would
reduce the budget, not only of the Contractors’ State License Board, but of all
Boards and Bureaus that had been included in this proposal.

Action: Rejected request on a 2 — 0 vote.
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8780 Milton Marks “Little Hoover” Commission

The Little Hoover Commission on California State Government Organization and
Economy conducts four to five comprehensive reviews of executive branch programs,
departments, and agencies each year and recommends ways to improve performance
by increasing efficiency and effectiveness. The Commission, which was established in
1962, analyzes and makes recommendations to the Legislature on government
reorganization plans.

The Governor proposes expenditures of $941,000 (primarily General Fund) and
8.8 positions for the Commission, a decrease of $98,000 and no change in positions.
The Administration did not submit any Budget Change Proposals for the Commission.
Included in the budget, is a reduction of $104,000 to help close the State’s General
Fund deficit and that would result in a positions being held vacant for five months, and
operating expense cuts in travel, printing and other areas.

Discussion / Vote Issues

1. Role of the Commission (Staff Issue). Given the range of dramatic budget cuts
under discussion across budget areas, the Subcommittee may want hear from
“study / advocacy” entities on their size and structure. The Commission should be
prepared to discuss the value of their output relative to other entities that provide
direct and measurable services and benefits to the public. Additionally, the
Commission should be prepared to discuss the reduction in effectiveness that would
occur if the Commission were consolidated with another budget entity (if for
example, the Commission were shifted into the California Research Bureau (or other
existing entity), with all staff positions except the Executive Director being
eliminated).

Staff Comment: The Subcommittee may want to briefly hear from the Commission
on their role in State government and discuss opportunities for budget savings.

Staff Recommendation: Hold the budget open.

Action: Held budget open.
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8820 Commission on the Status of Women

The Commission on the Status of Women serves to advance the causes of women; by
advising the Governor and the Legislature; and educating its constituencies. The
Commission was originally established as an advisory body in 1965.

The Governor's Budget proposes expenditures of $531,000 ($529,000 General Fund
and $2,000 reimbursements) and 4.6 positions — a decrease of $11,000 and no change
in positions. The Administration submitted one Budget Change Proposal to add
$43,000 and 0.6 positions, but a proposed budget reduction of $59,000 would result in
the 0.6 position not being added plus an additional operating expense reduction of
$16,000 that would reduce travel and printing.

Discussion / Vote Issues

1. Role of the Commission (Staff Issue). Given the range of dramatic budget cuts
under discussion across budget areas, the Subcommittee may want hear from
“study / advocacy” entities on their size and structure. The Commission should be
prepared to discuss the value of their output relative to other entities that provide
direct and measurable services and benefits to the public. Additionally, the
Commission should be prepared to discuss the reduction in effectiveness that would
occur if the Commission were consolidated with another budget entity (if for
example, the Commission were shifted into the Office of Planning and Research (or
other existing entity), with all staff positions except the Executive Director being
eliminated).

Staff Comment: The Subcommittee may want to briefly hear from the Commission
on their role in State government and discuss opportunities for budget savings.

Staff Recommendation: Hold the budget open.

Action: Held budget open.
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2100 Department of Alcoholic Beverage Control

The Department of Alcoholic Beverage Control (ABC) administers the provisions of the
Alcoholic Beverage Control Act, which vests in the Department the exclusive right and
power to license and regulate the manufacture, sale, purchase, possession, and
transportation of alcoholic beverages within the state and, subject to certain laws of the
United States, to regulate the importation and exportation of alcoholic beverages into
and from the state.

The Governor proposes total expenditures of $56.1 million (no General Fund) and
459.2 positions, — a decrease of $1.5 million and no change in positions. This change
includes two large adjustments: (1) the Department received a one-time Office of Traffic
Safety grant of $1.5 million in 2007-08 that is not included in 2008-09, and (2) the
budget reduces local grants from $3.0 million to $2.0 million. Additionally, the
Administration proposes fee increase of 3.28 percent tied to the Consumer Price Index.

Issues proposed for Discussion / Vote:

1. Fee Increase and Reduction to Local Assistance (BCP #2). The Administration
requests approval of a 3.28 fee increase. AB 1298 (Ch 488, St of 2001) increased
ABC fees over a three-year period and authorized annual Consumer Price Index
(CPI) fee increases effective January 1, 2005, via the budget process. However,
ABC has not requested a CPI increase until this year. To further reduce the gap
between revenues and expenditure, a reduction of $1.0 million (from $3.0 million to
$2.0 million) is proposed for grants to local law enforcement for programs that
reduce underage drinking and increase the enforcement of liquor laws.

Background / Detail: The Department indicates that revenue grows about 2-
percent each year from growth in the licensee population; however, the
Department’s costs have increased at a faster rate, and again, fees have not
increased since January 2004. As cost drivers, the Department cites: unanticipated
increases in personal services associated with the Bargaining Unit 7 contract;
routine increased general operating expense; and increased funding for local grants
in 2006-07 and ongoing (grants increased from $1.5 million to $3.0 million annually).
Staffing has been relatively unchanged (plus 3.0 positions) over this period.

Staff Comment. The budget reflects that the Department had budget savings of
$1.8 million in 2006-07. Additionally the actual rate of vacancies is about 20 percent
versus the 3 percent budgeted. However, some of the vacancy savings is redirected
to additional overtime and temporary help. The Department should be prepared to
discuss vacancy savings and the ability absorb the IT cost (see BCP below) and/or
to score additional salary savings in 2008-09.
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Staff Recommendation:

(1) Approve the CPI fee increase.

(2) Cut the ABC personnel-services budget by $1.231 million on a one-time basis to
incorporate a vacancy savings rate that better ties to current vacancies.

(3) Restore local grants to $3 million (a $1.0 million increase relative to the proposed
budget) to maintain local law enforcement for programs that reduce underage
drinking and increase the enforcement of liquor laws. On net this would reduce
the ABC expenditures by $231,000 relative the Governor's Budget.

Action: Issue held open. The Department will provide the Subcommittee a
corrected Fund Condition Statement and information on the redirection of
vacant position savings.

2. Information Technology (IT) infrastructure Replacement (BCP #1). The
Governor proposes a one-time augmentation of $231,000 (special fund) to replace
about 15 percent of the Department’s computers ($141,000), to hire an IT Security
Consultant ($80,000), and to provide related training ($10,000).

Background / Detail: The Department indicates that several of its computers are
failing and that without replacement, support costs and employee output could
suffer.

Staff Recommendation: Approve this BCP. Note, if the staff recommendation for
issue number 1 is approved, this IT BCP would be essentially funded with redirected
vacancy savings. On net, the ABC expenditures would be reduced by $231,000
relative the Governor’s Budget.

Action: Issue held open. The Department will provide the Subcommittee a
corrected Fund Condition Statement and information on the redirection of
vacant position savings.
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2150 Department of Financial Institutions

The Department of Financial Institutions (DFI) was established effective July 1, 1997, to
regulate depository institutions, including commercial banks, savings associations,
credit unions, industrial loan companies, and certain other providers of financial
services. In addition, the Department licenses and regulates issuers of payment
instruments, including companies licensed to sell money orders and/or travelers’ checks
or licensed to engage in the business of transmitting money abroad, and business and
industrial development corporations. Programs are supported by assessments of the
various industries, license and application fees, and charges for various other services.

The Governor proposes total expenditures of $32.5 million (no General Fund) and
241.2 positions - an increase of $3.5 million and 18.0 positions.

Issues proposed for Discussion / Vote:

1. Office Relocation and Lease Costs (BCP #1). The Governor proposes a budget
augmentation of $1.1 million in 2008-09 and $394,000 ongoing, to fund the
relocation of the San Francisco office and higher lease costs. The Department is at
the end of a fifteen year lease and must move. Statute requires DFI to be
headquartered in San Francisco, but the Department is partially mitigating the high
cost of real estate in San Francisco by shifting 10 staff to Sacramento, and reducing
office space in San Francisco from 22,000 square feet to 18,000 square feet.

Staff Comment: The Department should discuss the benefit of retaining their
headquarters in San Francisco versus moving to a lower-cost Bay Area location.

Staff Recommendation: Approve this budget request.

Action: Approved the request on a 2 — 0 vote.

Senate Committee on Budget and Fiscal Review Page 16



Subcommittee No. 4 March 24, 2008

2. Banking Program: SB 385 Implementation (BCP #1). The Department requests
an augmentation of $128,000 (special fund) and one position to implement SB 385
(Ch. 301, St. of 2007) that requires financial institutions to comply with the federal
guidance on nontraditional and subprime mortgage products. DFI indicates it will
take approximately 16 hours to examine each licensee for compliance to the
guidance, or 1,744 hours annually for the examination of banks.

Background / Detail: The Senate Floor analysis for SB 385 estimated DFI would
need $240,000 and 2.0 positions to implement the legislation. The Department
indicates that they have requested 6.0 positions in the Credit Union Program for
Subprime lending examiners that would allow DFI to address baseline workload
issues as well as new SB 385 workload.

Staff Recommendation: Approve this budget request.

| Action: Approved the request on a 2 — 0 vote.

3. Credit Union Program: Staffing Augmentation (BCPs #2, 4, & 5). The Governor
proposes a significant increase to the Credit Union Program with three BCPs that
total $2.2 million and 18.0 positions (relative to the base level of $4.8 million and
36.3 positions). New staff resources would be allocated to improve examinations
when reviewing: subprime lending (6.0 positions); electronic financial services (10.0
positions), and business loans (2.0 positions).

Background / Detail: Some Credit Unions are struggling with loan problems
stemming from the housing market. This increases DFI workload as it must spend
additional time reviewing loan transactions to determine if intervention is warranted.
The other positions are driven by increased use of electronic banking that adds to
DFI workload to examine data integrity and consumer privacy, and by the significant
increase in the number and amount of member business loans that raises concerns
about the ability of institutions to weed out problem loans and potential fraud.
Included in the 18.0 positions is one Associate Information Systems Analyst to
support information technology requirements.

Staff Comment: Statute sets a ceiling on Credit Union assessments at $2.20 per
$1,000 of assets. DFI reports that the assessed rates in the past five years have
been between $0.747 and $0.447. The staffing augmentation will likely affect
assessed rates at some point, but assessments should stay well below the statutory
cap.

Staff Recommendation: Approve this budget request.

Action: Approved the request on a 2 — 0 vote.
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2180 Department of Corporations

The Department of Corporations (Corporations) administers and enforces State laws
regulating securities, franchise investment, lenders, and certain fiduciaries. The budget
is divided into two operating programs. The Investment Program is responsible for the
gualification of the offer and sale of securities in California and the licensing and
regulation of broker-dealers and investment advisers. The Lender-Fiduciary Program
licenses and regulates California finance lenders, mortgage lenders, escrow agents,
deferred deposit transaction entities (including “payday” lenders), and check sellers.

The Governor proposes total expenditures of $40.1 million (no General Fund) and
313.1 positions, an increase of $1.6 and 7.2 positions. The State Corporations Fund
has an outstanding loan of $18.5 million to the General Fund from the 2002-03 budget.

Last year over several hearings, the Subcommittee discussed the Department’s staffing
and performance. The Administration responded to some of the issues raised by both
the State Auditor and the Subcommittee by requesting 25.0 new positions via a spring
Finance Letter. The Legislature added an additional 5.0 positions to fully address
workload needs in the payday lending area.  Bi-annual reporting requirements were
added with last year’'s budget. Data from two reporting periods indicate good progress
in staffing — only 1 of 50 enforcement positions was vacant on January 1, 2008. Other
performance metrics are included in the data, and over time, this will assist the
Legislature in assessing the enforcement activity and staffing needs of the Department.

Issues for Discussion / Vote

1. Lender-Fiduciary Program: Staffing Augmentation (BCP #2). The Administration
requests a two-year limited term augmentation of $500,000 (special fund) and
4.0 positions to address the sub-prime mortgage crisis. These positions will allow
for stronger oversight through timely, routine examinations of lenders.

Background / Detail: Statute does not specify a minimum examination cycle, but
the Department has established a minimum exam cycle of every four years. In
2000-01 through 2006-07, the number of licensees in the Program increased by
116.5 percent. Exams can find violations such as overcharging customers and
failure to provide adequate loan disclosures. The Department’'s analysis suggests
that 13.0 new positions would be needed to achieve the four year exam cycle, so
this proposal only mitigates and doesn’t solve the staffing shortfall.

Staff Comment: This BCP request further addresses concerns raised last year on
the frequency of exams and the adequacy of staffing given the large growth in
licensees. However, past analysis suggested these were ongoing issues that may
take several years to fully address. The Administration should explain why the
positions are limited term given that their analysis suggests an ongoing workload
need of 13 new positions.
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2.

Staff Recommendation: Approve this request, but make the positions permanent
instead of limited term.

Action: Approved the requested funding and positions on a 2 — 0 vote, but
changed the positions from limited-term to permanent.

Investment Program: Staffing Augmentation (BCP #1). The Administration
requests a two-year limited term augmentation of $500,000 (special fund) and 4.0
positions to address the sub-prime mortgage crisis. These positions will allow for
stronger oversight through timely, routine examinations of broker dealers and
investment advisors that sell collateralized mortgage obligations to the investing
public.

Background / Detail: California has 261 licensed firms that sell collateralized
mortgage obligations. In 2004-05 through 2006-07, the number of licensees in the
Program increased by 46.5 percent. Exams can find fraudulent or unethical
licensee, and increase protections for those who may buy collateralized mortgage
obligations. The Department’s analysis suggests that 48.0 new positions would be
needed to achieve the four year exam cycle, so this proposal only mitigates and
doesn’t solve the staffing shortfall.

Staff Comment: This BCP request further address concerns raised last year on the
frequency of exams and the adequacy of staffing given the large growth in licensees.
However, past analysis suggested these were ongoing issues that may take several
years to fully address. The Administration should explain why the positions are
limited term given that their analysis suggests an ongoing workload need of 48 new
positions.

Staff Recommendation: Approve this request, but make the positions permanent
instead of limited term.

Action: Approved the requested funding and positions on a 2 — 0 vote, but
changed the positions from limited-term to permanent.

Senate Committee on Budget and Fiscal Review Page 19




Subcommittee No. 4 March 24, 2008

2400 Department of Managed Health Care

The Department of Managed Health Care (DMHC) was established in 2000, when the
licensure and regulation of the managed health care industry was removed from the
Department of Corporations and placed in a new, stand-alone, department. The
mission of DMHC is to regulate, and provide quality-of-care and fiscal oversight for
Health Maintenance Organizations (HMOs) and two Preferred Provider Organizations
(PPOs). These 94 Health Care Plans provide health insurance coverage to
approximately 64 percent of all Californians. Recent statutory changes also make
DMHC responsible for the oversight of 240 Risk Bearing Organizations (RBOs), who
actually deliver or manage a large proportion of the health care services provided to
consumers. Within the Department, the Office of the Patient Advocate helps educate
consumers about their HMO rights and responsibilities.

The Governor proposes $44.3 million (no General Fund) in total expenditures and
297.3 positions for the department — an increase of $121,000 and no net change in
positions.

Issue for Vote Only:

1. Health Plan Oversight Staff Increase (BCP #1). The Department requests to
continue 2.0 limited-term positions for another two years at a cost of $196,000 to
address workload related to the review of required health plan filing submissions.

Background / Detail: The Office of Health Plan Oversight reviews new license
applications and regulatory filings. In 2006-07 the Legislature approved
9.0 permanent and 2.0 limited term positions to improve processing times for
licenses and material modifications of existing plans. As a result of this staffing
increase, review times have decreased. For example, material modifications of
existing plans dropped from 116 days in 2003 to 67 days in 2007. The department
feels review times will lengthen if these positions are not extended.

Staff Recommendation: Approve the request.

Action: Approved the request on a 2 — 0 vote.
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Issue for Discussion

2. Update on Regulations and Budget Impacts (Staff Issue). The Department is
involved in the rulemaking process for several significant regulations. On March 5,
2008, the Office of Administrative Law rejected on procedural grounds, DMHC
regulations related to timely access to health care services. The DMHC has also
submitted new draft regulations related to unfair billing patterns (balanced billing) —
these are actually more narrow regulations that the draft regulations under
discussion over the past year that also addressed reasonable and customary
payment and other issues.

Staff Comment: Both of these draft regulations project they would not have a fiscal
impact on the Department, although it would seem they could affect the volume of
certain complaints and dispute resolution requests. The Subcommittee may want to
briefly hear from the DMHC on recent developments in the area of rulemaking and
what impact these efforts might have on the Department’s workload.

Staff Recommendation: Informational item — no action needed.

Action: No action —informational only.

Senate Committee on Budget and Fiscal Review Page 21



Subcommittee No. 4 March 24, 2008

Crosscutting Issue: Department of Motor Vehicles/ California
Highway Patrol

The Department of Motor Vehicles (DMV) and the California Highway Patrol (CHP) are
both primarily funded with revenue received in the Motor Vehicle Account (MVA). Due
to a large operating deficit in the MVA, the Administration has proposed a $11 increase
in the annual vehicle registration fee. The DMV is available to discuss topics related to
the vehicle registration fee, and the DMV and CHP are both available to discuss their
respective department’s expenditures out of the MVA and why a fee increase is deemed
necessary.

1. Motor Vehicle Account Fee Increase (Governor’s Budget). The Administration
proposes trailer bill language to increase the car registration fee by $11 dollars per
year and increase late fees. This is proposed to eliminate the operating deficit in the
Motor Vehicle Account (MVA) and keep the fund solvent. The base car registration
fee (including a California Highway Patrol (CHP) fee) is $41 per vehicle — so the
proposed increase would result in a new annual base fee of $52. The Administration
indicates that this fee level will increase revenues by $385 million in 2008-09 (due to
an October 2008 effective date) and about $522 million in 2009-10 and thereatfter.

Background / Detail: The MVA derives most of its revenues from vehicle
registration and driver license fees. In 2007-08, those fees accounted for 90 percent
of the estimated $2.1 billion in MVA revenues. The majority of MVA expenditures
support the activities of the CHP (69 percent), the DMV (22 percent) and the Air
Resources Board (7 percent). While increases in the number of cars, license
holders, and other factors, increase MVA revenues about five percent annually,
expenditure have grown at a faster rate. The CHP’s budget, for example, has grown
at a rate of about nine percent annually. Some specific costs drivers are outlined in
the bullets below:

» The number of CHP Officers has increased and a CHP Officers’ contract tied
salary to local law enforcement resulting in above-average salary increases — in
2002-03 there were 7,237 Officers at a cost of about $540 million and in 2007-08
there are 7,617 Officers at a cost of about $750 million.

» The CHP began a radio replacement project in 2006-07 that will cost about
$500 million to implement.

» The DMV is implementing several large information technology projects (see
following issues), with a combined cost of about $334 million.

» Various programs at the Air Resources Board have expanding, increasing MVA
expenditures from $62 million in 2002-03 to $120 million in 2007-08. (Note: there
was a $15.2 million loan from the MVA to the Air Pollution Control Fund in 2007-
08 for AB 32 implementation, but there is no ongoing MVA funding for AB 32
implementation).
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An operating deficit has developed over the past few years and 2007-08 reflects
revenues of $2.1 billion and expenditures of $2.4 billion. Without correct action, the
MVA will become insolvent in 2008-09. Out-year pressure on expenditures may
come from additional growth in the number of CHP Officers, possible expenditures
to implement the Real ID Act, and risk from cost escalation of existing radio and
information technology projects.

LAO Comments: In the Analysis of the 2008-09 Budget Bill, the Legislative Analyst
indicates that the Administration’s calculations overstate the revenue gain by about
$32 million annually, and additionally there is risk to the assumption that doubling
the late fee penalty (from the current range of $10 to $100 to the new range of $20
to $200), will not reduce the number of late payments and therefore reduce the
revenue benefit. The LAO believes the proposed fee increases would sustain the
MVA through 2013-14 (assuming historical expenditures trends). The LAO cites
additional short-term risk from a late budget, with every month’s delay eroding the
revenue benefit in 2008-09 by $29 million.

Staff Comment: The Subcommittee should hear from the Administration on why
this fee increase is proposed. Note, the LAO’s Alternative Budget includes a
proposal to shift $130 million in Vehicle License Fee revenues from DMV to counties
as part of a parole realignment option. If that alternative was adopted, it could result
in the need to increase car registration fees by an additional $4 per vehicle.
However, that issue can be separately discussed in the context of corrections and
rehabilitation.

Staff Recommendation: Approve this request.

Action: Held open for further analysis.
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2740 Department of Motor Vehicles

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.

The Governor proposes total expenditures of $958.3 million (no General Fund) and
8,249.2 positions, an increase of $18.7 million and a decrease of 39.4 positions.

Issue for Vote Only:

1. Relocation to Leased Facilities - Various (BCP #1). The Administration requests
$4.1 million (special funds) for a combination of one-time and ongoing costs related
to moving into three new leased facilities. In 2009-10, there are additional one-time
costs of $1.1 million to complete the move, and in 2010-11 and thereafter ongoing
costs related to these moves would be $1.7 million. DMV indicates the moves are
required to resolve critical service capacity deficiencies. Included in the 2008-09
funding is $350,000 one-time to pay the Department of General Services for lease
planning for additional moves that would be requested in future budgets.

Background / Detail: The three relocation projects are as follows:

» Lompoc Field Office: Establish a replacement facility for the existing Lompoc
Field Office at a cost of $1.6 million over three years.

» Central California Consolidated Telephone Service Facility: Establish a
consolidated facility to replace existing locations in Campbell, Fresno, and
Oakland at a cost of $5.7 million over three years.

> Bakersfield Drivers Safety Office: Establish a new stand-alone facility in
Bakersfield to move the Safety Function out of an existing Bakersfield location.

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.

2. Relocation to Leased Facilities — Commercial Driver License Center (BCP #2).
The Administration requests $517,000 (special funds) in 2008-09 and $450,000 in
2009-10 and ongoing related to moving into a new leased facility in the Central
Valley that will consolidate Commercial Driver License (CDL) functions in that
region. DMV indicates that this will reduce the number of commercial vehicles using
regular DMV field offices, which are not built or equipped to manage larger trucks.

Staff Comment: The BCP indicates that this is the first CDL consolidation of a total
of five planned statewide. The other four consolidations would be requested in
future BCPs. The overall goal is to eliminate CDL traffic at certain field offices,
although a reduced level of CDL traffic at field offices would continue where no
consolidated CDL facility was nearby.
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3. Construction or Renovation of State-owned Facilities (BCP #2). The

Administration requests $1.4 million (special funds) in 2008-09 for three capital
outlay projects for state-owned facilities and an additional $100,000 for Department
of General Services planning for future projects. When future construction costs are
added, the total costs for these three projects in 2008-09 through completion is
$18.5 million.

Background / Detail: 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 three projects and phases are as follows:

» Oakland Field Office Reconfiguration (Preliminary Plans): $145,000 is
requested for 2008-09. An additional $2.2 million will be requested in the out-
years to fund working drawings and construction. This project ties to the BCP in
issue #1 to move 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 (Preliminary Plans) —
$912,000 is requested for 2008-09. An additional $12.9 million will be requested
in the out-years to fund working drawings and 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.

» Stockton Field Office Reconfiguration (Working Drawings): $310,000 is
requested for 2008-09. The Legislature approved $309,000 for preliminary plans
for this project in 2006-07. Construction costs are estimated at $2.9 million.
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.

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.

Staff Recommendation on DMV Vote-Only Calendar: Approved the requests.

Action: Approved all vote-only issues on a 2 — 0 vote.
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Issues Proposed for Discussion / Vote:

4. AB 462 Implementation (BCP #5a). The Administration requests $96,000 (special
funds) in one-time funding to implement AB 462 (Ch 497, St. of 2007). Assembly
Bill 462 authorized the owner of a passenger vehicle, 1969 model or older, to utilize
previously-issued California license plates that correspond to the model year of the
vehicle, and increased the application fee to $45.00. The requested augmentation
would fund consultant costs and data center costs for information-technology
programming modifications.

Staff Comment: The final Legislative bill analysis for AB 462 had estimated
programming costs of $88,000 and ongoing administrative costs of $50,000.
However, the DMV has only requested the one-time costs with this BCP — indicating
that there are no ongoing implementation costs. Since AB 462 adds additional
vehicle model-years to the program (1963 — 1969), additional revenue from new
applications is anticipated to fully cover the cost of implementation. There are
currently about 150,000 vehicles in the program and if 2,200 new applications are
received implementation costs would be fully covered in the first year.

Staff Recommendation: Approve this request.

| Action: Held open pending additional information from the DMV.

5. AB 808 Implementation (BCP #5b). The Administration requests $30,000 (special
funds) in on-going funding and 0.6 position to implement AB 808 (Ch 748, St. of
2007, Parra). Assembly Bill 808 requires applicants for driver license to sign a
declaration that would acknowledge being advised that they could be charged with
murder if the death of another person results from their driving while under the
influence of drugs or alcohol. The requested augmentation would fund 0.6 positions
of workload spread over all DMV offices to address the customer questions related
to the new requirement.

Staff Comment: The final Legislative bill analysis for AB 808 had estimated no
costs to DMV related to the implementation of this bill.

As an additional consideration, the general direction from the Full Budget Committee
is to defer or eliminate new programs and initiatives. Unlike AB 462, this bill does
not include new revenue to fund the cost of the new program. If the BCP is rejected,
the Administration would not be prohibited from funding this new activity with
redirected budget resources.

Staff Recommendation: Reject this request.

Action: Rejected request on a 2 — 0 vote.
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6. AB 1165 Implementation (BCP #5c). The Administration requests $490,000
(special funds) in one-time funding and $89,000 and 1.4 position ongoing to
implement AB 1165 (Ch 749, St. of 2007, Maze). Assembly Bill 1165 authorizes law
enforcement to issue a notice of suspension and impound the vehicle of a person
who is found driving while on probation for a prior alcohol offense if that person has
any measurable amount of alcohol in his or her blood. The requested augmentation
would fund consultant costs and data center costs of $434,000 for information-
technology programming modifications and $11,000 for printing (both one-time), and
ongoing funding of $89,000 and 1.4 positions for workload.

Staff Comment: The final legislative bill analysis for AB 808 had estimated one-
time costs of $542,000 and ongoing costs of $12,000 for DMV to implement this bill
(for computer programming and ongoing printing costs), and $88,000 for DMV staff
workload. Relative to the bill analysis, the BCP requests about $108,000 less for
computer programming. The BCP indicates that the staff workload would result from
an estimated 1,200 additional individuals requesting a DMV administrative hearing.

As an additional consideration, the general direction from the Full Budget Committee
is to defer or eliminate new programs and initiatives. Unlike AB 462, this bill does
not include new revenue to fund the cost of the new program. If the BCP is rejected,
the Administration would not be prohibited from funding this new activity with
redirected budget resources.

Staff Recommendation: Reject this request.

Action: Rejected the request on a 2 — 0 vote.
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7. Federal REAL ID Act. On May 11, 2005, President Bush signed H.R. 1268, which
includes the Real ID Act of 2005. In 2006, the DMV estimated 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. The Department should update the subcommittee on the final regulations and
the impact they will have on California.

Background / Detail: In 2006-07 the Administration submitted, and the Legislature
approved, $18.8 million for information technology improvements and planning
activities to improve DMV’s customer service and data collection — all related to Real
ID. The Legislature 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, although the
Legislature did add a quarterly reporting requirement. The Administration did not
request any budget changes for Real ID in 2008-09. Real ID will cause
inconvenience for California driver license holders, because most people will have to
go to a DMV field office to re-verify their identity. Upon full implementation, Real 1D
will require people without a passport to have a compliant driver’'s license or
identification card in order to enter a federal building or cross an airport checkpoint.

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 fully comply with the Real ID Act. The final regulations allow states to apply
to delay initiation of Real ID (i.e. begin the issuance of compliant ID cards) from May
2008 to December 2009 — DMV indicates it has already applied for, and received
approval of, this extension. As a condition of receiving a second extension to May
2011, States must certify that certain “benchmarks” have been met.

LAO Comments: In the Analysis of the 2008-09 Budget Bill, the Legislative Analyst

makes the following points:

e The regulations provide no guidance to states on how to establish several
national databases to verify identity documents that would be needed to
implement the Act.

e Real ID privacy concerns are not fully addressed in the regulations — for example
future legislation may be needed to address third-party use of personal
information included in the machine-readable ID card.

e There is no serious federal plan to fund the full implementation cost of Real ID.

e The DMV should report on its revised implementation plan and costs.

DMV Letter to Department of Homeland Security Secretary Chertoff: On March
18, 2008, the DMV sent a letter to Secretary Chertoff indicating that California’s
request for an extension to December 2009 is not a commitment to implement
REAL ID. The letter cites the State’s concerns over: the absence of adequate
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federal funding; the lack of specificity regarding how to protect and secure personal
information; and the design and support of required electronic verification systems
that are critical to the program.

Staff Comment: The DMV should speak to each of the points raised by the LAO
and their recent letter to Secretary Chertoff. Additionally, the Department of
Homeland Security has approximately $80 million in federal funds available for state
grants and has a deadline of April 4 for applications. The DMV indicates it intends to
apply for federal funding, but at the time this agenda was finalized, couldn’t describe
the amount or nature of its request. The DMV should update the Subcommittee on
its application for the federal Real ID grants.

The Administration did not submit any BCPs for 2008-09 related to Real ID, and
given the implementation extensions in the final regulations, the Administration may
not submit any Spring Finance Letters related to Real ID. However, if the DMV does
receive a federal grant, they will likely submit a Section 28.00 letter to expend the
funds. Since the grant application is April 4, the Subcommittee may want DMV to
report at a subsequent hearing on their final grant proposal and the amount of
funding requested.

Staff Recommendation: Keep issue open — the Subcommittee may want a further
update from DMV at a subsequent hearing.

Action: Held issue open and asked the DMV to update the multi-year estimate
of Real ID implementation costs prior to the next hearing. Requested that the
level of detail be at, or above, the detail level of the estimate provided two years
ago. Also, ask the DMV to report on its planned use of biometric technology
with or without the implementation of Real ID.
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8. Information Technology Modernization (Governor’'s Budget). The
Administration requests 2008-09 funding of $32.6 million (various special funds) for
year three of the Information Technology Modernization (IT Modernization Project).
Previously, the Legislature approved $2.1 million for 2006-07 and $23.9 million for
2007-08. The overall project has a cost estimate of $242 million. Additionally, the
Legislature added an annual report requirement during the life of the project.

Detail / Background: The DMV indicates it will take a multi-year incremental
approach with “modular” progress — the intent is to migrate existing functions over to
the new system over time such that some benefits are realized prior to full
implementation, and risk is reduced. The incremental program would involve the
separate migration of the drivers’ license database and then the vehicle registration
database. The new database would maintain a link to the old while several hundred
software systems that need to be updated are shifted from the old to the new
database. The incremental approach to this project (which may mitigate risk) is
partly motivated by an unsuccessful DMV IT modernization project in the mid-1990s.
If project costs escalate, or if implementation problems arise, the Legislature could
decide to limit funding and direct the DMV to re-scope the project to focus, for
example, on just the drivers’ license database.

Staff Comment: The first annual report included the good news that the winning bid
for the primary vendor came in at $75.9 million — which is $49.5 million less than the
project estimate. The winning bid was from Electronic Data Corporation and EDS
Information Services LLP. While the final procurement was completed five months
behind schedule, awarding a contract is a major milestone that sometimes can be
drag for years due to disqualified bidders or litigation by loosing bidders. The
Administration indicates that they will be doing a Special Project Report to but that
this may not be completed until July.

Staff Recommendation: No action is necessary because full funding for this
project was approved last year. However, the Special Project Report will allocate
the cost savings across fiscal years, and this new expenditure plan should be
reflected in next year’s budget for 2009-10.

Action: No action taken - informational.
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9. Overall IT Portfolio (Informational). 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. Excluding IT Modernization (discussed above), there
are six other projects ongoing with a total budgeted cost of $92 million. The list
below indicates the other major projects with costs and updated completion dates:

» Driver License/ Identification/ Salesperson Contract (DL/ID/SP) — budgeted cost
of $11.4 million and current finish date of January 1, 2009.

» Document Imaging System Replacement (DISR) — budgeted cost of $5.5 million
(OK) and current finish date of February 8, 2008.

» International Registration Plan, (IRP) System Replacement — budgeted cost of
$11.1 million and current finish date of January 2, 2009.

» Web Site Infrastructure (WSI) / Expanded Name Field (ENF)) — budgeted cost of
$34.1 million and current finish date of September 29, 2008.

» Remittance System Replacement (RSR) — budgeted cost of $8.0 million and
current finish date of January 2, 2009.

» Telephone Service Center Equipment Replacement (TSCER) — budgeted cost of
$21.2 million and current finish date of July 31, 2008.

Staff Comment: While the largest DMV information technology challenges are still
ahead, the department has achieved some success already — the Document
Imaging System Replacement project and the Expanded Name Field segment of the
WSI/ENF project have been completed. The DMV should be prepared to provide a
brief overview to the Subcommittee of the status of this portfolio of projects.

Staff Recommendation: Informational — no action necessary.

Action: No action taken - informational only. The DMV will also update
information on planned project completion dates.
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2720 California Highway Patrol

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.

The Governor proposes $1.929 billion in total expenditures (no General Fund) and
11,195 positions for the CHP, an increase of $49 million and 227 positions.

Issues Proposed for Vote Only:

1. Office of Fleet Administration — Interagency Fees (BCP #5). The Administration
requests an ongoing augmentation of $382,000 (Motor Vehicle Account) to fund the
Department of General Services (DGS) fleet asset management fee. This fee has
been assessed on the CHP since 2006-07; however, the CHP has absorbed the fee
in 2006-07 and 2007-08. The Subcommittee approved a similar BCP for Caltrans
last year and the Administration is requesting an analogous funding increase for the
CHP.

2. California/Mexico Boarder Commercial Vehicle Inspection - Staffing (BCP #6).
The Administration requests authority to make 14.0 administratively-established
positions permanent. The positions would be funded with $1.5 million in federal
funds the State will receive to provide additional commercial inspection staff at the
California/Mexico border to comply with added inspection and education efforts
necessary as a result of the implementation of the North American Free Trade
Agreement (NAFTA). Due to the uncertainty of federal grant funding, the CHP has
been requesting federal spending authority through the Section 28.00 process and
administratively establishing these positions each year. However, with the expected
completion of a permanent Inspection facility for the Tecate area, and the on-going
history of grant funding, the CHP is requesting permanent position and spending
authority at this time.

3. Relocation to New Inland Empire Traffic Management Center (BCP #4). The
Administration requests an augmentation of $1.9 million ($265,000 ongoing) in Motor
Vehicle Account funds for moving costs and higher lease costs at the new Inland
Empire Traffic Management Center (IETMC). The CHP move its dispatchers will
share this new facility with Caltrans to better coordinate incident management and
emergency response. The new facility is build to an “essential services building”
standard, which means it should stay fully operational in the event of a major
earthquake, power outage, etc.
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4. Construction or Renovation of State-owned Facilities (COBCPs #1, 3, 4, & 5).

The Administration requests $4.0 million (Motor Vehicle Account) in 2008-09 for
three capital outlay projects for state-owned facilities and an additional $225,000 for
Department of General Services planning for future projects. When future
construction costs are added, the total cost for these three projects (in 2008-09
through completion) is $32.3 million.

Background / Detail: 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 three projects and phases are as follows:

» Quincy Area Office — Replacement (Preliminary Plans): $692,000 is
requested for 2008-09 for land acquisition and preliminary plan development.
The Administration will likely submit a BCP for 2009-10 requesting $416,000 for
working drawings and a BCP for 2010-11 requesting $10.5 million. Total project
costs, including the future construction BCP request, are estimated at
$11.6 million.

» Santa Fe Springs Area Office — Replacement (Working Drawings):
$1.2 million is requested for 2008-09. The Legislature approved $6.3 million for
preliminary plans and land acquisition for this project in 2007-08. Total project
costs, including a future construction BCP request, are estimated at
$24.8 million.

» Bishop Area Office — Reconfiguration (Design & Construction): $2.2 million
is requested for 2008-09 to reconfigure the Bishop Area Office by expanding the
CHP area into space formerly occupied by the Department of Motor Vehicles.

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.

Staff Recommendation on CHP Vote-Only Calendar: Approved the requests.

Action: Approved all vote-only issues on a 2 — 0 vote.
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Issues Proposed for Discussion / Vote:

5. Enhanced Radio System (Required Report). The budget includes $116.3 million
for the 2008-09 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. As part of last year’s project approval, the Legislature required annual
project reporting for the life of the project - due annually each March 1. At the time
this agenda was finalized, the CHP report had not been submitted.

Staff Comment: The CHP should update the Subcommittee on the radio project.

Staff Recommendation: Keep issue open and direct staff to review the report
when submitted and agendize this issue at a subsequent hearing as warranted.

Action: Held issue open. The CHP will submit the required report and staff will
bring this issue back on a future agenda if warranted.
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6. Officer Staffing Augmentation (BCP #1). The Governor requests $21.5 million
($22.4 million ongoing) to add 70 uniformed positions, 11 uniformed management
positions, and 33 non-uniformed support positions in 2008-09 (an additional 50
uniformed positions would be added in 2009-10 for a total increase of 120 Patrol
Officers). Over the last two years, the Legislature has approved a staffing increase
of 471 positions (360 Officers, 32 uniformed managerial, and 79 non-uniformed
support staff). The CHP indicates that this year's budget requests would help
address the continual increase in workload associated with population growth
throughout the state. It is important to note, the Governor's Budget includes
$40 million in one-time savings from about 300 vacant officer positions in 2008-09
including those requested in this BCP (normally the budget does not include “salary
savings” for Officer positions — meaning that it is assumed cadets are in the
Academy to replace Officers as they retire so there are no vacancies in terms of
budget).

Detail / Background: 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 for vehicle collisions between 2000 and 2004.
With staffing increases requested in this BCP, the number of Officers would be
6,493 in 2008-09 and 6,543 in 2009-10.

LAO Recommendation: In the Analysis of the 2008-09 Budget Bill, the Legislative
Analyst recommends the Legislature reject this proposal because by CHP’s own
admission, they will be unable to fill all the existing Officer vacancies and grow staff
to the level requested in this BCP. Additionally, the managerial and support
positions requested to support the new officers would not be needed if the new
Officers are not hired in 2008-09. Due to the existing $40 million one-time budget
adjustment for vacancies that offsets most of the $21.5 million BCP cost, the LAO
indicates only a $4 million reduction to the Governor’'s Budget would be necessary if
this BCP is rejected.

Staff Comment: The CHP has indicated that they may be able to marginally
increase the number of new Officers graduating from the academy beyond that
assumed in the Governor’'s Budget — the Governors budget assumed 386 Officer
vacancies in 2008-09, but the CHP may be able to reduce that to 373 vacancies.
However, contingency vacancy funding of $6 million is retained in the budget for new
Officers (or reduced attrition) relative to expectations. The CHP disagrees with the
LAO recommendation related to management and support staff, indicating that those
positions address base deficiencies, and are not tied directly to the new Officer
positions.

While the Legislature may want to add additional Officers with the 2009-10 budget, it
is unclear why positions should be added in 2008-09 that cannot be filled. The CHP
indicates that rejection of the BCP would slow the pipeline of recruiting and they may
decide to reduce the May 2009 academy class pending approval of a staffing BCP
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for 2009-10. However, slowing the pipeline and the reducing the academy class
size in May 2009 would be a discretionary Administrative decision and not strictly
dictated by the finalization of the 2009-10 budget.

While the requested support positions may be needed partially for base workload,
that workload should also be offset by the vacant Officer positions.

If this BCP is rejected, it should be without prejudice to out-year requests for
additional CHP Officers when the CHP would actually be able to grow the Officer
ranks to the requested level.

Staff Recommendation: Reject this BCP, which when combined with the existing
budget savings for vacancies only reduces appropriations by $4 million.

Action: Held issue open. The CHP will provide further information on the
staffing assumptions.
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7. Budget Funding for Tactical Alerts (LAO Issue). The Governor’s Budget includes
$10 million to pay overtime in the event of tactical alerts. Following September 11,
2001, CHP officers were placed on 12-hour shifts, or “tactical alerts,” to enhance
preparedness. In 2002-03, the Legislature provided a budget increase of
$32.5 million to fund further tactical alerts and adopted budget bill language requiring
that any unused funds revert to the Motor Vehicle Account.

Background / Detail: In 2003-04, the Administration reduced tactical alert funding
through a baseline adjustment by a reduction of $5.9 million and a redirection of
$1.8 million to cover workers’ compensation costs. Additionally, the Administration
removed the budget bill language that reverted the unspent amounts. In 2002-03,
the CHP expended $17.4 million for tactical alerts and in 2003-04 it expended
$3.2 million. In 2004-05 and 2005-06, the CHP did not track tactical alert costs.
Last year, the Legislature restored the reversion language and cut tactical alert
funding to $10 million and added a December 31 report requirement for the use of
tactical alerts in the prior year.

LAO Recommendation: In the Analysis of the 2008-09 Budget Bill, the LAO
recommends that the Legislature eliminate the budgeted funding for tactical alerts.
At the time the LAO did the Analysis, the December 31, 2007, report had not been
submitted. Without the report to evaluate the budget need, the LAO argues there is
no basis to justify the funding.

Staff Comment: The December 31, 2007, Tactical Alert report was submitted by
CHP on March 7, 2008, and indicates there were no expenditures for tactical alerts
in 2006-07. However, staff understands there were tactical alert expenditures in
early 2007-08 associated with large fires. Given that tactical alerts are unused in
some years and reporting is not timely, Staff recommends the following placeholder
alternative budget bill language and budget treatment:

2720-002-0044—For augmentation to fund tactical alerts for declared emergencies

and immediate threats to public safety as determined by the Commissioner of the

California Highway Patrol, payable from the Motor Vehicle Account.

Provisions:

1. For the purpose of this item, a tactical alert occurs when officers are placed on
12-hour shifts to enhance emergency preparedness and emergency response.

2. By December 31, 2009, the department shall report to the Joint Legislative
Budget Committee on the activities funded by this item.

The alternative would delete $10.0 million from the main item of appropriation, delete
related budget bill language, and add a new appropriation item that would allow
expenditure up to $10.0 million for tactical alerts. Since this is a separate item of
appropriation, it would be separately identified in the three-year display in the
January 10 Governor's Budget. The actual past-year expenditure for this purpose
would also be included in the Governor’'s Budget. Note, this treatment is similar to

Senate Committee on Budget and Fiscal Review Page 37



Subcommittee No. 4 March 24, 2008

an emergency item in the Caltrans budget. Like the Caltrans item, this is reflected
as a “non-add” — it is available for emergencies but is not budgeted as an
expenditure.

Staff Recommendation: Approve the revised budget treatment for tactical alert
funding, including “placeholder” budget bill language.

Action: Approved revised budget treatment on a 2 — 0 vote.
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8.

Implementation of New Gang Program (Governor’s Budget). Near the end of
last year’s budget process (after the submittal of May Revision Finance Letters), the
Administration requested a CHP budget augmentation of $7 million to increase CHP
support for local law enforcement in anti-gang activities. The Administration’s
“CalGRIP” request was made after the Subcommittee had completed its work and
the budget augmentation was made in the Conference Committee. Since Sub 4 did
not discuss this change last year, the CHP should be prepared to discuss the
implementation of the program including expenditures to date in 2007-08 and what
local initiatives were supported.

Staff Comment: The CHP should update the Subcommittee on its implementation
of the anti-gang program. The program funds additional CHP overtime to allow
patrolling of high gang frequency areas enforcing vehicle and penal code violations
or working with specialized gang task forces. The CHP has entered into
Memorandum of Understandings with 10 local governments so far:

Operational

Area Allocation
Oakland PD $ 559,000
Richmond PD 270,000
Fresno County 115,000
Monrovia PD 400,000
Desert Hot Springs PD 100,000
Monterey County 50,000
Ventura County 200,000
San Bernardino 155,000
San Benito 75,000
Los Angeles County 2,500,000
Total $4,424,000

CHP anticipates additional local government requests in the future, but in 2007-08 it
is expecting only $4.4 million of the $7 million appropriated will be expended. The
balance of $2.3 million will revert.

As an additional consideration, the general direction from the Full Budget Committee
IS to defer or eliminate new programs and initiatives, and focus on core State
responsibilities.

Staff Recommendation: No action is necessary on this issue; however, the
Subcommittee may want to open this issue at a subsequent hearing to consider the
appropriate level of ongoing funding in the context of overall budget priorities.

Action: No action taken, but the Subcommittee may further consider this issue
at a future hearing.
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Iltems Proposed for Vote-only

0850 California State Lottery Commission

The California Constitution authorizes the establishment of a statewide lottery. An
initiative statute, the California State Lottery Act of 1984 (Act), created the California
State Lottery Commission and gave it broad powers to oversee the operations of a
statewide lottery. The primary purpose of the Act is to provide supplemental monies to
benefit public education without the imposition of additional or increased taxes. The
lottery is administered by a five-person Commission appointed by the Governor and
confirmed by the State Senate.

Staff Comment: The Lottery forecasts revenue projections in May/June annually.
However, because of the inherently variable nature of lottery ticket sales, revenue
estimates for 2007-08 and 2008-09 cannot be made with certainty. The Governor's
Budget contains the Lottery’s “Statement of Operations” and “Distribution of State
Lottery Education Fund Revenues” for display purposes only, as the Act and subsequent
legislation dictate the allocation of most lottery revenues and leave discretion to the
Commission to allocate the remainder.

9860 Capital Outlay Planning and Studies Funding

This budget provides funding to be allocated by the Department of Finance to state
agencies to develop design and cost information for new projects.

CS 11.10 Reporting of Statewide Software License Agreements
Control Section 11.10 generally sets the terms by which a department may enter into or

amend a statewide software license agreement not previously approved by the
Legislature when state funds are to be used in the current or future budget years.
Staff Comment: The Administration has proposed no changes to this control section.

STAFF RECOMMENDATION ON VOTE-ONLY ITEMS: APPROVE all vote-only items
as proposed by the Governor.

VOTE on Vote-Only Items:

\ Action: All items on the Vote-Only calendar were approved on a 2 — 0 vote.
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Iltems Proposed for Discussion

0502 Office of the Chief Information Officer

The Office of the Chief Information Officer (OCIO) establishes and enforces statewide
information technology strategic plans, policies, standards, and enterprise architecture,
and provides review and oversight of information technology projects for all state
departments.

The OCIO was created under Chapter 183, Statutes of 2007 (SB 90—Budget Trailer
Bill), and was initially provided $4.7 million special fund, and 23.4 positions in FY 2007-
08. The Governor's Budget proposes $6.7 million GF and 32.3 positions for the OCIO in
FY 2008-09.

DISCUSSION ITEMS:

1. Informational Item: Update on Progress Toward Establishing the OCIO
(Implementation of Chapter 183, Statutes of 2007—SB 90). SB 90 (Committee on
Budget and Fiscal Review) of 2007 authorized the Office of the State Chief Information
Officer (OCIO) to establish and enforce information technology (IT) strategic plans,
policies, standards, and enterprise architecture; and approve, suspend, terminate, and
reinstate IT projects for all state departments (with certain exceptions). Additionally, the
bill called for the transfer, effective January 1, 2008, of the majority of the Office of
Technology Review, Oversight, and Security (OTROS) from the Department of Finance
to the OCIO. The measure also required the OCIO to produce an annual IT strategic
plan beginning January 15, 2009.

Staff Comment: On December 6, 2007, the Governor appointed Teresa (Teri) M. Takai
as the state chief information officer (CIO). Ms. Takai previously served as director of
the Michigan Department of Information Technology (MDIT) beginning in 2003, and also
served as the state's chief information officer. In this position, she restructured and
consolidated Michigan's resources by merging the state's information technology into
one centralized department to service 19 agencies and over 1,700 employees. The
subcommittee may wish to hear from the CIO on the steps she has taken to date to
implement SB 90.

Additionally, the subcommittee may wish Ms. Takai to respond to some or all of the
following questions:

1. Having recently relocated to California from Michigan, what are the strengths and
weaknesses of California’s IT as you begin your tenure as the state CIO? For
example, how does California compare to Michigan or other large states? Are
the challenges facing California’s IT largely similar to other states? Or, are there
challenges unique to California?

2. What is your vision for California’s IT both in the near-term (the coming year) and
the long-term (the next three to five years)? What concrete steps are necessary
in the coming months and by what milestones will the Legislature know that we
are headed in the right direction?
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3. How do you envision the OCIO'’s relationship with other state agencies? For
example, to what extent (and how) will input from the various state agencies be
elicited in shaping statewide IT policy, and to what extent will the OCIO need to
function as a control agency in a “top-down” mode?

2. Pro Rata/SWCAP Cost Recovery Proposal. The Governor's Budget includes $6.7
million GF as an ongoing funding source for the OCIO. The Administration proposes to
use a Pro Rata and Statewide Cost Allocation Plan (SWCAP) cost recovery program to
support the GF expenditure.

Staff Comment: When implementation of the OCIO was approved last year, the
Legislature approved funding on a one-time basis from the Department of Technology
Services (DTS) Revolving Fund. Because the DTS does not serve all state agencies,
but the OCIO does, the agreement was that a more appropriate permanent funding
source would have be identified beginning in Fiscal Year (FY) 2008-09.

Staff notes that a number of central service departments such as the State Controller's
Office, the State Treasurer's Office, and the Department of Finance (DOF), currently
operate on a Pro Rata and SWCAP cost recovery program. On paper, these
departments are general funded, but they use Pro Rata and SWCAP to collect special
and federal funds (respectively) as partial reimbursement for the services they provide to
other state agencies. Under this proposal, the OCIO would effectively bill all state
agencies, whether general funded, special funded, or federal funded, for their fair share
of the OCIO’s costs.

Staff Recommendation: APPROVE the OCIO budget.

Action: Held open. (The Chair initially motioned to approve the OCIO’s
budget, and a 2-0 vote was taken, but, a short time later, at the request of
Senator Ackerman, the Chair held the item open as a courtesy to an absent
Senator Dutton.)

3. Informational Item: Clear Reporting to Legislature on OCIO Delegation of
Authority to Departments. In establishing the OCIO, SB 90 added language to the
Government Code (Section 11546(b)) providing the office the authority to delegate any
of its project authority to a department based on the OCIO’s assessment of the
department’s project management, project oversight, and project performance.

Staff Comment: In order to maintain a clear chain of accountability, the subcommittee
may wish the Administration to clarify how the Legislature would be notified when the
OCIO delegates its authority.

4. Informational Item: OCIO Not Asked to Participate in Governor’'s Ten Percent
Across-the-Board GF Reductions. The Governor proposes 10-percent, across-the-
board reductions for all General Fund departments and programs, Boards,
Commissions, and elected offices—including the legislative and judicial branches—
except where such a reduction is in conflict with the state constitution or impractical.
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Staff Comment: Staff notes that the Governor did not propose to reduce the OCIO
budget despite the fact that such a reduction would be neither unconstitutional nor
impractical. The subcommittee may wish the Administration to explain why the OCIO
was not required to take a reduction like other general funded departments.
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0650 Office of Planning and Research

The Office of Planning and Research (OPR) assists the Administration with legislative
analysis and planning, policy research, and liaison with local governments, and also
oversees programs for small business advocacy, rural policy, and environmental justice.
Additionally, the office has responsibilities pertaining to state planning, California
Environmental Quality Act (CEQA) assistance, environmental and federal project review
procedures, and volunteerism. The California Volunteers program administers the
federal AmeriCorps and Citizen Corps programs and works to increase the number of
Californians involved with service and volunteerism.

The Governor's Budget begins by funding 99.1 positions (including 7.0 new positions)
and budget expenditures of $52 million (including $10.6 million General Fund) for the
department, but then includes a 10 percent, across-the-board General Fund (GF)
reduction (Budget-Balancing Reduction—-BBR) of approximately $1.0 million. The
individual BBRs are as follows:

Program General Fund* Personnel Years
(PYs)

State Planning and Policy -$431 --

Development

California Volunteers -$627 --

TOTALS -$1,058 --

(*dollars in thousands)

As illustrated in the table below, the net effect of the Governor’'s proposals would be a
3.0 percent decrease in total funds from adjusted Fiscal Year 2007-08, including
approximately $1.2 million less in GF.

Total Funds* General Fund* Positions
Adjusted 2007-08 $52,611 ($10,678) 96.1
Budget
2008-09 Base Budget $52,041 ($10,581) 99.1
Proposed Budget- -$1,058 (-$1,058) -
Balancing Reductions
GOVERNOR’S $50,983 ($9,523) 99.1
REVISED 2008-09
TOTALS
Change—Year Over -3.0% -10.9% +3.1%
Year

(*dollars in thousands)

Senate Budget and Fiscal Review Page 6



DISCUSSION ITEMS:

1. BCP-1: Senate Bill 97 Implementation, CEQA Guidelines. The OPR requests
$537,000 GF and 4.0 positions on a one-time basis to implement Chapter 185, Statutes
of 2007 (SB 97—Dutton), which requires the OPR to prepare and transmit to the
Resources Agency by July 1, 2009, draft guidelines (state regulations) for the mitigation
of greenhouse gas emissions, as required by CEQA.

Staff Comments: The CEQA, as the state’s primary environmental law, requires
analysis and disclosure of potentially significant environmental impacts before a public
agency approves a project. The CEQA guidelines are the state regulations that explain
and further interpret the CEQA statute for both public agencies and for the public
generally, so that the CEQA process is understandable to those who administer it, to
those subiject to it, and to those who benefit from its existence.

Staff notes that the OPR is already home to the State Clearinghouse (SCH), which
coordinates the distribution of environmental documents prepared under the CEQA to
state agencies for their review and comment, and the OPR is also currently responsible
for recommending guideline revisions to the Resources Agency (which, according to
OPR staff, it has done on an average of every 2-3 years for the last 9 years).
Notwithstanding the OPR’s expertise in CEQA matters, the office indicates that it does
not currently possess the staff resources or expertise necessary to engage in a timely
manner an issue as complex and contentious as mitigation of greenhouse gas
emissions. Therefore, the OPR requests a scientist and an attorney, as well as a
program director and an administrative assistant, to carry out the requirements of SB 97.

Staff Recommendation: APPROVE the request.

Action: Held Open (as a courtesy to an absent Senator Dutton). The Chair
indicated an inclination to deny the proposal unless the Administration is
able to show that the request would directly impact health and safety,
and/or generate off-setting savings.

2. BCP-2: California Volunteer Matching Network. The OPR requests $766,000 GF
and 3.0 positions ongoing to continue the California Volunteer Matching Network
(CVMN).

Staff Comments: The 2006-07 Budget Act provided: (1) two-year, limited-term funding
for the CVMN to launch a Web site that pulls together local volunteering opportunities
and posts them all in a single, state-operated database; and (2) assistance to existing
walk-in  volunteer “hubs” (henceforth, Hubs) which are operated by nonprofit
organizations and help match potential volunteers with volunteer opportunities. The
Administration requests to permanently establish the CVMN.

According to the OPR, the CVMN addresses a “gap” between the need for volunteers
and the Californians who would serve if given access to the information they need to
connect with volunteer opportunities in their communities. The OPR cites increases in
the number of visitors to Hub websites and the number of volunteers registered in Hub
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databases as evidence that the CVMN is in fact filling the alleged gap and turning
“would-be” volunteers into “real” volunteers.

Staff notes, however, that the OPR is unable to track the number of CVMN users who
actually decide to volunteer, and, more importantly, the OPR cannot provide conclusive
evidence that the CVMN induces people to volunteer who would not have otherwise. As
noted by the Legislative Analyst’'s Office (LAO) in its “Analysis of the 2008-09 Budget
Bill,” there are many Web sites that provide potential volunteers the ability to search for
opportunities in the state. While the OPR claims credit for having linked at least 4,000
people with VolunteerSanDiego.org during last summer’s fires in that region, there is no
reason to believe that many, if not all, of these volunteers would not have located
volunteer opportunities through other means (for example, the www.HelpinDisaster.orq).

Ultimately, the lack of evidence showing a causal link between the CVMN and increased
volunteerism is not a sufficient basis for concluding that the CVMN provides no benefit to
the state. However, the lack of evidence identifying a clear and quantifiable benefit is
sufficient to place the CVMN well down the list of priorities for the use of scarce GF that
could otherwise be used to fund programs with well-documented benefits. This being
the case, the subcommittee may wish to deny the requested GF, but encourage the
OPR to return with a plan, including Trailer Bill Language, to continue the program using
non-state funds (similar to the model currently employed to fund the state’s international
trade office in Armenia). If the CVMN is as valuable to volunteerism in the state of
California as the OPR maintains, perhaps a philanthropic organization (or organizations)
would be willing to provide the funding necessary to carry on the work the state has
piloted.

Staff Recommendation: DENY the request, but invite the Administration to return with
a proposal to continue the CVMN with non-state funding.

Action: Approved the staff recommendation on a 2-0 vote.

3. BBR: California Volunteer Marketing Network—Reduction in Marketing Funds.
The Governor proposes a $127,000 GF reduction to the funding available to contract for
marketing expertise and activities that would assist in promoting the CVMN to
Californians.

Staff Comments: During Special Session, the Legislature approved a $375,000 GF
reduction in the current fiscal year for these same activities. If the subcommittee denies
Iltem 2 (above), then this proposal is moot and should be denied. However, if Item 2 is
approved, then the subcommittee may wish to increase this reduction consistent with
action taken in Special Session.

Staff Recommendation: DENY the proposed reduction (because it would be
redundant of the staff recommended action in Item 2, above).

Action: Approved the staff recommendation on a 2-0 vote.
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4. BBR: Reduction in Cesar Chavez Grant Program. The Governor proposes to
reduce by $500,000 GF the amount of funding available for grants that support
afterschool service learning programs in middle schools and/or legacy projects in local
communities.

Staff Comments: The Cesar Chavez Day of Service and Learning program is
established in state statute with an annual appropriation of $5 million GF to promote
service to the communities of California in honor of the life and work of Cesar Chavez.
Under the program, California Volunteers makes grants to specified programs that
engage students in community service that may qualify as instructional time on Cesar
Chavez Day and meet certain criteria specified in statute.

These grants were suspended previously from 2003-04 through 2005-06, due to the
state’s budget shortfalls, and the LAO recommends doing so again in order to save $5
million GF in 2008-09. Staff notes that the following Trailer Bill Language would mirror
language adopted previously by suspending the appropriation for two years:

Section 6 of Chapter 213 of the Statutes of 2000 is amended to
read:

SEC. 6. The following sums are hereby appropriated from the
General Fund to be allocated according to the following schedule:

(a)(1) Five million dollars ($5,000,000) to the California
Commission on Improving Life Through Service, on an annual basis,
for the purpose of funding grants to local and state operated
Americorps and Conservation Corps programs, up to 5 percent of
which may be used for state level administration costs.

(2) This subdivision shall be inoperative from July 1, 2008,
to June 30, 2010.

(b) One million dollars ($1,000,000) to the Superintendent of
Public Instruction for the purpose of developing or revising, as
needed, a model curriculum on the life and work of Cesar Chavez
and distributing that curriculum to each school.

Staff Recommendation: INCREASE the proposed reduction by $4.5 million GF (for a
total of $5 million), and DENY the Administration’s proposed trailer bill language.
Instead, APPROVE the language above in order to effectuate the $5 million reduction.

Action: Approved the staff recommendation on a 2-0 vote.

VOTE-ONLY ITEM:

1. BBR: Reduction of State Planning and Policy Development Program. The
Governor proposes a $431,000 GF reduction to this program, whose major activities
include: (1) policy research for the Governor and Cabinet; (2) recommending and
implementing state policies with regard to land-use and growth planning, including joint
use land planning with the military; (3) providing technical advice to local governments
with regard to planning; and (4) advising permit applicants and government agencies on
provision of the CEQA and operates the SCH for environmental and federal grant
documents.
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Staff Comments: The OPR has indicated the following regarding this proposed

reduction:

OPR has crafted its budget to maintain statutory operations and current service
expectations at the SCH. The SCH currently achieves a one-day turn around on
most document processing and data entry activities; this rate exceeds the statutorily
required three day maximum. While it is not our intent, as we are proactively
realigning workload in other units as well as cross training to leverage personnel skill
sets, the budget may impact the SCH in the following ways:

Processing of draft documents may be extended to the maximum 3 day turn
around.

Entry of documents to the database may be delayed.

Technical assistance may be reduced in order to keep up with the daily
statutory responsibilities related to processing and posting of the CEQA
documents.

Training and outreach to state agencies may decrease.

Involvement on state agency working groups and presentations for state
agencies would be significantly limited, so SCH staff can focus on our core
statutory obligations.

Specifically, OPR will achieve its BY reductions through the following actions:

Personnel:

Two positions to remain vacant (research/policy and legislation)
Reduce student assistants

OE&E

Travel: moratorium on non-essential travel

Training, Conferences Seminars: reduction in non-essential participation
Equipment: replacement delayed and unused equipment contracts
terminated

Telecommunications: usage reductions and contracts reevaluated (done)
Subscriptions: reduced or cancelled

Existing Contracts: negotiations to lock in 2007-08 rates

STAFF RECOMMENDATION ON VOTE-ONLY ITEM: APPROVE AS BUDGETED.

Action: Approved the staff recommendation on a 2-0 vote.
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0840 State Controller

The State Controller is the Chief Financial Officer of the state. The primary functions of
the State Controller’s Office (SCO) are to provide sound fiscal control over both receipts
and disbursements of public funds; to report periodically on the financial operations and
condition of both state and local government; to make certain that money due the state
is collected through fair, equitable, and effective tax administration; to provide fiscal
guidance to local governments; to serve as a member of numerous policy-making state
boards and commissions; and to administer the Unclaimed Property and Property Tax
Postponement Programs.

The Governor's Budget begins by funding 1,386.3 positions (a net decrease of 2.2
positions over adjusted current year totals) and budget expenditures of $185.7 million
(including $89.9 million GF) for the department, but then includes a 10-percent, across-
the-board, unallocated GF reduction (Budget-Balancing Reduction—-BBR) of
approximately $9.0 million.

VOTE-ONLY ITEMS:

1. BCP-2B: Transportation Audits. The SCO requests 15.0 positions and $1.9
million in reimbursement authority to provide audit services to the California Department
of Transportation (Caltrans) for Proposition 1B funds.

Staff Comments: Proposition 1B of 2006 authorized $19.5 billion in general obligation
bonds for various transportation projects. Caltrans has primary responsibility over
administration of the funds and has requested the SCO to provide audit services for at
least seven years through an interagency agreement. The following table reflects the
SCO’s anticipated audit costs, which would be funded through bond proceeds:

Year Positions Funding
2007-08 12.0 $1,484,000
2008-09 15.0 $1,876,000
2009-10 17.0 $2,168,000
2010-11 17.0 $2,168,000
2011-12 17.0 $2,167,000
2012-13 17.0 $2,178,000
2013-14 19.0 $2,411,000

Staff notes that, as reflected in the table, the SCO began work on these audits in the
current fiscal year (CY) through a technical adjustment to its reimbursement authority.
The funding for the audits had already been approved during the 2007-08 budget
process as part of a Spring Finance Letter.

2. BCP-2C: California State University Audits. The SCO requests 4.0 positions
and $422,000 in reimbursement authority to provide audit services to the various
California State University (CSU) campuses.
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Staff Comments: Chapter 79, Statutes of 2006 (AB 1802) revised the Education Code
to permit the 23 individual CSU campuses to deposit into a local trust account the
monies they collect for higher education tuition and fees from students. While this meant
that CSU tuition and fees would no longer be appropriated through the state’s normal
budgetary process, AB 1802 provided for oversight by authorizing the SCO to conduct
audits of the trust accounts to verify that sufficient controls exist to ensure that payments
from the trust accounts are legal and proper.

Through a technical adjustment to the CY budget, the SCO has already begun work on
these audits, and indicates they will be ongoing for as long as the student fee trust
accounts exist.

3. BCP-8: Bond and PMIA Loan Program. The SCO requests 3.0 positions and
$277,000 in reimbursement authority to address the increased number of bonds and
associated loans being processed in the state’s Bond Pooled Money Investment
Account (PMIA) Loan Program.

Staff Comments: According to the SCO, the number of bonds, loans and associated
accounts has tripled since 1987, and the Bond Acts passed by the voters in 2006 and
being implemented in the current fiscal year will include more than 100 new bond/loan
accounts. Although the 3.0 existing staff associated with this workload have managed to
address much of the historical increase through improved efficiency (primarily generated
by the transition from paper to electronic processes), the SCO indicates redirection and
overtime are no longer sufficient to fill the emerging staff deficit.

Staff notes that the State Treasurer’s Office budget contains a request for the bond fund
authority necessary to supply the SCO with the reimbursement for these activities.

4. BCP-10: Governmental Accounting Standards Board (GASB) Statement No. 45
Workload. The SCO requests 2.0 positions (including conversion of 1.0 limited-term
positions to permanent) and $399,000 ($200,000 Unallocated Bond Funds and $199,000
Public Employees’ Health Care Fund) to perform work related to compliance with new
requirements for GASB Statement No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions (OPEB). Of the
requested amount, $186,000 would be used to fund the 2.0 positions and $213,000
would be used for contracts.

Staff Comments: GASB is the standard setting body that promulgates Generally
Accepted Accounting Principles (GAAP). Producing GAAP-compliant annual financial
statements helps disclose the quality of the state’s financial management and assists in
the process of issuing debt by protecting the state’s credit rating.

5. BCP-12: Remittance Processing Workload. The SCO requests 1.0 position and
$93,000 in reimbursement authority to address increased workload related to revenues
processed from counties and courts.
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Staff Comments: The number of remittances received by the SCO has increased
steadily over the past 10-15 years, while multiple new laws have increased the
complexity and expanded the scope of the work required to process each remittance.

STAFF RECOMMENDATION ON VOTE-ONLY ITEMS: APPROVE AS BUDGETED.

Action: Approved the staff recommendation on a 2-0 vote.

DISCUSSION ITEMS:

1. BCP-3B: Unclaimed Property Program Fund Shift. The SCO proposes to convert
GF appropriations for Unclaimed Property Program (UCP) functions to Unclaimed
Property Fund appropriations. For FY 2008-09, this would reduce the SCO’s GF
appropriation by $26.1 million and increase the Unclaimed Property Fund appropriation
by the same amount.

Staff Comments: Because monies in the Unclaimed Property Fund are ultimately
revenue to the GF (if unclaimed by the rightful owner), this proposal would neither help
nor harm the state’s bottom line. However, by moving support for the UCP out from
under the “General Fund” umbrella, this proposal would serve to insulate the program
against future fluctuations in GF availability. For example, a 10-percent, across-the-
board GF reduction would not affect the UCP under this proposal. Staff notes that
safeguarding the program’s funding would better protect the property rights of the state’s
citizens, and would be consistent with the direction the state has received from the
courts involved in the current and ongoing UCP litigation.

Staff Recommendation: APPROVE the request.

Action: Approved the staff recommendation on a 2-0 vote.

2. BCP-7: Local Government E-Claim System. The SCO requests 4.5 two-year
limited-term positions and $444,000 GF to support the maintenance and operations of
the Local Government E-Claims system (LGeC).

Staff Comments: The LGeC project was approved in FY 2005-06 in order to enable
claimants and their consultants to securely submit mandated cost claims electronically
into the SCO’s Local Reimbursements system. The original project Feasibility Study
Report called for a commercial off-the-shelf solution (COTS), estimated completion on
November 30, 2006, and projected savings of $14.7 million beginning in 2006-07.
However, due to the inadequacy of the original Adobe solution, the LGeC required a
customized solution and the project was not completed until November 2007 (and will
not be 100-percent operable until June 30, 2008). Staff notes that the LGeC is
anticipated to save approximately $11.8 million per year beginning in 2009-10.

The primary reason for the reduction in estimated savings and the need for additional
positions is that the final, customized solution requires in-house ongoing maintenance
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and support, whereas under the COTS the vendor would have supplied these services.
The SCO indicates that 3.0 positions previously dedicated to desk audits (and therefore
the generation of savings) have already been redirected to address this workload, and
the requested limited-term positions reflect the minimum complement of additional
staffing required to keep the system operational. Staff notes that, according to the SCO,
the LGeC system would cease to function reliably and accurately without the
maintenance to be provided by the requested positions.

If approved, the SCO proposes to monitor workload throughout the next fiscal year and
return during the 2009-10 budget process with a clarified request based on a refined
estimate of its long-term need.

Staff Recommendation: APPROVE as budgeted.

Action: Approved the staff recommendation on a 2-0 vote.

3. BCP-11: California Child Support Automation System (CCSAS). The SCO
requests 2.0 limited-term positions and $201,000 in reimbursement authority to fulfill its
constitutional and statutory responsibilities associated with implementing and monitoring
the CCSAS.

Staff Comments: This proposal comports with the 2008-09 Budget Change Proposal
and Special Project Report submitted by the Department of Child Support Services,
which provides reimbursements to the SCO. Staff notes that this is the fourth year of the
SCO'’s participation in this project.

Staff Recommendation: CLOSE the item recognizing that it will conform to the action
taken in Budget Subcommittee #3 on the DCSS budget.

Action: Approved the staff recommendation on a 2-0 vote.

4. BCP-4A: Human Resources Management System/21° Century Project. The
SCO requests 70.5 limited-term positions and $38.3 million ($21.9 GF; 2.9
reimbursements; and $13.5 million special funds).

Staff Comment: This request is part of an ongoing multi-year project (which was first
funded in FY 2005-06) to replace existing employment history, payroll, leave accounting,
and position control systems. The HRMS will also include a statewide time and
attendance capability, greatly enhancing the Controller, Administration, and Legislature’s
fiscal oversight abilities. For example, it is expected that the system will eventually
capture actual salary savings at each department, replacing the arbitrary five percent
standard used statewide today.

Staff notes that a revised Special Project Report is currently under review by the
Department of Finance and a Spring Finance Letter will be developed and submitted to
reflect changes to this proposal.

Staff Recommendation: HOLD OPEN, pending Spring Finance Letter.
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Action: Held open.

5. BCP-4B: Human Resources Management System/21°%' Century Project Federal
Fund Repayment. The SCO requests $969,000 for reimbursement of federal funds
collected in 2005-06 and 2006-07.

Staff Comment: As noted in the previous item, staff anticipate a Spring Finance Letter
on the 21* Century Project, so the subcommittee should await its arrival before taking
action on any related BCPs.

Staff Recommendation: HOLD OPEN, pending Spring Finance Letter.

Action: Held open.

6. BBR: Unallocated General Fund Reduction. The Governor proposes a $9.0
million unallocated reduction to the SCO’s GF budget.

Staff Comments: To date, the Administration has not provided any information on how
this reduction would be taken, or how it would impact SCO programs. SCO and DOF
staff indicate there are ongoing talks between the two agencies regarding if and how the
SCO would take the $9.0 million reduction (or some smaller portion thereof). Staff notes
that the SCO’s 10-percent reduction was calculated on a $90 million 2008-09 GF budget
that includes not only $21 million for the 21%' Century Project, but funding for
constitutionally required workload such as payroll and apportionments to locals. For this
reason, the SCO may have limited flexibility in terms of where it can apply any proposed
reduction.

Staff Recommendation: HOLD OPEN, pending further information from the
Administration.

\ Action: Held open.

7. Informational Item: California Automated Travel Reimbursement System’s
(CalATERS) Statewide Rollout. CalATERS is an automated travel expense processing
system that allows state employees and department accounting offices the ability to
process travel advances and expense reimbursements via the internet or an intranet. In
2007-08, the Legislature approved positions and funding for the SCO to rollout
CalATERS statewide as mandated by Chapter 69, Statutes of 2006 (AB 1806).

Staff Comments: The original CalATERS study, conducted in 1995, projected annual
statewide savings from an automated travel expense system of approximately $7.8
million. However, in considering last year's CalATERS proposal, this subcommittee
heard discussion of the potential impact granting certain departments exemptions from
participation in the program would have on these potential savings. At the time, the
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SCO indicated that Caltrans was one of only three departments that had sought an
exemption, and estimated Caltrans’ non-participation in CalATERS would reduce
statewide savings by approximately $800,000 (or roughly 10.5%).

On February 1, 2008, the DOF submitted a notification of approved exemptions for
CalATERS that included 23 state entities (see Attachment A). Although Caltrans still
remains by far the largest agency exempted from the program, the subcommittee may
wish the SCO to comment on: (1) the impact these exemptions will have on the
effectiveness of CalATERS in generating savings to the state; (2) the steps the
Administration plans to take to bring all state agencies under a single, automated travel
expense system; (3) the future impact on CalATERS if the state moves ahead with the
FI$Cal project.
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0890 Secretary of State

The Secretary of State (SOS), a constitutionally established office, is the chief election
officer of the state and is responsible for the administration and enforcement of election
laws. The office is also responsible for the administration and enforcement of laws
pertaining to filing documents associated with corporations, limited partnerships, and the
perfection of security agreements. In addition, the office is responsible for the
appointment of notaries public, enforcement of notary law and preservation of certain
records with historical significance. All documents filed with the office are a matter of
public record and of historical importance. The Secretary of State's executive staff
determines policy and administration for Elections, Political Reform, Business Programs,
Archives, and Information Technology and Management Services Divisions.

The Governor's Budget begins by funding 505.0 positions (a net increase of 7.0
positions over adjusted current year totals) and budget expenditures of $125.6 million
(including $35.0 million GF) for the department, but then includes a 10-percent, across-
the-board, wunallocated GF reduction (Budget-Balancing Reduction-BBR) of
approximately $3.5 million.

VOTE-ONLY ITEM:

BCP-5: AB 917 Election Security—Parallel Monitoring. The SOS requests $101,000
GF to implement Chapter 501, Statutes of 2007 (AB 917). SB 917 requires, among
other provisions, that the SOS conduct parallel monitoring of each direct recording
electronic (DRE) voting system on which ballots will be cast (in precincts that have more
than one DRE voting system).

Staff Comments: The need for parallel monitoring was dramatically reduced as a result
of the SOS’s 2007 Top-to-Bottom Review, which decertified all but one DRE system
(Hart Inter-Civic). Currently, only Orange and San Mateo counties use DRE systems
that fall under the provisions of SB 917. Staff notes that out-year costs of AB 917 could
rise if either more DRE systems become certified or more counties switch to use of Hart
Inter-Civic systems.

Staff notes that the parallel monitoring was requested and authorized in the 2007-08

Help America Vote Act (HAVA) Spending Plan; however, those funds cannot be used as
HAVA funds cannot be used to supplant state-mandated programs.

STAFF RECOMMENDATION ON VOTE ONLY ITEM: APPROVE AS BUDGETED.

Action: Approved the staff recommendation on a 2-0 vote.

DISCUSSION ITEMS:
1. BCP-1: Revised Spending Plan for Help America Vote Act Expenditures. The

Governor's Budget includes $42.3 million in federal fund expenditure authority ($3.5
million in this item and $38.8 million in the next item) to continue implementing HAVA in
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accordance with a revised expenditure plan. By the end of the current fiscal year,
California will have received approximately $387.3 million in federal funds (including
interest) for voter equipment replacement, voter education, and related activities. Of the
$42.3 million requested for expenditure in the budget, $38.8 million will be used to begin
implementing the VoteCal statewide voter database (see BCP-2 below), $1.1 million to
provide election assistance for people with disabilities, $1.7 million for administration,
and $1.2 million for other elections-related activities (including voter education and
voting systems testing/certification).

Staff Comments: Based on an LAO recommendation, the Legislature reduced the
HAVA budget by $308,000 in administrative expenses last year in recognition of the fact
that most HAVA requirements were implemented in time for the 2004 and 2006 elections
and in anticipation of the ramping down of HAVA activities. Staff notes that the spending
plan before the subcommittee this year is substantially the same as the current year
adjusted HAVA budget, and the SOS indicates that it is unclear when HAVA workload
will “taper off.”

According to the SOS, the HAVA landscape continues to shift and the proposed
spending plan reflects the SOS’s need to adjust to changes at both the federal and state
level. For example, the SOS notes the following developments:

o Congress just provided a new round of HAVA funding that may only be accessed
by states after they have developed a new State Plan describing how they will
continue to implement HAVA. California would be eligible for up to $12.9 million
of these funds, but needs an advisory committee to develop the aforementioned
State Plan.

e Counties are not spending their available funds as quickly as anticipated and,
combined with the need to produce an ongoing spending plan, respond to audits
(most recently by the Bureau of State Audits), and produce quarterly and annual
reports to the Legislature, the budgeting, accounting, contracting, and
administrative oversight workload is not decreasing.

e There has been a significant “evolution” in major policy arenas that directly affect
the administration of HAVA. Notably, there have been changes at both the state
and federal level associated with the testing and certification of voting systems,
including DRE systems. Additionally, the SOS must still fulfill the terms of a
binding Memorandum of Agreement between the state and the United States
Department of Justice, which requires the establishment of a fully compliant,
long-term statewide voter registration database (VoteCal—discussed below).

Staff notes that the proposed plan estimates a $51 million balance in HAVA funds would
remain after 2008-09, and projects that approximately $25.5 million would go unspent
following cessation of planned activities in 2010-11.

Staff Recommendation: APPROVE as budgeted.

Action: Approved the staff recommendation on a 2-0 vote.

2. BCP: Voter Registration Database Replacement (VoteCal). The Secretary of
State requests 10.0 positions and $38.8 million in federal fund expenditure authority to
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replace the existing CalVoter statewide voter database with a more centralized and
technologically advanced VoteCal database, and to remediate the existing county
Election Management System. The VoteCal database will contain the name and
registration information for every legally registered active or inactive voter in California.
After all federal HAVA funds are expended these positions will be funded by state
General Fund.

Staff Comments: The Legislature provided 12.0 positions and $6.9 million in federal
fund expenditure authority to the VoteCal project for the current fiscal year. To date, the
SOS has completed the initial procurement phase of the VoteCal project, including
selection of project management services, Independent Verification and Validation
services, and Independent Project Oversight Consultant and procurement vendor. The
project is currently in the Vendor Selection and Project Planning Phase, which is
scheduled to last throughout most of the rest of the 2008 calendar year—with the vendor
contract to be awarded in December. The SOS currently anticipates the VoteCal system
will be deployed in December 2009.

Although this request is consistent with an approved Feasibility Study Report (dated
March 20, 2006) and an August 15, 2007, Special Project Report (SPR), an updated
SPR is anticipated to be submitted in September 2008. The total project costs, including
the staffing and Operating Expenses and Equipment are subject to change once a
vendor is selected; however, the SOS remains optimistic that the project can be
implemented for less than the original cost estimate because that estimate was based
on a custom software development, and the SOS now believes that the bidders will
propose substantial use of existing software. Staff notes that the rate of inflation since
the estimate was made in 2004 could offset some or all of these reduced costs.

As noted last year, the VoteCal system represents an unknown out-year General Fund
pressure because the state will have to fund the operation and maintenance of the
system after federal funds are exhausted, which is anticipated to occur after FY 2010-11.

Staff Recommendation: APPROVE as budgeted.

Action: Approved the staff recommendation on a 2-0 vote.

3. BCP-4: SB 854 Student Voter Registration. The SOS requests $167,000 GF in
2008-09 (and $333,000 ongoing) to pay for voter registration print costs associated with
implementation of Chapter 481, Statutes of 2007 (SB 854). SB 854 requires that every
California Community College and California State University offer an automated voter
registration option during student class registration.

Staff Comments: As discussed in full Budget Committee hearings during the special
session, the current fiscal crisis requires that the Legislature consider many options that
would not ordinarily be on the table in better budgetary times. This includes deferral or
elimination of funding for recently enacted legislation. The subcommittee may wish to
consider deferral of funding for this legislation.

Staff Recommendation: DENY this proposal without prejudice toward the justification
supplied by the SOS and notwithstanding the previous intent of the Legislature in
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passing SB 854. Encourage the SOS to address the requirements of SB 854 as best as
is possible within existing resources and offer reconsideration of this proposal next year.

Action: Approved the staff recommendation on a 2-0 vote.

4. BCP-3: Archival Planning and Record Management. The SOS requests 1.0
position and $92,000 GF to acquire, manage, and preserve California Supreme and
Appellate Court records.

Staff Comments: The SOS indicates that the courts have recently begun releasing
case files to the State Archives in an unprecedented volume, and large amounts of
records are anticipated to be sent to the Archives continuing into the immediate future.
According to the SOS, without additional staff to develop and maintain a plan for the
Court Records Program, some vital court records may be destroyed and many others
will not be available to the public because a backlog of records will develop.

Staff notes that the rationale for this request is legitimate insofar as many court records
are important documents that should be preserved and made accessible to the public—
be they other courts, law firms, government staff, or individual citizens. However, in view
of the current fiscal crisis, using GF to provide access to historical documents does not
rise to the same level of priority as supplying basic services to the citizenry of California.
Notwithstanding the need for the Archives to develop a plan for the Court Records
Program to rationalize the retention of court records, staff recommends denying this
proposal. Staff notes that this action would delay access to certain court records.

Staff recommendation: DENY the proposal without prejudice and instruct the SOS to
work with the courts to temporarily suspend or slow the transmission of court files during
the fiscal crisis in order to enable the SOS to develop a long-term court records plan and
continue to meet the current workload within existing resources. The Subcommittee
may wish to offer reconsideration of this proposal under an improved fiscal outlook in a
future budget.

Action: Approved the staff recommendation on a 2-0 vote.

5. BBR: Unallocated General Fund Reduction. The Governor proposes a $3.5
million unallocated reduction to the SOS’s GF budget.

Staff Comments: According to information recently provided to staff, the SOS would
take its portion of the Governor’s proposed 10-percent, across-the-board reduction in the
following manner:

After a thorough and exhaustive review of expenditures, the SOS will reduce
costs associated with the printing and mailing of the Voter Information Guide
(VIG). These changes will result in a reduction to expenditures without
significantly adversely affecting program related functions and activities. The
cost of producing the VIG is a significant expenditure borne by the General Fund,
which with at least one statewide election in every fiscal year, equates to a
substantial ongoing commitment of funds.
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Changes to the VIG will include:

a

000D

Leaving the pullout guide in place but eliminating the perforation and special
gluing associated with the current guide;

Printing using only black ink;

Using lighter weight newsprint;

Reducing the overall dimensions of the guide; and

Eliminating duplicate mailings to households (statutory change necessary).

Based on prior expenditures, estimates and quotes, the SOS estimates it can
save approximately $3.5 million by implementing these changes.

Staff notes that approximately 97 percent of the GF received by the SOS goes to funding
election and archival activities, with the remaining 3 percent ($1 million) supporting other
activities such as the confidential mail-forwarding program called Safe at Home that
helps Californians escape abusive partners.

Staff Recommendation: APPROVE the reduction.

Action: Approved the staff recommendation on a 2-0 vote.
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1760 Department of General Services

The Department of General Services (DGS) provides management review and support
services to state departments. The DGS is responsible for the planning, acquisition,
design, construction, maintenance, and operation of the state’s office space and
properties. It is also responsible for the procurement of materials, data processing
services, communication, transportation, printing, and security.

The Governor’'s Budget begins by funding 4,084.4 positions (a net increase of 127.6
positions relative to adjusted current year totals) and budget expenditures of $1.2 billion
(including $7.9 million General Fund) for the department, but then includes a 10 percent,
across-the-board General Fund (GF) reduction (Budget-Balancing Reduction—-BBR) of
approximately $794,000, to be taken from State Capitol maintenance and repairs
program (see Vote-Only Iltem #1).

DISCUSSION ITEMS:

1. BCP-1: School Facilities Program (SFP)—Fiscal Services Staffing. The DGS
requests 7.0 positions and $740,000 (School Facilities Fund) for the Office of Public
School Construction (OPSC) to address SFP audits, and to establish an automated and
integrated audit information system.

Staff Comments: Under the direction of the State Allocation Board (SAB), the OPSC
administers the functions of various school facilities and building acts (most recently, the
Leroy F. Greene School Facilities Act of 1998) through which school districts establish
eligibility for funding from statewide bond measures for school facility construction. The
SAB approves and apportions funds for projects of eligible schools districts which are
certified by the OPSC as compliant with applicable statutory prerequisites.

Over the past ten years, the voters have passed four statewide bonds that provided
funding for school facilities. The following table displays funds authorized for each bond
along with the amounts awarded and disbursed as of January 31, 2008:

Bond Authorized Awarded to Disbursed to
Funds* Date* Date*

Prop 1D (2006) $7,350,000 $636,233 $360,180

Prop 55 (2004) $10,015,500 $8,882,687 $6,467,701

Prop 47 (2002) $11,400,000 $10,878,052 $9,662,379

Prop 1A (1998) $6,700,000 $6,642,247 $6,641,829

TOTAL $35,465,500 $27,039,219 $23,132,089

(*dollars in thousands)

As reflected in the table above, the OPSC has already disbursed over $23 billion in
school facilities and will send billions more “out the door” in the coming years. With
these many billions of dollars invested in school facilities projects, the OPSC is also
tasked with responsibility to audit the recipient projects (per Title 2 California Code of
Regulations Section 1859.106) to ensure that the bond funds are expended in
accordance with the law. Due to the fact that it can take more than nine years for a
project to go from application to apportionment, from funding to expenditure, and finally
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from the beginning to the end of the audit process (project closeout), some of the Prop
1A, many Prop 47, most Prop 55, and no Prop 1D projects have been closed out. The
following table provides a snapshot of where the OPSC estimates each of the school

facilities bonds is in terms of the progression from fund apportionment to final closeout:

Prop 1A Prop 47 Prop 55 Prop 1D
(1998) (2002) (2004) (2006)
Duration of Bond 11/1998 11/2002 03/2004 12/2006
Fund to to to to
Apportionments 10/2002 12/2006 08/2008* 03/2010*
#of :F:g‘oe’r‘t“itjn'zgi vet 0 24 454 2,400
($ Amount) (%$0.1 billion) ($2.1 billion) | ($7.0 billion)
# of Projects
Apportioned, But 363 2,297 2,207 210
Not Closed ($2.3 billion) ($9.0 billion) ($7.7 billion) (%$0.3 billion)
($ Amount)
# of Projects Closed 2,088 1,297 78 0
($ Amount) ($3.9 billion) ($2.3 billion) ($0.1 billion)
4/2000 5/2003 10/2005 05/2008
Closeout Period* to to to to
3/2011 5/2015 01/2017 8/2018

(*estimated)

As reflected in the table above, although the OPSC has disbursed over 65 percent of the
approved bond funds, the bulk of the audit and closeout workload will hit in the next ten
years. For example, the OPSC indicates that its current audit workload 1,400 projects
worth $7 billion is anticipated to grow in FY 2008-09 to 2,000 audits—a 43 percent
increase. In the long-term, over the next eight years, the OPSC projects that the audit
workload will swell to approximately 8,000 projects, more than doubling the total of 3,400
from the previous eight years.

Staff notes that the request for 7.0 additional auditor positions to augment the existing
35.0 positions in the Auditing Services Section of the OPSC appears reasonable within
the above context. However, the subcommittee may wish to question the OPSC
regarding plans it is undertaking to more effectively target audits using risk-based
assessment of projects. Since 2000, the OPSC Fiscal Services staff have recovered
nearly half a billion dollars from school districts that have not complied with the various
laws and regulations that govern the SFP, but this has been accomplished treating each
project audit more or less equally. If the OPSC is able to develop risk-based criteria and
better prioritize staff time, the SFP audit program is liable to recover more dollars, or, at
a minimum, better ensure that bond awards are being spent appropriately.

Additionally, the subcommittee may wish to inquire regarding the OPSC’s plans to
automate and integrate its existing audit information system. This effort is largely
motivated by the need to meet the requirements of the Governor's Executive Order S-
02-07 which sets forth the Administration’s plan to audit all 2006 General Obligation
Bond expenditures and make the audit findings available to the public via the internet.
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However, staff notes that there may be opportunities for the OPSC to develop its audit
information system in such a way as to allow better tracking of how bond dollars are
actually spent and the tangible results they produce at school sites. This information
might better inform policy makers in deciding when to initiate and how to size the next
education bond.

Staff notes that the Senate Budget Subcommittee #1 (on Education) may wish to make
comment on this proposal.

Staff Recommendation: HOLD OPEN, pending comment/input from the budget
subcommittee on education.

Action: Held open, pending comment/input from the budget subcommittee
on education.

2. BCP-2: Williams Settlement-Program Services Staffing for the Emergency
Repair Program (ERP). The DGS requests 2.0 positions and $217,000 GF to process,
review, and approve in a timely manner emergency repair requests from school districts
seeking funding under the Williams Settlement.

Staff Comments: In August 2004, the state settled out of court with the plaintiffs of the
Williams v. California lawsuit, which concerned K-12 education instructional materials,
teacher qualifications, and facilities. The settlement applied primarily to schools that
scored in deciles one through three of the 2003 Academic Performance Index (API), and
the facilities portion of the settlement required schools to ensure facilities are clean, safe,
and maintained in good repair.

Chapter 899, Statutes of 2004 (SB 6, Alpert), as part of the legislative package
implementing the Williams Settlement, created the ERP and established a procedure
whereby districts could apply to the state for supplemental funding to address
emergency facility needs (for schools in deciles one through 3). The ERP was originally
implemented as a reimbursement program in which eligible school districts were
required to complete and make payment for the repair or replacements costs prior to
submitting a request for funding. However, Chapter 704, Statutes of 2006 (AB 607,
Goldberg) changed the ERP to a grant program. Whereas the original reimbursement
program design made ERP funds difficult for many districts to access, the switch to a
grant model has increased demand for the funds significantly.

Given the increased access to ERP funds via the grant program, the OPSC estimates
that each of the 2,230 schools that were eligible for the ERP as of July 1, 2007, will file
2.5 ERP applications over the course of the next three years, resulting in 5,125 ERP
applications over that time period, or 1,708 applications annually. Although, according to
the OPSC, this projected workload would ordinarily justify 8.0 positions, the OPSC
conservatively requests 2.0 positions to address increased ERP applications. The
OPSC notes that there are currently approximately 1,400 ERP applications on its
workload list and that the average processing time per application is approximately 160
days (well above the OPSCs goal of 90 to 120 days).
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Staff Recommendation: HOLD OPEN, pending comment/input from the budget
subcommittee on education.

Action: Held open, pending comment/input from the budget subcommittee
on education.

3. TBL: Shift Emergency Repair Program Audit Responsibilities to Counties. The
Administration proposes Budget Trailer Bill Language (TBL) to require a county
superintendent or his or her designee to conduct financial and compliance audits of
schools districts within his or her county that obtained ERP funds.

Staff Comments: The subcommittee may wish the Administration to explain why this
proposal would not result in a state mandate, and to clarify how the state would maintain
accountability from the counties in their audit efforts.

Staff Recommendation: HOLD OPEN, pending comment/input from the budget
subcommittee on education.

Action: Held open, pending comment/input from the budget subcommittee
on education. The Chair requested the Administration keep staff informed
of updates to TBL, specifically, those addressing mandates and county
accountability.

4. BCP-4: Asset Enhancement and Surplus Property Sales-External Consultant
Services. The DGS requests $500,000 (special fund) to continue value enhancement of
surplus state property that is located at the Lanterman Developmental Center in Pomona
and at the Los Angeles Civic Center (former First and Broadway State Office Building).

Staff Comments: The Legislature approved $500,000 (special funds) for value
enhancement at the Lanterman and the Los Angeles Civic Center sites in the current
year, and the Governor's Budget proposes additional resources to continue these
activities. However, according to DGS staff, there have been delays to the activities
funded in 2007-08, and the department now believes the following resources would be
needed in 2008-09:

1. Lanterman — Due to delays, the DGS does not anticipate spending any of the
$500,000 appropriation in the current year. Instead, the department proposes to
push outthe projectstudy one year, and requests that the Legislature
reappropriate the FY 2007-08 funding for FY 2008-09. In addition, due to a
change in the scope of the study, the DGS anticipates spending no more than
$300,000.

2. Los Angeles Civic Center — Due to delays, the DGS does not anticipate
spending any of the $500,000 appropriation in the current year. Instead, the
department proposes to push out all project phases one year, and requests that
the Legislature reappropriate the FY 2007-08 funding for FY 2008-09.

As discussed last year, enhancing these properties could increase their value by millions
of dollars and generate a high rate of return on the state’s enhancement investment.
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Staff Recommendation: DENY the original request for additional funding contained in
the 2008-09 Governor's Budget, but APPROVE reappropriation of $800,000 (out of
$1,000,000) in existing funding. (Staff will develop reappropriation language in
cooperation with DGS, DOF, and LAO.)

Action: Approved the staff recommendation on a 2-0 vote.

5. BCP-8: Real Estate Leasing and Space Planning Workload. The DGS requests
19.0 permanent and 4.0 limited-term positions and $1.9 million (Service Revolving Fund)
in order to address a backlog of leasing and planning workload.

Staff Comment: The Real Estate Leasing and Planning Section (RELPS) of the DGS’
Real Estate Services Division’s Professional Services Branch currently has 81.9 staff
and an operating budget of $11.6 million. According to the DGS, the RELPS is currently
experiencing a backlog of 1,486 hours (or 49.2 weeks) per staff person for leasing
projects and 2,573 (or 85.22 weeks) per person for space planning projects. The stated
goal of this request is to reduce the backlog to an “acceptable” level of 906 hours (or 30
weeks) per staff person for leasing and planning.

The DGS indicates that the current backlog developed due to several factors including
the following: (1) a recent spike in “unanticipated” workload such as the creation of the
Department of Technology Services, the reorganization of the Department of Health
Services, the downsizing of the Employment Development Department, the response to
urgent mandates by the Department of Corrections, and the Governor’'s Green Building
Action Plan; (2) increased work complexity due to very stringent requirements that
buildings must meet in order to be suitable for occupancy by state agencies (for
example, the construction and performance specifications in a standard state lease have
grown from a 28-page to a 76-page document in just the last four years); and (3) the loss
of experienced staff (for example, the percentage of leasing staff and planning staff with
less than five years of experience doubled between 2003/04 and 2006/07—from 19 to
38 percent and 12 to 33 percent, respectively).

According to the DGS, the delay in processing the RELPS workload results in real
financial consequences to the state. For example, the state occupies a relatively
stronger bargaining position when renewing a lease if the negotiations with the landlord
are initiated 6 to 8 months in advance of the expiration instead of afterward. The
difference in price may only be on the order of $0.15 to $0.25 per square foot, but
because the DGS manages 1,861 leases or about 18.9 million square feet, the potential
savings (realized or lost) runs into the millions of dollar, per year.

While this BCP provides compelling evidence that the RELPS probably needs additional
resources to address increased workload and work down the current backlog, staff notes
that the DGS’ assumptions for out-year workload may be overstated. For example, the
workload projections are based only on the past three years and do not include previous
years in which the state faced fiscal crisis—2002/03 or 2003/04. While the DGS
maintains that tight fiscal constraints can actually generate additional RELPS workload
by encouraging departments to reorganize or consolidate office space and/or leases,
staff notes that data supplied as part of this request indicate that past workload has
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fluctuated significantly. For example, the RELPS was able to work down approximately
25,000 hours of backlog in 2003/04 during poor fiscal times.

The subcommittee may wish to consider reducing this request unless the DGS can
provide additional documentation to support its contention that the current fiscal crisis is
not likely to affect projected workload. Additionally, the subcommittee may wish the
DGS to discuss the steps it has taken to address succession planning in the RELPS.

Staff Recommendation: HOLD OPEN to allow staff more time to consult with the DGS
on this proposal.

Action: Denied on a 2-0 vote, but offered the potential for reconsideration
if the Administration is able to show that the request would directly impact
health and safety, and/or generate off-setting savings.

6. BCP-9: State-Owned Space Planning Workload. The DGS requests 7.0 positions
and $614,000 (Service Revolving Fund) in order to address a backlog of space planning
projects within state-owned facilities.

Staff Comment: This request is similar in several ways to the RELPS workload request
above (Iltem #5). The DGS indicates that the Studio 1, State Owned Planning Unit has
received several “unanticipated” large scale and high priority projects at a time when the
complexity of the work has increased due to several factors, including the Governor's
Executive Order on Green Building, increased scrutiny of and departmental liability for
accessible features for persons with disabilities, and extensive security, safety, and
access control improvements in the wake of 9/11. According to the DGS, the quantity
and area of buildings served by the unit has also increased steadily in the recent past,
with Studio 1 providing services statewide in 59 DGS-owned and DGS partial-services
buildings totaling over 16 million square feet. As a result, each planner/architect is
currently assigned 1.74 million square feet of building area, over double the industry
suggested standard of 750,000 square feet. If this request is approved, and three more
buildings currently under renovation are added to the DGS portfolio, the DGS projects
that the service area per planner/architect would be reduced to 1.2 million square feet by
FY 2010-11 (it would be lower in the interim).

Although the DGS makes the case that space planning workload has increased, the
department should be prepared to justify the proposed expenditure by demonstrating
that the benefit/savings/cost avoidance generated by the additional positions would
offset their cost.

Staff Recommendation: HOLD OPEN.

Action: Denied on a 2-0 vote, but offered the potential for reconsideration
if the Administration is able to show that the request would directly impact
health and safety, and/or generate off-setting savings.
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7. BCP-11: Client Radio Replacement Program. The DGS requests 22.0 positions
and $3.2 million (Service Revolving Fund) for implementation of public safety
communications in accordance with a BCP in the 2008-09 Caltrans budget.

Staff Comments: This program was originally approved as a Spring Finance Letter
during the 2007-08 budget process. All costs associated with the DGS portion of this
project will be recovered through billing to Caltrans. Therefore the subcommittee’s
action on this request should conform to its action on the corresponding Caltrans
request.

Staff Recommendation: CLOSE the item recognizing that it will conform to the action
taken in the Caltrans budget.

Action: Approved the staff recommendation on a 2-0 vote. The Chair
requested the DGS to return at a later hearing on Caltrans to further
discuss the department’s role in promoting radio interoperability.

8. BCP-12: AB 900 Bond Accounting Workload. The DGS requests 5.0 positions
and $464,000 (Service Revolving Fund) to address increased bond accounting workload
resulting from the $7 billion in new State Public Works Board revenue bonds authorized
under Chapter 7, Statutes of 2007 (AB 900) for the Department of Corrections and
Rehabilitation Prison Bed Construction Project.

Staff Comment: As yet, no AB 900 projects have been approved, so the workload
supporting this request is speculative. Although bond accounting workload will
undoubtedly emerge eventually (since the state must build new prison capacity), the
subcommittee may wish to hold this item open to allow the workload “picture” to become
clearer in the event any projects are approved before the end of the budget
subcommittee process. Additionally, the subcommittee will want the Administration to
demonstrate that the CDCR and the DGS are coordinating their efforts with regard to
AB 900 implementation.

Staff Recommendation: HOLD OPEN.

Action: Held open.

9. BCP-10: Legal Services Workload. The DGS requests 3.0 positions to address
additional workload in the DGS Office of Legal Services (OLS).

Staff Comment: According to the DGS, the positions requested are justified by
increased workload due to the following:

e Chapter 558, Statutes of 2005 (SB 954)—As of January 1, 2007, the DGS was
required to review multi-million dollar requests for proposals for information
technology projects prior to their release to the public.

e Strike Team Overseeing Prison Expansion—An OLS staff was assigned to a
team assisting to the Department of Corrections (CDCR) on prison facilities
expansion.
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e FI$Cal—OLS staff are providing assistance to the Department of Finance with
respect to information technology on the proposed financial management
information system.

e Green Technology—OLS staff attend meetings and provide advice to the Green
Action Team created by the Governor under Executive Order S-20-04.

As noted in Item #8 (above), the state has yet to move forward in approving any projects
as part of the planned prison expansion. Therefore, the workload associated with the
position requested for the Governor's CDCR Strike Team is speculative. Similar to the
staff recommendation for Item #8, the subcommittee may wish to hold this item open to
allow the workload “picture” to become clearer in the event any projects are approved
before the end of the budget subcommittee process.

Staff Recommendation: HOLD OPEN.

Action: Held open.

10. BCP-13: Architecture Revolving Fund (ARF) Deficit. The Administration has
notified the Legislature via this BCP that there is a $14.7 million deficit within the DGS’
ARF. The DGS proposes a multi-faceted plan to resolve the ARF deficit, but the plan is
still under discussion within the Administration and could result in a Spring Finance
Letter, DOF Budget Letter or Budget Bill Language.

Staff Comment: The ARF is a depository for moneys appropriated for new
construction, major construction and equipment, minor construction, maintenance and
equipment, and other building improvement projects. According to the DGS, the deficit
condition has occurred in 11 of the past 12 years and is the result of several factors,
including the following:

e Construction Delays—Delays have resulted in construction costs that, due
to inflation, far exceed project estimates.

e Budget Package Rates Set Too Far in Advance—Hourly rates in budget
packages are set five years in advance to accommodate the state budget
process which means that they do not account for incremental changes in
employee compensation, retirement adjustments, or escalation of
construction costs.

e Cancelled Projects—On large projects the DGS receives a loan to cover
initial project costs, but when a project is suddenly canceled the DGS is
forced to absorb the now unfunded costs in the ARF.

o Unfunded Projects—The DGS is frequently requested to perform alteration
and construction projects for the Administration’s central service agencies
which are unbudgeted and do not have fund sources.

The DGS reports that between 2002-03 and 2006-07, a total of 902 ARF projects closed
in a deficit position.

The DGS has proposed a multi-pronged strategy to address the ARF deficit and staff
recommends the subcommittee wait until the proposal is more fully formed before
weighing its merits. In the meantime, however, the subcommittee may wish the
Administration to explain how and why it has approved unbudgeted projects that have
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contributed to the ARF deficit. To the extent that the other factors listed above may be
remedied by changes to the budgeting process, the approval of unfunded projects would
appear to be a policy change that this Administration (and future Administrations) must
be willing to make and abide by.

Staff Recommendation: HOLD OPEN.

Action: Held open. The Chair requested the DGS to provide (before the
close of budget subcommittees): (1) the number of
“unbudgeted/unfunded” projects; (2) assurances that the DGS has ceased
the practice of ordering work on such projects; and (3) a plan going
forward (either a final ARF deficit action plan, or the most up-to-date
version of an unfinished plan).

11. TBL: Earthquake Safety Bond Act of 2008. The Governor proposes TBL to place
a $300 million general obligation (GO) “earthquake safety” bond measure on the
November 8, 2008 ballot. The bond proceeds would be used to fund state building or
facility projects determined to be eligible for retrofitting, reconstruction, repair,
replacement, relocation, or other seismic hazard abatement consistent with the process
specified in the Earthquake Safety and Public Building Rehabilitation Bond Act of 1990.

Staff Comment: The decision to place another GO bond before the voters is a policy
choice for the Legislature that should be taken up outside the budget process, consistent
with past GO bond decisions. Staff notes that the Governor proposes to fund a number
of “seismic safety” Capital Outlay BCPs (COBCPs) from proceeds of the proposed
earthquake safety bond. These items appear in the “Vote-Only” portion of this agenda
with a staff recommendation to deny them without prejudice until and unless a funding
source can be identified.

Staff Recommendation: DENY the TBL.

Action: Approved the staff recommendation on a 2-0 vote.
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VOTE-ONLY ITEMS:

Group A —“Seismic Safety” COBCPs Without an Existing Fund Source

1. COBCP: Renovation of H and J Buildings—Patton State Hospital. The DGS
requests $42.9 million (from proposed Earthquake Safety Bond proceeds) to create
intermediate “swing space” and begin seismic renovations of four buildings at the
hospital. Due to growth in the hospital population at all state hospitals, the Department
of Mental Health is unable to relocate the patients during construction.

Staff Comment: The Legislature provided funding in FY 2006-07 and in the current
year to complete preliminary plans and working drawings for this project.

2. COBCP: Structural Retrofit—Sierra Conservation Center, Jamestown Facility.
The DGS requests $1.7 million (from proposed Earthquake Safety Bond proceeds) for
seismic retrofit of Buildings E and F at the Jamestown Facilty. The DGS has
determined these structures to be seismically deficient.

Staff Comment: The Legislature provided funding in FY 2006-07 and in the current
year to complete preliminary plans and working drawings for this project.

3. COBCP: Structural Retrofit—CIW Walker Clinic and Infirmary, Corona. The
DGS requests $5.2 million (from proposed Earthquake Safety Bond proceeds) for
seismic retrofit of both the Walker Clinic and Infirmary at Department of Correction’s
California Institution for Women—Walker Clinic at Corona. The DGS has determined
this structure to be seismically deficient.

Staff Comment: The Legislature provided funding in FY 2006-07 and in the current
year to complete preliminary plans and working drawings for this project.

4. COBCP: Structural Retrofit—Vacaville Correctional Medical Facility, Wings U,
T, and V. The DGS requests $3.4 million (from proposed Earthquake Safety Bond
proceeds) for seismic retrofit of the Vacaville Correctional Medical Facility, Wings U, T,
and V. The DGS has determined these structures to be seismically deficient.

Staff Comment: The Legislature provided funding in FY 2006-07 and in the current
year to complete preliminary plans and working drawings for this project.

5. COBCFP: Structural Retrofit—California Correctional Center, Vocational
Building F, Susanville. The DGS requests $6 million (from proposed Earthquake
Safety Bond proceeds) for seismic retrofit of the Vocational Building at the California
Correctional Center in Susanville. The DGS has determined this structure to be
seismically deficient.

Staff Comment: The Legislature provided funding in FY 2006-07 and in the current
year to complete preliminary plans and working drawings for this project.
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6. COBCP: Structural Retrofit—Department of Mental Health (DMH) Metropolitan
State Hospital — Wards 206 and 208, Norwalk. The DGS requests $4.1 million (from
proposed Earthquake Safety Bond proceeds) for seismic retrofit of the DMH
Metropolitan State Hospital — Wards 206 and 208, Norwalk. The DGS has determined
these structures to be seismically deficient.

Staff Comment: The Legislature provided funding in FY 2006-07 and in the current
year to complete preliminary plans and working drawings for this project.

7. COBCP: Structural Retrofit—CDC CCI Tehachapi Chapels Facility (Building H).
The DGS requests $1.9 million (from proposed Earthquake Safety Bond proceeds) for
seismic retrofit of the Chapels Facility (Building H) at the California Department of
Corrections Tehachapi facility. The DGS has determined this structure to be seismically
deficient.

Staff Comment: The Legislature provided funding in FY 2006-07 and in the current
year to complete preliminary plans and working drawings for this project.

8. COBCP: Structural Retrofit—Hospital B-50 at Lanterman Developmental
Center, Pomona. The DGS requests $1.8 million (from proposed Earthquake Safety
Bond proceeds) to develop preliminary plans for the seismic retrofit of Hospital B-50 at
Lanterman Developmental Center. The DGS has determined this structure to be
seismically deficient. Total project costs are expected to be $39.4 million over seven
years.

Staff Comments: Staff notes that working drawings and construction funds would need
to be funded in future years.

8. COBCFP: Structural Retrofit—Metropolitan State Hospital — Vocational
Rehabilitation Building. The DGS requests $361,000 (from proposed Earthquake
Safety Bond proceeds) to develop preliminary plans for the seismic retrofit of Hospital B-
50 at Lanterman Developmental Center. The DGS has determined this structure to be
seismically deficient. Total project costs are expected to be $39.4 million over seven
years.

Staff Comments: Staff notes that working drawings and construction funds would need
to be funded in future years.

9. COBCP: Structural Retrofit—Metropolitan State Hospital — Wards 313 and 315,
Norwalk. The DGS requests $375,000 (from proposed Earthquake Safety Bond
proceeds) to develop preliminary plans for the seismic retrofit of Wards 313 and 315 at
Metropolitan State Hospital. The DGS has determined these structures to be seismically
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deficient. Total project costs are expected to be $5.5 million over three and one-half
years.

Staff Comments: Staff notes that working drawings and construction funds would need
to be funded in future years.

10. COBCP: Structural Retrofit—Sonoma Developmental Center — Multipurpose
Complex. The DGS requests $306,000 (from proposed Earthquake Safety Bond
proceeds) to develop preliminary plans for the seismic retrofit of the Multipurpose
Complex at Sonoma Developmental Center. The DGS has determined these structures
to be seismically deficient. Total project costs are expected to be $4.0 million over two
years.

Staff Comments: Staff notes that working drawings and construction funds would need
to be funded in future years.

11. COBCP: Structural Retrofit—Atascadero State Hospital — East West Corridor.
The DGS requests $292,000 (from proposed Earthquake Safety Bond proceeds) to
develop preliminary plans for the seismic retrofit of the East West Corridor at Atascadero
State Hospital. The DGS has determined this structure to be seismically deficient. Total
project costs are expected to be $5.3 million over three years.

Staff Comments: Staff notes that working drawings and construction funds would need
to be funded in future years.

12. COBCP: Structural Retrofit—Metropolitan State Hospital — Volunteer Center.
The DGS requests $166,000 (from proposed Earthquake Safety Bond proceeds) to
develop preliminary plans for the seismic retrofit of the Volunteer Center at Metropolitan
State Hospital. The DGS has determined this structure to be seismically deficient. Total
project costs are expected to be $2.2 million over two and one-half years.

Staff Comments: Staff notes that working drawings and construction funds would need

to be funded in future years.

STAFF RECOMMENDATION ON “GROUP A” VOTE-ONLY ITEMS: DENY Items 1-12
without prejudice toward the need to begin seismic renovations of these structures.

Action: Approved the staff recommendation on a 2-0 vote and
acknowledged that the “2"%” Item #8 was duplicative of Item #8 in Group B
(below) and was, therefore, not a part of the vote.

Group B —BBRs, BCPs & COBCPs
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1. BBR: Capitol Maintenance and Repair. As part of his 10-percent, across-the-
board GF reductions, the Governor proposes to reduce funding for State Capitol
maintenance repairs by $794,000.

Staff Comment: This reduction would delay overall maintenance and repair projects,
resulting in deferral of lower priority work. Staff notes that the Legislature approved a
$1.2 million current year reduction to this program in the special session.

2. BCP-3: Infrastructure Studies for DGS-Owned Buildings. The DGS requests
$230,000 (Service Revolving Fund) in additional, one-time funds to prepare
infrastructure studies for older DGS-owned office buildings (the Hugh Burns State Office
Building in Fresno and the Edmund G. “Pat” Brown Building in San Francisco) according
to the schedule presented in the DGS’ Five Year Capital Outlay and Infrastructure Plan.

3. BCP-5: Ronald Reagan Building—Custodian Staffing. The DGS requests
blanket position authority for 14.0 positions to perform custodial work at the Ronald
Reagan Building. Funding for these positions would be realigned from existing
resources within the Building and Property Management Branch (BPM) of the DGS.

Staff Comment: The DGS indicates that prior to 2002 budget reductions, the BPM
contracted out for custodial services; however, that contract was cancelled as a cost
saving measure. Based on the DGS historical staffing standard for custodian positions,
the building is currently significantly understaffed and the DGS indicates that not only
have tenants voiced displeasure over the state of the building, but the inability to tend to
detail cleaning is causing floor and wall finishes to begin to deteriorate before their useful
life expectancy.

The DGS proposes to fund the requested positions out of existing resources within the
recurring maintenance budget of the Building Rental Account. This will lead to a minimal
but adverse impact on deferred maintenance and operations in the 28 buildings
supported by the account.

4. BCP-6: New DGS-Owned Facility—Caltrans District 3, Marysville. The DGS
requests 20.0 positions and $2.9 million (Service Revolving Fund) to manage and
operate the new California Department of Transportation (Caltrans) District 3 Marysville
office building.

Staff Comment: The new building is currently under construction, but is projected to be
ready for occupancy in August 2008. Caltrans District 3 currently has a staff of 7.0
positions performing some operations and maintenance services for the existing facility
and the department has requested that these personnel be transferred to the DGS as
part of the agreement to provide operations and maintenance services to the new
facility. (These staff are included in the 20.0 positions reflected above.)

5. BCP-7: Board of Equalization Building—Operations & Maintenance Staff. The
DGS requests 14.0 positions and $808,000 (Service Revolving Fund) in BY+1 to
adequately staff the operations and maintenance (O&M) of the Board of Equalization
Building in Sacramento. The BY costs of this proposal would be funded through
redirection of existing resources.
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Staff Comment: The DGS provided custodial and engineering services at this building
while it was under BOE ownership; however, now that the DGS has full responsibility for
the building (the Legislature approved the transfer of ownership last year), inadequate
staffing levels need to be corrected in order to maintain the highest and best use for the
asset’s full life. According to the DGS, the current level of O&M staffing is based on a
short-term approach to managing the investment instead of the DGS’ facility
management practices for a long-term investment. Similar to the Ronald Reagan
Building request above, much detail cleaning and carpet and hard floor care and
maintenance are currently not being performed and a preventative maintenance backlog
is developing.

6. COBCP: Library and Courts Building Renovation. The DGS requests
reappropriation of $43.7 million (Service Revolving Fund) for construction costs
associated with renovation of the Library and Courts Building in Sacramento.

Staff Comment: The DGS indicates the funds were originally appropriated in FY 2005-
06, with provisional language requiring an approval to proceed to bid by June 30, 2008;
however, when the original plan to phase construction around continuous occupancy of
the building had to be scrapped, the project was delayed. The variation from the original
project schedule is as follows:

Original Current Variance
Commence Working Drawings | July 2006 June 2007 11 months
Bid Date November 2007 February 2009 | 14 months
Completion Date January 2010 October 2010 10 months

The DGS now requests a reappropriation to eliminate the risk of losing the availability of
the construction funds in the event of further potential delays during working drawings
development.

7. COBCP: Structural Retrofit—National Guard Armory, Stockton. The DGS
requests $254,000 (Earthquake Safety Public Buildings Rehabilitation Bond Fund of
1990) for working drawings for the Stockton National Guard Armory. The DGS has
determined this structure to be seismically deficient. Total project costs are expected to
be $2.4 million over five years, with construction costs to be funded with proceeds from a
proposed Earthquake Safety GO Bond.

Staff Comment: Staff notes that last year the Legislature approved funding of working
drawings for a number of other structural retrofit projects using the same funding source
(remaining Earthquake Safety Public Buildings Rehabilitation Bond Fund of 1990 fund
balance). Consistent with those prior approvals, the Legislature may fund the
development of working drawings and reserve the decision on how to fund the
construction phase until a later date.

8. COBCFP: Structural Retrofit—Metropolitan State Hospital — Vocational
Rehabilitation Building. The DGS requests $361,000 (Earthquake Safety Public
Buildings Rehabilitation Bond Fund of 1990) to develop preliminary plans for the seismic
retrofit of the Vocational Rehabilitation Building at the Metropolitan State Hospital. The
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DGS has determined this structure to be seismically deficient. Total project costs are
expected to be $4.6 million over two years.

Staff Comments: Similar to the Item #8 above, this proposal is consistent with seismic
retrofit requests approved last year. Staff notes that the DGS anticipates requesting
working drawings and construction funding in FY 2009-10 and FY 2010-11, respectively.

9. COBCP: Structural Retrofit—Metropolitan State Hospital — Library. The DGS
requests $334,000 (Earthquake Safety Public Buildings Rehabilitation Bond Fund of
1990) to develop preliminary plans for the seismic retrofit of the library building at the
Metropolitan State Hospital. The DGS has determined this structure to be seismically
deficient. Total project costs are expected to be $4.4 million over two years.

Staff Comments: Similar to the Iltem #8 above, this proposal is consistent with seismic
retrofit requests approved last year. Staff notes that the DGS anticipates requesting
working drawing and construction funding in FY 2009-10 and FY 2010-11, respectively.

STAFF RECOMMENDATION ON “GROUP B” VOTE-ONLY ITEMS: APPROVE ltems
1-9 as budgeted.

Action: Approved the staff recommendation on a 2-0 vote.
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1955 Department of Technology Services

The Department of Technology Services (DTS) was created in 2005 by the
reorganization and consolidation of the Stephen P. Teale Data Center (Teale), the
Health and Human Services Data Center (HHSDC), and certain telecommunications
functions of the Department of General Services. The DTS serves the common
technology needs of state agencies and other public entities. The DTS maintains
accountability to customers for providing secure services that are responsive to their
needs and represent best value to the state. Funding for DTS is provided by contracts
with other state departments.

The Governor’s budget funds 805.5 positions (a net increase of 37.7 positions relative to
current year adjusted totals) and expenditures of $279.6 million (special fund).

VOTE-ONLY ISSUES

1. BCP: Prior Year Project Expenditure Adjustments. The Administration requests
to reduce the DTS’ baseline budget to align appropriations with the ongoing costs of
related projects. The proposed reductions decrease expenditures by $23.4 million in the
budget year. The DTS is a fee-for-service organization and operates solely upon
reimbursements. This BCP requests the funding authority needed to meet customer’s
needs and requirements.

2. BCP-1: Mainframe Central Processing Units Capacity. The Administration
requests 4.0 positions and $4.3 million (DTS Revolving Fund) to purchase mainframe
processing capacity in order to meet projected workload increases and upgrade
software. The DTS anticipates a need for 1,040 additional Millions of Instructions Per
Second (MIPS) for the seven CPUs in the budget year. This capacity growth need is
primarily driven by population growth and the corresponding impact on departments’ IT
needs.

3. BCP-2: Midrange Server Capacity Augmentation and Refresh. The
Administration requests 11.0 positions and $14.7 million (DTS Revolving Fund) to allow
for the replacement of 60 UNIX and 183 Windows servers and purchase capacity to
support 28 new UNIX servers and 105 new Windows servers. The DTS has identified
an anticipated customer-driven workload and seeks to accommodate more than 450
customer entities with this more modern capacity.

Staff Comment. The Legislature approved a similar request last year that did not
include positions because, at the time, the DTS had not developed a methodology to
justify them. Staff notes that the DTS developed the staffing estimates for this BCP
using the following guidelines:

e UNIX Servers—A server/administrator ratio of 11:1 per the Gartner Group. The
DTS proposal would maintain a 20:1 ratio.

e Windows Servers—An industry standard server/administrator ratio of 35:1. The
DTS proposal would provide a 32:1 ratio.
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Staff notes that the ratios targeted by the DTS appear reasonable, but have not been
exhaustively vetted by legislative staff. In recognizing that the DTS received no
positions in support of the servers approved last year and approved this request in the
budget year, the Legislature reserves the right to reevaluate the validity of the DTS
server/administrator ratio in the future.

4. BCP-3: Network Workload Capacity. The DTS requests a $3.2 million (DTS
Revolving Fund) to procure network optimization tools, upgrade circuits and switches to
meet traffic density requirements, and replace routers and switches which have reached
end of life. The funding would accommodate existing and projected increases in
workload resulting from customer program growth and changes.

Staff Comment: According to DTS estimates, this request would address the
department’s bandwidth growth needs for the next three to five years.

5. BCP-4: Data Storage Capacity. The DTS requests 9.0 positions and $8.7 million
(DTS Revolving Fund) to purchase disk storage, tape storage technology, and
connectivity infrastructure for the capacity workload increase related to enterprise
storage needs.

Staff Comment: Similar to the Midrange Server request (Item #3 above), the staffing
estimates for this BCP are based on a Gartner industry benchmark of one staff position
per 3-5 terabytes. The DTS indicates that the DOF has agreed that a ratio of one staff
position per 8.4 terabytes is appropriate to provide the current level of service. As with
the Midrange Server request, the Legislature reserves the right to reevaluate the validity
of the DTS staff/storage capacity ratio in the future.

6. BCP-5: Customer Departmental Projects (New IT Projects). The DTS requests
5.0 positions and $5.0 million (DTS Revolving Fund) to address workload generated by
customer new IT projects which have been approved by the DOF. This request includes
208 additional servers.

Staff Comment: The DTS has taken a different approach in the 2008-09 budget by
differentiating between the service needs of existing projects (see Items 2-5 above) and
new projects. This BCP reflects only the hardware, software, storage, and staff service
needs generated by new projects.

STAFF RECOMMENDATION ON VOTE-ONLY ITEMS: APPROVE Items 1-6 as
budgeted.

Action: Approved the staff recommendation on a 2-0 vote.

DISCUSSION ITEMS
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1. BCP-6: Security Workload. The DTS requests 4.0 positions and $415,000 (DTS
Revolving Fund) to address serious security deficiencies in the current DTS systems and
architecture.

Staff Comment: This request contained no quantified workload justification when it was
transmitted to the Legislature. Staff only recently received a workload analysis which
turned out to be incomplete. Therefore, staff is unable to make a recommendation at
this time.

Staff Recommendation: HOLD OPEN, pending additional information from the
Administration.

Action: Held open, pending additional information/clarification from the
Administration.

2. BCP-7: Facilities Project Staffing. The DTS requests 1.0 position and $673,000
(DTS Revolving Fund) to establish a Facilities Project Office (FPO) to coordinate moves
from leased facilities in Sacramento to a leased data center facility in the Central Valley
and a leased office building in Rancho Cordova. The request consists of $554,000 one-
time for consulting services and $119,000 ongoing for the position.

Staff Comment: The DTS currently occupies space in seven buildings, including two
facilities that house its data centers—Gold Camp and the Cannery. Shortly after the
merger of the Stephen P. Teale Data Center and the Health and Human Services
Agency Data Center in July 2005, the DTS determined that the Gold Camp facility would
be the department’s main site or “hub” since it was a state-owned building and a state of
the art data center. While most of the technical staff were located at Gold Camp, the
Cannery site was inadequate to house all of DTS’ remaining staff, and so they were
placed in primarily leased space in other locations.

A July 2006 analysis conducted by the DTS determined that the Cannery data center
had several infrastructure problems such as inadequate electrical and cooling systems
and was located, along with another leased location containing raised-floor space, in the
100-year floodplain. As a result of the Cannery’s vulnerability and the belief that it could
save money on leases by consolidating its facilities, the DTS embarked on a multi-year
plan to:

e Acquire a long-term lease for a data center in the Central Valley to house
equipment that could not be housed at Gold Camp and to act as DTS’
operational recovery site should the Gold Camp facility go down.

e Acquire 100,000 square feet of leased office space near the Gold Camp facility
(Rancho Cordova) to house all non-technical and some technical staff.

The DTS has been working with the DGS on the above facilities plan for approximately
two years and currently plans to begin operations at the Central Valley data center in
December 2010 and occupy the Rancho Cordova facility in 2011. Although the precise
costs are as yet unknown, the DTS estimates the move to these facilities is over $5
million and about $4 million, respectively. While the DTS expects to submit future
budget requests for the costs associated with these moves, the department is requesting
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to establish an FPO to be responsible for overseeing, coordinating, and monitoring all of
the activities associated with vacating four existing Sacramento leases and ensuring the
operation of the new Central Valley facility.

Given the extensive work the DTS has conducted to develop the relocation and
consolidation plan outlined above, it is unclear to staff why the department needs an
additional position to continue activities associated with the plan (instead of redirecting
the resource(s) currently engaged in locating a new facility toward coordinating the
move).

Staff Recommendation: DENY the request.

Action: Approved the staff recommendation on a 2-0 vote, but offered
reconsideration based on additional information from the Administration.

3. BCP-8: eServices Staffing. The DTS requests 3.0 two-year limited-term (LT)
positions and $323,000 (DTS Revolving Fund) to permanently continue the functions of
the Office of eServices (Office) which was previously established on a temporary basis
in the State and Consumer Services Agency (SCSA).

Staff Comment: A state World Wide Web (Web) portal was first implemented in 2001,
but due to severe budget constraints, a permanent business owner for the portal was
never established. As a result, responsibility for the portal’s hardware and software fell
to the Stephen P. Teale Data Center (now part of the DTS), and all departments were
required to pay a fee to support the annual ongoing costs of the portal (expenditure
authority for this purpose is currently $3.6 million). However, without a single entity
responsible for the development and standardization of policies and procedures for the
portal, there was no consistency or guidance for the way in which departments updated
their web site’s “look and feel” (most had to rely on vendors), and no mechanism
available for department webmasters to share ideas and web components or lessons
learned. Essentially, each department had to “reinvent the wheel” on their own and
without any outside training and support.

To address these problems, in August 2006, the state CIO and the SCSA created the
Office to be a proof of concept to establish an organization that would be the business
owner of the state portal. The Office was staffed by three state employees on loan from
three different departments, and those staff set about improving and standardizing the
portal. For example, the Office worked with the DTS to develop a new look and feel for
the state portal and have worked with state departments since January 2007 to
implement it (that same month, based on a survey of portal users, the DTS also replaced
the old, inadequate search engine with a Google Search Appliance). While adoption of
the new look and feel is still underway, the Office’s loaned staff have been recalled by
their home departments.

In requesting positions to continue the Office’s work, the DTS indicates that a survey of

19 agencies who have converted to the new look and feel of the state portal has
produced the following data:
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e Only two agencies (or approximately 10 percent) now require vendor
assistance to operate their website, compared to nearly 80 percent who
required it in 2002. According to the Office, anecdotal evidence suggests that
the average cost for an agency to hire a vendor was $200,000 , which means
that, unadjusted for inflation, the conversion has generated an estimated $2.82
million in savings.

e In the last web conversion, 80 percent of 400 Uniform Resource Locators
(URLSs) required vendor assistance to convert at an average cost of $200,000
per website for an overall cost in excess of $60 million. This time, with the help
of the Office, more than 80 percent of the departments did the conversion by
themselves, and those that needed a vendor to do the coding spent under
$100,000, for a savings of approximately $50 million (relative to the last web
conversion).

Although the DTS believes the continuation of the Office on a permanent basis is
justified, the department was not prepared to provide a long-term workload justification.
Thus, the DTS is requesting LT positions until a thorough workload analysis can be
performed. Staff notes that the DTS has already administratively established these
positions in the current year.

Staff Recommendation: APPROVE the request.

Action: Denied on a 2-0 vote.
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8620 Fair Political Practices Commission

The Fair Political Practices Commission has primary responsibility for the impartial
administration, implementation, and enforcement of the Political Reform Act of 1974.
The objectives of the Political Reform Act are to ensure that election campaign
expenditure data is fully and accurately disclosed so that the voters may be fully
informed, inhibit improper financial practices, and regulate the activities of lobbyists and
disclose their finances to prevent any improper influencing of public officials.

The Governor's Budget begins by funding 78.1 positions (the same as in the current
year) and expenditures of $8.2 million GF, but then includes a 10 percent, across-the-
board, unallocated General Fund (GF) reduction (Budget-Balancing Reduction—-BBR) of
approximately $825,000 (see the Discussion Item below).

DISCUSSION ITEM

BBR: Unallocated GF Reduction / FL: Partial Restoration of GF Reduction. The
Governor proposes an $825,000 unallocated GF reduction to the FPPC’s budget, but,
through a Spring Finance Letter (FL), seeks to augment the FPPC budget by a total of
$466,000 GF.

Staff Comment: This Item contains two separate, but related, GF issues. In the
Governor's Budget, the Administration applied a 10-percent reduction to the FPPC's
entire GF budget. However, the DOF subsequently released an FL acknowledging that
the proposed 10-percent reduction was calculated including two statutory appropriations
that were created by the voters through an initiative process related to the Political
Reform Act (and therefore cannot be reduced without the voter's approval). Taken
together, the Administration is still proposing a $359,000 reduction to the FPPC budget.

The FPPC indicates that it would attempt to take the $359,000 reduction in areas not
originally mandated by the voters and which are not funded by statutory appropriations.
These would include local enforcement responsibilities (added in 1984) and the
telephone advice function (which is not specifically mandated). A staff reduction in the
enforcement area would extend timeframes for disposition of cases and could result in
some cases not being investigated due to lack of resources. Since the majority of cases
filed impact local officials, the majority of the impact would be on local cases. The impact
of reduced enforcement resources would be broader than the impact on any individual
case. The enforcement actions also serve as a deterrent.

Staff notes that the FPPC plays a critical role as a political watchdog agency, helping to
ensure that the public has confidence that the political process in California is free of
improper influencing of public officials. Therefore, in setting its priorities, the
subcommittee may wish to protect these functions and deny the Governor’s proposed
across-the-board cut (this would require no action on the FL). However, if the
subcommittee wishes to save the $359,000 GF proposed by the Administration, it should
approve both the BBR and the FL.

Staff Recommendation: DENY the BBR and TAKE NO ACTION on the FL.

Action: Approved the staff recommendation on a 2-0 vote.
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8640 Political Reform Act of 1974

Statute appropriates various amounts to the Secretary of State, the Franchise Tax
Board, and the Department of Justice to carry out their duties under the Political Reform
Act of 1974.

The Governor's Budget begins by providing $2.8 million GF for this item, but then
includes a 10 percent, across-the-board, unallocated General Fund (GF) reduction
(Budget-Balancing Reduction—BBR) of $275,000 (see the Discussion Item below).

DISCUSSION ITEM

BBR: Unallocated GF Reduction. The Governor proposes a $275,000 unallocated
GF reduction to the Political Reform Act of 1974 item.

Staff Comment: Staff notes that the Administration only recently provided staff with the
following detail on how the reduction would be allocated:

e Secretary of State to be reduced by $79,000 (from $790,000 to $711,000).
e Franchise Tax Board to be reduced by $175,000 (from $1,747,000

to $1,572,000).
e Department of Justice to be reduced by $21,000 (from $216,000

to $195,000—with the reduction taken in program 50 - law enforcement).

However, the Administration has yet to provide any detail regarding the impact these
reductions would have.

Staff Recommendation: HOLD OPEN.

Action: Held open. The Chair instructed the Administration to provide
more detail to staff concerning the proposed reductions and their likely
impact on programs.
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8855 Bureau of State Audits

The Bureau of State Audits (BSA) promotes the efficient and effective management of
public funds and programs by providing independent, objective, accurate, and timely
evaluations of state and local governmental activities to citizens and government. By
performing financial, compliance, and performance audits, conducting investigations and
other special studies, the State Auditor provides the Legislature, the Governor, and the
citizens of the state with objective information about the state’s financial condition and
the performance of the state’s many agencies and programs

The Governor's Budget begins by funding 161.0 positions (a net increase of 6.0
positions over adjusted current year totals) and expenditures of $17.5 million GF, but
then includes a 10-percent, across-the-board, unallocated General Fund (GF) reduction
(Budget-Balancing Reduction—-BBR) of approximately $1.6 million (see the Discussion
Item below).

DISCUSSION ITEM

BBR: Unallocated GF Reduction / FL: Restoration of GF Reduction. The Governor
proposes a $1.6 million unallocated GF reduction to the BSA’s budget, but, through a
Spring Finance Letter (FL), seeks to restore all $1.6 million.

Staff Comment: On the eve of the release of the Governor's Budget, the State Auditor
learned of the Administration’s plan to reduce the BSA’s budget and sent a letter to the
Director of DOF to remind him of a Memorandum of Understanding (MOU). Signed in
1994, by the BSA and the DOF, the MOU directly quotes Government Code Section
8543 (part of the BSA’s implementing legislation), which reads in part:

In order to be free of organizational impairments to independence, the bureau
shall be independent of the executive branch and legislative control.

The MOU also recognizes another code section that provides that the BSA be “free from
influence of existing control agencies that could be the subject of audits.” In short, the
State Auditor asserts that only the Legislature may order changes to the BSA’s budget.
Subsequently, the DOF released an FL on March 10, 2008, proposing a reversal of the
$1.6 million reduction to the BSA budget, but asserting that the DOF still did not agree
that the proposed across-the-board reduction in any way interfered with the status of the
BSA.

In terms of its audit workload, the BSA's priorities are as follows:

e Highest priority is the performance of the Single Audit (financial statements and
federal compliance audit) which is required in order for the state to continue
receiving $76 billion in federal funds.

e Next, the BSA has other mandated audits, followed by investigations, and then
discretionary audits requested by the Legislature through the Joint Legislative
Audit Committee.

e Finally, the BSA conducts reviews on previously conducted audits to follow-up
on auditees’ progress in implementing the bureau’s recommendations.
Additionally, when resources are available the BSA has the authority to conduct
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audits in areas that it has identified as high risk for the state. However, because
the bureau has not had resources available, it has not conducted high risk
audits, it has merely issued a high risk list as mandated.

In 2005, the BSA contracted out a portion of the federal compliance audit in response to
high turnover and in order to continue responding to Legislative audit requests approved
by the Joint Legislative Audit Committee. Since then, the bureau has continued to
contract out that portion while trying to rebuild and grow the office. According to the
BSA, a 10-percent reduction to its budget would mean that the bureau would continue to
be unable to perform high risk audits, and would not be able to conduct follow-up
reviews. Further, the bureau would need to conduct the full federal compliance audit
and would not be able to contract out a portion. Thus, discretionary audits and follow-up
reviews would suffer. A 10-percent cut would equate to six to seven fewer audits and
follow-up reviews.

Given the important role the BSA’s independent audit function plays in providing the
Legislature, the Governor, and the citizens of the state with objective information about
the state’s financial condition and the performance of state agencies and programs, the
subcommittee may wish to consider whether a GF reduction to the bureau’s budget
might wind up costing the state more money than it saves. Staff notes that if the
subcommittee chooses to place a priority on funding the BSA and opts to delete the
proposed reduction it may do so in two ways—either by approving both the
Administration’s BBR and the FL, or by simply denying the BBR outright. However, if the
subcommittee believes the State Auditor's argument above is valid and wishes to assert
its concurrence, it may wish to deny the BBR rather than approve the FL (which might be
construed as tacit agreement with the DOF Director's assertion that the proposed
reduction did not interfere with the BSA’s independent status).

Staff Recommendation: DENY the BBR and TAKE NO ACTION on the FL.

Action: Held open (as a courtesy to an absent Senator Dutton). The Chair
indicated he was prepared to support the proposal to make no reduction to
the BSA budget.
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8910 Office of Administrative Law

The Office of Administrative Law (OAL) reviews administrative regulations proposed by
over 200 state regulatory agencies, and assists those agencies through a formal training
program, as well as through less formal methods, to understand and comply with the
Administrative Procedures Act. Through its Reference Attorney service, the OAL also
provides legal advice to state agencies and members of the public regarding California
rule making law. The Governor's budget funds 20.9 positions and $2.9 million in
General Fund (GF) expenditures, but proposes one Budget-Balancing Reduction (BBR)
to achieve approximately $300,000 in savings (see below).

BBR: Regulatory Oversight. The Governor proposes a reduction of $293,000 GF to
the OAL’s Regulatory Oversight Program (the department’s only program).

Staff Comments: The Administration indicates the proposed GF savings would be
achieved by reducing spending on services, printing, communications, postage, repairs,
maintenance of equipment, and purchase of new equipment. According to the BBR, the
proposed reduction would limit the OAL’s ability to provide training to departments
whose staff would be promulgating rules on Chapter 488, Statutes of 2006 (AB 32—
greenhouse gas legislation).

Staff notes that the OAL recently submitted a letter to the Chair (see Attachment B)
claiming that much of the office’s budget is not “actual” GF because $1.3 million is
“reimbursed” through the Pro Rata or the Statewide Cost Allocation Plan (SWCAP) cost
recovery program. Additionally, the OAL noted that $880,000 in annual expenditures is
supported by revenues generated by licensing of the California Code of Regulations for
publication. Instead of the Governor's $293,000 reduction, the OAL proposes to
generate savings of $176,000 by eliminating travel and purchases of new equipment,
reducing costs for messenger services by filing regulations with the Secretary of State
four times weekly rather than five times, reducing to the extent possible service calls for
on-site information technology assistance, and curtailing spending on office supplies,
printing and telecommunications. According to the OAL, any further reductions to its
Operating Expense and Equipment budget would jeopardize its fundamental ability to
function and the performance of its core mission.

Other “GF,” central services agencies that operate under the same cost recovery
program as the OAL (for example, the Department of Finance) are subject to the same
10-percent, across-the-board reduction as that proposed for the OAL. Even if the
subcommittee were to “hold harmless” the $880,000 the OAL generates in GF revenue,
the office’s share of a 10-percent reduction would still be $205,000.

Given the difference in the two messages coming from the Administration (the BBR and
the OAL letter), the subcommittee will first want to get clarification on the amount of
reduction the OAL would be able to absorb without adversely impacting the services it
provides. Both the DOF and the OAL will need to support their respective proposals in
light of the contentions of the other party. Additionally, the subcommittee may also want
the LAO to weigh in since the Governor’s full OAL reduction was included in the LAO’s
alternative budget proposal.

Staff Recommendation: APPROVE the reduction.
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Action: Approved the staff recommendation on a 2-0 vote, but the Chair
offered to continue to consider the OAL’s case.
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Control Section 11.00 EDP / Information Technology Reporting
Requirements

This Control Section (CS) generally requires departments to obtain DOF and legislative
approval before entering into an IT project contract that would increase the budgeted
cost of the project by more than $500,000 or 10 percent, whichever is less.

Staff Comment: Staff is currently in discussions with the LAO, DOF, and OCIO
regarding the potential need for a technical change to tighten up the reporting required
under this CS.

Staff Recommendation: HOLD OPEN.

Action: Held open.
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Department Budgets Proposed for Consent / Vote Only

(See consolidated vote-only action on page 7)

Public Employment

8385 California Citizens’ Compensation Commission

The seven-member California Citizens’ Compensation Commission meets annually and
is responsible for setting the salaries and benefits for State Legislators, Governor,
Attorney General, Lieutenant Governor, Secretary of State, Controller, Treasurer,
Superintendent of Public Instruction, Insurance Commissioner, and Board of
Equalization members. The Governor proposes expenditures of $14,000 (all General
Fund) and no positions for the Commission — the same amount as 2007-08. The
Commission meets annually and is staffed by the Department of Personnel
Administration. The Commission budget funds travel expenses and stipends for the
annual meeting — Commissioners do not receive a salary.

Control Sections:

Control Section 3.50 - Benefit Charges against Salaries and Wages: Control
Section 3.50 of the budget bill specifies what benefit expenditures shall be charged
against appropriations from which salaries and wages are paid. The language in this
control section is identical to language approved with the 2007 Budget Act.

Control Section 4.01 - Employee Compensation Savings: Control Section 4.01
provides authority for the Director of Finance to adjust Budget Act appropriations for
savings from the Alternative Retirement Program and any budget savings achieved
through new collective bargaining agreements. Similar language was included in the
2007 Budget Act.

Control Section 4.11 - Establishing New Positions: Control Section 4.11 requires
that new positions approved in the budget be established effective July 1, 2008, unless
otherwise approved by the Department of Finance. Additionally, it requires the
Controller to submit monthly reports to the Department of Finance that lists new
positions approved in the budget that will be abolished pursuant to Government Code
Section 12439. This control section was first added to the budget in the 2004 Budget
Act. Staff understands this control section was added to reduce the practice of
departments delaying the establishment of new positions and using the resulting
savings for other purposes.
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Control Section 4.20 - Contribution to Public Employees’ Contingency Reserve
Fund: Control Section 4.20 sets the employer’s contribution to the Public Employees’
Contingency Reserve Fund at 0.450 percent of the gross health insurance premiums
paid by the employer and employee for administrative expenses. This rate is adjusted
annually, as necessary, to maintain a three-month reserve in the fund. The 2007
Budget Act set the rate at 0.290 percent; however, the Administration indicates a rate of
0.450 is needed for 2008-09 to maintain the three-month reserve. The Control Section
additionally allows the Director of Finance to adjust the rate, with a 30-day notification to
the Legislature, as necessary to ensure a three-month reserve.

Control Section 11.11 - Privacy of Information on Pay Stubs: Control Section 11.00
requires that all departments distribute pay warrants and direct deposit advices to
employees in a manner that ensures that personal and confidential information is
protected from unauthorized access. Identical language was approved with the 2007
Budget Act.

Control Section 29.00 - Personnel-Year Estimates: Control Section 29.00 requires
the Department of Finance to calculate and publish a listing of total personnel-years and
estimated salary savings for each department and agency. These listings must be
published at the same time as the publication of: (a) the Governor’s Budget; (b) the May
Revision; and (c) the Final Change Book. Similar language was approved by the
Legislature with the 2007 Budget Act.

Finance

9612 Enhanced Tobacco Settlement Asset-Backed Bonds

This budget item is a technical item that appropriates $1,000 General Fund to repay
Enhanced Tobacco Settlement Asset-Backed Bonds if tobacco settlement revenues
proved to be insufficient to make 2008-09 bond payments. Budget bill language allows
the Director of Finance to increase this item to up to $200 million. While this authority
was necessary to sell the Tobacco Settlement Revenue Backed Bonds, it is not
anticipated that the General Fund will be required to make any payments. A similar
item was approved by the Legislature with the 2007 Budget Act.

9620 Payment of Interest on General Fund Loans

This budget item provides for the payment of interest on loans to the General Fund for
internal and external borrowing used to overcome normal cash flow imbalances during
the fiscal year. Because receipts and disbursements occur unevenly throughout the
fiscal year, the General Fund borrows funds which are then repaid within the same
fiscal year. The external borrowing vehicle is known as Revenue Anticipation Notes.
The Budget includes $267.8 million (General Fund) in 2008-09 for interest payments. A
similar item was approved by the Legislature with the 2007 Budget Act.
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9625 Interest Payments to the Federal Government

This budget item provides for the payment of interest to the federal government for
federal funds held in State accounts. Under federal law, interest is sometimes required
for the period between when federal funds are deposited in a state account and the
disbursement of the funds for the program purpose. The Budget includes $30 million
(General Fund) in 2008-09 for interest payments. A similar item was approved by the
Legislature with the 2007 Budget Act.

9850 Augmentations for Contingencies or Emergencies (Loans)

This budget item provides for loans to state agencies. No loan can be made until 30
days after notification in writing to the Joint Legislative Budget Committee. A similar
item was approved by the Legislature with the 2007 Budget Act.

Control Sections:

Control Section 1.80 — Availability of Appropriations: Control Section 1.80 of the
budget bill specifies the period of availability for appropriations in the budget. Unless
otherwise specified in the budget bill, items of appropriation are available only during
the 2008-09 fiscal year, with the exception of capital outlay funds which have a longer
period of availability. The language in this control section is similar to language
approved with the 2007 Budget Act.

Control Section 3.00 — Defines Purposes of Appropriations: Control Section 3.00 of
the budget bill specifies the purposes and limitations of items of appropriation and
schedules in the budget bill. The language in this control section is similar to language
approved with the 2007 Budget Act.

Control Section 8.50 — Federal Funds Receipts: Control Section 8.50 of the budget
bill specifies the intent of the Legislature to maximize federal funds and requires
Administration reporting to the Joint Legislative Budget Committee if federal funds fall
below budgeted levels, as specified. Note, the procedure for receiving federal funds in
excess of budgeted levels is specified in Control Section 28.00. The language in this
control section is similar to language approved with the 2007 Budget Act.

Control Section 8.51 — Federal Funds Accounts: Control Section 8.51 of the budget
bill requires State agencies to identify to the Controller the account within the Federal
Trust Fund against any appropriation made in the budget bill for federal funds. The
language in this control section is identical to language approved with the 2007 Budget
Act.

Control Section 8.52 — Federal Reimbursements: Control Section 8.52 of the budget

bill authorizes the Director of Finance to reduce an item of appropriation upon receipt of
in lieu federal funds for the same purpose. Reporting is required to the Joint Legislative
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Budget Committee, and Control Section 28.00 is required if the federal funds are not
used “in lieu” of an existing expenditure. The language in this control section is similar
to language approved with the 2007 Budget Act.

Control Section 8.53 — Notice of Federal Audits: Control Section 8.53 of the budget
bill specifies notification to the Joint Legislative Budget Committee when a final federal
audit or deferral letter is received. The language in this control section is similar to
language approved with the 2007 Budget Act.

Control Section 9.30 — Federal Levy of State Funds: Control Section 9.30 specifies
appropriations to be charged in the event that federal courts issue writs of execution for
the levy of State funds and such writs are executed. The language in this control
section is similar to language approved with the 2007 Budget Act.

Control Section 12.30 — Special Fund for Economic Uncertainties: Control Section
12.30 of the budget bill specifies the amount of General Fund revenue transferred to the
Special Fund for Economic Uncertainties matches the amount identified in the Final
Change Book for the 2008-09 fiscal year. The language in this control section is similar
to language approved with the 2007 Budget Act.

Control Section 26.00 — Intraschedule Transfers: Control Section 26.00 of the
budget bill specifies the intent of the Legislature to provide flexibility for the
administrative approval of intraschedule transfers within individual items of
appropriation, and defines related reporting requirements to the Joint Legislative Budget
Committee. The language in this control section is similar to language approved with
the 2007 Budget Act.

Control Section 33.00 — Item Veto Severability: Control Section 33.00 of the budget
bill specifies that the Governor’s veto of certain portions of the budget bill do not affect
other portions of the bill. The language in this control section is similar to language
approved with the 2007 Budget Act.

Control Section 35.60 — Budget Stabilization Act Transfer to the General Fund:
Control Section 35.60 of the budget bill allows the Director of Finance to order the
transfer of funds from the Budget Stabilization Account to the General Fund if necessary
to maintain a prudent General Fund reserve. The language in this control section is
similar to language approved with the 2007 Budget Act.

Staff Comment: No issues have been raised with the budgets or control sections listed
above.

Staff Recommendation: Approve all the consent / vote-only budgets and Control
Sections.

Action: Approved the vote-only calendar on a 2 — 0 vote, with Senator Kehoe
absent during the vote.
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Department Budgets Proposed for Discussion

1880 State Personnel Board

The State Personnel Board (SPB) is responsible for California’s civil service system.
The SPB provides a variety of recruitment, selection, classification, goal setting, training
and consultation services to State departments and local agencies. The Board is
composed of five members, who are appointed by the Governor, and serve 10-year
terms.

The Governor proposes expenditures of $26.1 million ($5.0 million General Fund) and
183.6 positions — an increase of $2.4 million (a General Fund net decrease of $630,000)
and an increase of 29.9 positions. Included in these numbers, is a proposed cut of
$540,000 to help close the General Fund deficit. The non-General Fund expenditures
of the Board are supported by reimbursements for services provided to other State
departments.

The proposed budget includes $832,000 (reimbursements) and 8.5 positions to
implement SPB’s portion of the Financial Information System for California (FISCAL)
information technology project, which would be coordinated by the Department of
Finance. Similarly, the Governor requests an augmentation of $116,000
(reimbursements) and a one-year limited-term temporary-help position for SPB’s
participation in the 21 Century human resources information technology project, which
is coordinated by the State Controller’'s Office. Action on both items should be deferred
at this hearing, and then made to conform to the action the Subcommittee takes on the
FISCAL and 21% Century projects when the Department of Finance and State
Controller’'s Office are heard.

Issues Proposed for Discussion / Vote:

1. Workload Related to Peace Officer Hiring (BCP #9, #10, and part of BCP #2).
The Board submitted 3 BCPs requesting $1.3 million (reimbursements) and
13.0 positions that are primarily driven by recent growth in the number of Officers at
the California Department of Corrections and Rehabilitation (CDCR) and the
California Highway Patrol (CHP). The SPB work is funded from reimbursements
from the hiring departments, and if the workload is not at the predicted level or falls
in the future, then the Board would not have sufficient resources to support all the
positions and would have to leave some positions vacant. These BCPs do not
increase any General Fund budgets, and rejection of these BCPs could slow the
hiring of new CDCR Officers and CHP Officers. If the Legislative Analysts Parole
realignment option is approved, or other action reduces the level of peace officer
hiring, this workload related to these BCPs would fall. However, that would also
decrease reimbursements and the SPB expenditures would automatically fall — the
2009-10 budget could be adjusted next year if warranted. The specific requests are
as follows:
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2.

» BCP #9 increases reimbursement authority by $368,000 and adds 4.0 positions
(1.0 Psychologist and 3.0 clerical positions) to administer psychological
screening of peace officer applicants. The base level of staffing is 11.0 positions.

» BCP #10 increases reimbursement authority by $295,000 and adds 2.0 positions
(1.0 medical officer and 1.0 clerical position) to respond to the increased fitness
for duty evaluation workload. The base level of staffing is 2 positions. This
workload is primarily related to peace officers, but a portion of workload is related
to transportation workers and other classifications.

» Part of BCP#2 increases reimbursement authority by $654,000 and adds 7.0
positions (5 Associate Personnel Analysts and 2 Appeals Assistants) to respond
to a projected increase of psychological and medical withhold appeals. The base
level of staffing is 10 positions.

Staff Comment: The State has added 360 new CHP officers and attempted to fill
more vacant CDCR positions in recent years, and the cost to add or fill these
positions has already been incorporated into those departments’ budgets, but the
SPB budget has not been similarly adjusted to reflect its related reimbursable
activities.

Staff Recommendation: Approve these requests.

Action: Held open the issue, and requested additional information from SPB
to reconcile these positions with the Administration’s peace officer proposals.

Administrative Workload (BCP #6, and part of BCP #2). The Board submitted 2
BCPs requesting $1.0 million (reimbursements) and 9.5 positions to address
ongoing deficiencies in administrative staff.

» Part of BCP #2 increases reimbursement authority by $331,000 to fund 2
additional Administrative Law Judges positions to respond to Whistleblower
Retaliation Complaints. The number of complaints has increased from an annual
average of 20 in the 1990s to an annual average of about 60 since 2004.

» BCP #5 increases reimbursement authority by $679,000 to add 7.5 positions (5.0
analysts and 2.5 clerical positions) for workload related to business services,
accounting, and human resources.

Staff Comment: Staff has reviewed this request for cost avoidance / cost savings
and none seem likely in 2008-09. Given this difficult budget year, the Subcommittee
may want to reject this BCP without prejudice to consideration of the request in a
future year. SPB could either defer improvements to a future year or redirect
existing staff as warranted. On the margin, rejection of this BCP would reduce costs
for the State agencies who contract with SPB.

Staff Recommendation: Reject these requests.

Action: Rejected this request on a 2 — 0 vote with Senator Kehoe absent.
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3. Information Technology Positions (BCP #6). The Governor requests a total of
$234,000 (reimbursements) and 2.0 positions for information technology support.
The positions assist in supporting a number of testing, information and management
information technology applications. The Board indicates it used to have 18.9
information technology positions, but vacancy reductions and budget cuts earlier in
this decade reduced the number to 13.0 positions today.

Staff Comment: According to the Administration, this request will address an
unmet demand for internet-based exams and scheduling systems. SPB currently
has over 50 exams and scheduling systems currently on its website. Increasing
internet exams and scheduling does increase efficiency in the hiring process and
should reduce workload in affected state departments. The efficiency gains are not
easily quantifiable, but there should be cost avoidance benefits over the long run.

Staff Recommendation: Approve this request.

Action: Approved this request on a 2 — 1 vote with Senator Ackerman voting
no.

4. Technical Training (BCP #8). The Governor requests a total of $242,000
(reimbursements) and 3.0 positions (1.0 analyst and 2.0 clerical positions) for
training and curriculum development services to be performed for State
departments. The Board indicates workload in this area has grown due to the
closure of the State Training Center.

Staff Comment: According to the Administration, this is more of a cost shift than a
new cost. The amount of training services requested by State departments is
somewhat discretionary; therefore, if the demand is not realized, SPB will not
receive reimbursements sufficient to fill these positions.

Staff Recommendation: Approve this request.

Action: Approved this request on a 2 — 1 vote with Senator Ackerman voting
no.
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5. General Fund Budget Reductions (Governor’s Budget). The Governor proposes
a budget reduction of $540,000 and elimination of 4.0 positions to help address the
General Fund deficit. The Department indicates it would achieve this reduction by
eliminating one of the administrative support positions that assist the Executive
Office; one manager position overseeing merit appeals and one administrative
support position processing merit appeals; one analyst position and $80,000 in
contracting dollars from the Bilingual Services Program; and the Assistant Division
Chief Position from the Administrative Services Division.

Staff Comment: Given the severity of the General Fund budget problem, the
Subcommittee may want to approve this request and allow the Administration to
implement these reductions. In future years, the Administration may submit budget
requests to restore some of these positions and funding to the extent the reductions
significantly impact core activities.

Staff Recommendation: Approve the request.

Action: Approved this request on a 3 - 0 vote.
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DPA—Related Public Employment Issues (pages 11-18)

8380 Department of Personnel Administration

The Department of Personnel Administration (DPA) represents the Governor as the
“‘employer” in all matters concerning State employer-employee relations. The
Department is responsible for all issues related to salaries, benefits, position
classification, and training. For rank and file employees, these matters are determined
through the collective bargaining process and for excluded employees, through a meet
and confer process.

The Governor proposes expenditures of $106.6 million ($37.8 million General Fund)
and 247 positions for DPA — an increase of $6.2 million and 21 positions. Two
significant adjustments are a $1.9 million General Fund reduction (and position cut of
11.0 positions) to help address the General Fund deficit, and a $3.0 million General
Fund augmentation (and the addition of 28.5 positions) to process layoffs that are part
of the Governor's proposal (primarily in the Department of Corrections and
Rehabilitation).

The proposed budget included $1.1 million (reimbursements) and 11.0 positions to
implement DPA’s portion of the Financial Information System for California (FISCAL)
information technology project, which would be coordinated by the Department of
Finance. Similarly, the proposed budget includes $623,000 and 6.6 positions to
implement DPA’s portion of the 21% Century Project information technology project,
which is coordinated by the State Controller’'s Office. Action on both items should be
deferred at this hearing, and then made to conform to the action the Subcommittee
takes on the FI$CAL and 21° Century Project when the Department of Finance and
State Controller’s Office is heard.

1. Drug Testing Program (BCP #4). The Governor requests $263,000
(reimbursements) to fund higher external laboratory testing costs for several drug
testing programs. Some of the drug testing is required pursuant to federal laws
(such as some transportation workers), and other testing is authorized by
memorandum of understanding with bargaining units (such as Correctional Officers).
The BCP indicates that currently about 13,000 employees are tested annually and
that number has been growing by about 1,400 employees each year.

Staff Comment: The State has added new peace officer and transportation
workers in recent years, and the cost to add or fill these positions has already been
incorporated into those departments’ budgets, but the DPA budget has not been
similarly adjusted to reflect its related reimbursable activities.

Staff Recommendation: Approve this request.

Action: Approved this request on a 3 — 0 vote.
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2. Savings Plus Program — Contract Costs (BCPs #1, 2, & 3). The Governor
requests a total of $1.2 million (special fund) to fund increased costs for the Third
Party Administrator and consultants for the Savings Plus Program and the
Alternative Retirement Program. Funding for these activities comes from State
employees who participate in the programs — funds either come directly from
monthly administrative fees, or reimbursements received from the programs’
investment providers. Similar requests have been approved over the past several
years. The specific BCP requests are as follows:

» BCP #1 increases deferred compensation by $512,000 and reimbursement
authority by $332,000 for providing recordkeeping and trustee services to the
State’s 457 and 401(k) Defined Contribution Plans and the State’s Alternative
Retirement Program (ARP). The cost increase is due to participation growth in
these plans.

» BCP #2 increases reimbursement authority by $100,000 to implement the Payout
Selection phase of the State’s Alternative Retirement Program (ARP). ARP was
implemented in August 11, 2004 for new State hires, and allows employees to
choose a payout option in month 47-49. The participants can either retain the
funds in the ARP defined contribution plan or shift the funds to CalPERS to “buy”
credit into CalPERS for their first two years of State service to improve their
defined benefit plan payout.

» BCP #3 increases deferred compensation by $260,000 for external investment
consulting services necessary to support the new investment portfolio structure.
The Department indicates that the new portfolio structure will improve the return
on participants’ investments exceeding the cost of implementation.

Staff Comment: This request funds external costs for the Savings Plus and
Alternative Retirement Program. This augmentation would be fully paid by the
participants in the programs.

Staff Recommendation: Approve these requests.

Action: Approved these requests on a 3 — 0 vote.
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3. Projected State Layoffs (BCP #6). The Governor requests a two-year limited-term
augmentation of $3.0 million (General Fund) and 28.5 positions to address layoff
workload that would occur if the Governor's Budget is adopted as proposed. DPA
estimates layoffs could number 7,200 out of the total State workforce of 235,000.
The majority of the layoffs in the Governor's plan would come from the California
Department of Corrections and Rehabilitation (CDCR) where 5,854 positions are
proposed for elimination.

Staff Comment: This issue should be held open pending actions on other
proposals — primarily the CDCR proposal.

Staff Recommendation: Hold this issue open.

Action: Held open the issue, and requested additional information from DPA
to reconcile these positions with 2003-04 layoff staffing. Additionally, held
open to reconcile with actions in other areas that impact layoff staffing.

4. General Fund Budget Reductions - Administrative (Governor’'s Budget). The
Governor requests budget reductions totaling $1.4 million and 10.5 positions in
DPA’s administrative areas to help close the General Fund deficit. The reductions
are outlined by DPA division as follows:

» Classification and Compensation Division — a reduction of $398,000 and
2.9 positions is requested.  The Administration indicates the impact of this
reduction may delay implementation of critical (health and safety) classification
and compensation changes. This could result in the inability of departments to
hire qualified staff and meet statutory requirements primarily in level-of-care
agencies such as Developmental Services and Mental Health and public safety
agencies such as CDCR. Staffing reductions may also delay the grievance
process.

» Labor Relations Division — a reduction of $239,000 and 1.9 positions is
requested. The Administration indicates the impact of this reduction will be that
the State will have less comprehensive data with which to compare
compensation for state classifications with local agencies and private industry.

» Legal Division — a reduction of $403,000 and 2.9 positions is requested. The
Administration indicates the impact of this reduction will be that the Division’s
litigation options will be restricted due to decreased travel budgets. Travel
activities include fact finding, interviewing witnesses, and attending hearings.
DPA will require witnesses to travel to Sacramento. Existing attorneys will work
longer hours and handle more cases.

» Administrative Services Division — a reduction of $119,000 and 0.9 positions is
requested. The Administration indicates the impact of this reduction will be
reduced or eliminated services to the DPA internal and statewide programs.
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» Benefits Program — a reduction of $226,000 and 1.9 positions is requested. The
Administration indicates the impact of this reduction could be reduced efficiencies
in providing statewide benefits administration.

Staff Comment: Given the severity of the General Fund budget problem, the
Subcommittee may want to approve this request and allow the Administration to
implement these reductions. In future years, the Administration may submit budget
requests to restore some of these positions and funding to the extent the reductions
significantly impact core activities.

Staff Recommendation: Approve these requests.

\ Action: Approved the request on a 3 — 0 vote.

5. General Fund Budget Reductions - Rural Health Care Equity Program
(Governor’'s Budget). The Governor requests a reduction of $515,000 and
approval of trailer bill language to reduce Rural Health Care Equity Program
(Program) annual payments from $500 to $450 for each recipient. The Program
provides subsidies for current and retired State employees who reside in a rural area
not served by a health maintenance organization (HMO).

Staff Recommendation: Approve this request.

Action: Approve the request on a 3 -0 vote.
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Department of Personnel Administration / State Compensation
Insurance Fund — Cross Cutting Issues.

Last year, the Subcommittee discussed the administration of the workers’ compensation
system for State employees and the roles of the Department of Personnel
Administration (DPA), the State Compensation Insurance Fund (SCIF), and individual
employing departments play in providing administration, support, and oversight for the
program. As a result of the discussion, DPA issued a management memo to
departments to restate their responsibilities for the Administration of workers’
compensation, and the master agreement between DPA and SCIF was revised.
Additionally, the Legislature selected a large department (Department of Transportation
(Caltrans), to audit for its administration of the system. The Office of State Audits and
Evaluation (OSAE) study should be complete at the end of April.

Issue proposed for Discussion:

1. Cost of the Workers’ Compensation for State Employees (Informational Issue).
The cost to the State for employees’ workers’ compensation is displayed in the
below table, although actual budget authority is provided in the budgets of individual
departments that reimburse SCIF as costs are incurred, and therefore both the
General Fund and special funds are included in the costs. The table below shows
the change in State workers’ compensation costs from 2004-05 through SCIF
estimates for 2008-09.

2004-05 2005-06 2006-07 2007-08* | 2008-09*
SCIF Admin Costs $56.1 $60.7 $68.0 $72.0 $76.0
Cost of Benefits $439.5 $398.3 $399.3 $406.0 $417.0
Total State Costs $495.6 $459.0 $467.4 $478.0 $493.0
Total New Claims 25,546 26,095 25,164 24,500 24,620

* SCIF estimates

Staff Comment: As indicated above, the Office of State Audits and Evaluation
workers’ compensation audit of Caltrans should be completed in late April. That
audit will provide insight into how one large State department is fulfilling its
responsibility to administer the workers’ compensation system. Staff also notes that
the $4.0 million Administrative Cost increase actually breaks down to a $1.3 million
reduction in external costs (bank charges, pro rata, etc.,) and a $5.3 million increase
in SCIF administrative costs.

SCIF’'s workers’ compensation case inventory is fairly unchanged year-over-year,
but SCIF is adding about 20 positions, primarily to meet utilization revenue
requirements outlined in Department of Industrial Relations regulations. Over time,
staff has been added to SCIF to both address new regulatory requirements, and to
bring caseload averages down.
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The Subcommittee may want to hear from SCIF and DPA on the changes they have
instituted over the past year to improve the administration and oversight of workers’
compensation for State employees. Additionally, SCIF should be prepared to
discuss staff growth and the impact of deferring staff growth in 2008-09 to reduce
State costs.

Staff Recommendation. Hold open. Direct staff to review the audit report when it
is complete and bring the findings back to the Subcommittee at a future hearing if
warranted.

Action: Held open. Directed staff to bring back for further discussion, if
warranted, after the release of the Caltrans workers’ compensation audit.
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9800 Augmentation for Employee Compensation

This budget item includes funding for pay and benefit increases for those costs that
exceed the baseline costs already included in individual department budgets.
Generally, this item includes employee compensation funding based upon approved
Memoranda of Understanding (MOU) with the State’s 21 bargaining units and funding
for health benefit inflation. Also included is compensation increases for excluded
employees as is determined by the Department of Personnel Administration or other
authorized entities. All bargaining units except Unit 5 (California Highway Patrol
Officers) have expired contracts or contracts that will expire at the end of 2007-08.

The Governor's Budget proposed $646 million ($392 million General Fund) in
Item 9800. Included in this amount is a funding request of $260.4 million General Fund
for the Last, Best, and Final Offer of the Administration to the California Correctional
Peace Officers Association (CCPOA), although no policy bill to implement that offer has
been introduced to date. The LAO indicates that the total cost for State employees’
salary is about $23 billion, with an additional $7 billion for benefits and other related
costs (including universities for both cost measures). The General Fund supports more
than one-half of this total.

Discussion / Vote Issues:

1. 9800 Assumptions: The following estimates of major costs are included in the
budget requests:

e Unit 6 CCPOA - assumes implementation of the Last, Best, and Final Offer and
budgets $260 million General Fund in 2007-08 and $260 million General Fund in
2008-09.

e Unit 5 (CHP Officer) and Unit 9 (Engineers) — includes $9 million General Fund
and $198 million special fund for existing contractual pay increases for these two
units (the Unit 9 contract expires July 2, but includes a July 1 pay increase).

e Plata, Coleman, and Perez Lawsuit / Non-Corrections Medical Professions —
includes a total of $44 General Funds for cost growth in 2008-09 related to
lawsuits brought against the state for prison medical care. These pay
adjustments are not mandated by the lawsuits, but have been implemented for
pay equity and recruitment / retention issues.

e Health, Dental and Vision Inflation — includes $32 million General Fund and
$43 million other funds.

e Other Multi-year Salary Agreements / and Excluded Pay — includes funding for
multi-year implementation of Game Warden salary increases and augmentations
for other multi-year agreements, and excluded employees (a total of about
$46 million General Fund and $12 million other funds).

LAO Recommendation: In the Analysis of the 2008-09 Budget Bill, the Legislative
Analyst recommends two budget changes: (1) reject funding of $260 million
(General Fund) for the CCPOA Last, Best, and Final Offer because the current pay
appears sufficient to meet staffing needs, and (2) reject $550,000 (General Fund) for
a new pay differential for information technology employees working on the Human
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Resources Management System (HRMS) project because the Administration does
not have a comprehensive plan for when and how to apply this differential in the
future to other enterprise projects. The LAO also has recommendations related to
future bargaining agreements, which would be only informational for this committee,
because bargaining agreements are approved through the policy committees.

Staff Comment: For consistency, the Subcommittee may want to move the funding
for CCPOA out of this item, with the intent that funding would be included in a policy
bill that implements a future MOU. When the budget was developed, the
Administration may have anticipated enactment of a policy bill to implement their
Last, Best, and Final Offer, but no policy bill has been introduced to date. Since
the timeline for a CCPOA MOU now seems consistent with the timeline for other
bargaining units with expired or expiring MOUS, it may make more sense, and be
more in keeping with standard budget procedure, to remove this funding from the
budget.

Staff Recommendation: Hold open because there are typically May Revision
adjustments to this item.

Action: Held open, except rejected the $550,000 ($331,000 General Fund)
budgeted for a new pay differential for information technology employees
working on the Human Resources Management System.
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1920 State Teachers’ Retirement System

The State Teachers’ Retirement System (STRS) administers retirement and health
benefits for more than 800,000 active and retired educators in the public schools from
kindergarten through the community college system. Unlike public employees covered
under the California Public Employees’ Retirement System (PERS), STRS members do
not participate in the social security system. According to the most-recent actuarial
analysis, STRS is about 87 percent funded for estimated long-term obligations (relative
to a 86 percent funded level last year) , leaving an unfunded liability of $19.6 billion.
The LAO indicates that this funding level is above average among large public pension
systems — with the average U.S. pension system about 85 percent funded.

Proposition 162, approved by voters in 1992, amended the California Constitution to
provide the STRS Board with authority over the administration of the retirement system.
However, the STRS operations budget is still a Budget Act appropriation which the
Legislature adopts. The STRS Board adopted a 2008-09 budget that anticipates benefit
and administrative expenditures of $8.8 billion (and 846.8 positions) — up $659 million
(and 67.1 positions) from 2007-08. Administration, including services to members and
employers, is up about $43.8 million (to $178 million), and benefit costs are up about
$616 million (to $8.7 billion). In the 6300 Budget Item, the Governor is proposing
$1.120 billion (General Fund) in State contributions to STRS — down from the $1.623
billion provided in 2007-08. However, the year-over-year change is primarily driven by a
one-time legal decision that is further discussed below.

The State funds teachers’ retirement based on two statutory formulas:

e Benefits Funding — the State’s contribution is statutorily based on 2.017 percent
of the teachers’ salaries. The 2008-09 cost is budgeted at $536 million General
Fund.

e Supplemental Benefit Maintenance Account (SBMA) — The State’s contribution is
fixed by statute at 2.5 percent of teachers’ salaries and is intended to provide
retiree purchasing power protection. The 2008-09 payment as dictated by
statute is $664 million. While the budget reflects this amount, there are two
Administration proposals that produce a net-zero change in the SBMA payment:
(1) the Administration is proposing statutory changes to vest purchasing power
protection at 80 percent of initial retirement level (for a savings of $80 million);
and (2) the Administration is proposing to pay $80 million in interest payments
(out of about $210 million in interest due) from litigation the State lost related to a
2003-04 budget action. Both of these are further discussed below.

The State lost its appeal on STRS SBMA lawsuit:

In 2007, the State lost its appeal to a case brought by STRS over a 2003-04 budget
action that reduced that year's SBMA payment by $500 million. In September 2007, the
State paid the $500 million in principle to STRS. Interest due is about $210 million, but
the judgment did not specify an interest payment due date and the Administration is
only proposing to pay $80 million of the $210 million in 2008-09.
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Issues for Discussion and Vote:

1. Purchasing-Power-Protection Vesting & Related Savings (Governor’'s Budget
Trailer Bill). The proposed budget reduces the Supplemental Benefit Maintenance
Account (SBMA) State contribution from 2.5 percent of salary to 2.2 percent — for an
annual estimated savings of about $80 million (from reducing this contribution from
$622 million to $547 million). The Administration indicates that this contribution level
is sufficient to maintain the existing purchasing-power-protection benefit based on a
2005 actuarial analysis. In return, the Administration proposes to vest this
purchasing-power-protection benefit at 80-percent of an individual’s initial retirement
allowance (instead of the current vesting that sets the State’s contribution at
2.5 percent of salary without a vested level of purchasing-power-protection).
Because the funding cut would be tied to a new vested benefit, the Administration
argues this proposal is substantially different from the 2003-04 suspension that the
State lost in litigation (see last page).

Background / Detail: Last year, the Administration proposed a similar plan that
was rejected by the Legislature. However, this year’s plan differs in that the
proposed language would allow the annual State contributions to be determined by
STRS to the level necessary to maintain the 80 percent benefit (and not fixed at 2.2
percent of payroll as proposed last year).

Since the January Governor's Budget, the STRS Board has adopted a
recommended alternative and the California Retired Teachers’ Association (CRTA)
has also released an alternative. The three proposals are as follows:

e Governor’s Proposal:

» Change vesting from 2.5 percent of payroll to 80 percent of purchasing
power to save an estimated $80 million annually. (Current law pays at the
80-percent level, but that is not a vested benefit and could fall if 2.5 percent
of payroll is insufficient to continue that level of payment.)

» Change annual State payments to STRS from July 1 to November 1 and
April 1 to improve General Fund cashflow. (Legislation was approved in the
Special Session to move the 2008-09 payment to November 1, 2008 on a
one-time basis).

» Make the lawsuit interest payment over three years, beginning with
$80 million in 2008-09 (about $130 million [plus interest on this interest]
would remain to be paid in 2009-10 and 2010-11)

» Pros: (1) saves the State $80 million in 2008-09 (and an additional
$130 million from the deferral of interest payments) and may continue to
provide savings as long as inflation does not exceed expectations; (2)
ensures purchasing power protection for retired teachers will not fall below
80 percent.

» Cons: (1) increases financial risk to the State — if inflation increases beyond
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expectations (the assumption is that inflation will average 3.25 percent) all
savings could erode and the State General Fund would have to pay
whatever amount is necessary to maintain the benefit at 80 percent; (2) this
proposal is opposed by STRS and the CRTA increasing the risk of litigation.

e STRS’s Proposal:

>

Same as the Governor’'s proposal except changes the new vested benefit
from 80 percent of purchasing power to 82.5 percent of purchasing power.
STRS indicates that saving should still be estimated at $80 million annually.
No net change in General Fund costs in 2008-09 relative to the Governor’'s
proposal.

Pros: (1) saves the State $80 million in 2008-09 and may continue to
provide savings as long as inflation does not exceed expectations; (2)
increases retirement income for individuals who participate in the program
and ensures purchasing power protection for retired teachers will not fall
below 82.5 percent; and (3) the proposal is supported by STRS reducing
the risk of litigation.

Cons: (1) increases financial risk to the State (even above that of the
Administration’s proposal) — if inflation increases beyond expectations (the
assumption is that inflation will average 3.25 percent) all savings could
erode and the State General Fund would have to pay whatever amount is
necessary to maintain the benefit at 82.5 percent; (2) this proposal is
opposed by CRTA increasing the risk of litigation.

e CRTA’s Proposal:

>

Reduces vesting from 2.5 percent of payroll to 2.25 percent of payroll in
exchange for a statutory, but non-vested, increase in the purchasing power
protection level to 85 percent of initial retirement income.

Retains the annual payment deferrals in the Governor's plan (annual
payments would be made in November and April).

Delays interest payments by deleting the 2008-09 payment and adding a
2011-12 payment. This would produce additional General Fund savings of
$80 million in 2008-09 (but add to 2011-12 General Fund costs).

Pros: (1) saves the State $144 million in 2008-09 ($64 million more than the
Administration) and does not obligate the State to increase payments if
inflation exceeds expectations; (2) increases retirement income for
individuals who participate in the program (by more than the STRS plan) but
does not provide a vested guarantee that the payments cannot be reduced
in the future below 85 percent.

Cons: (1) places a new non-vested pressure on the State to continue
benefits at the 85 percent level (and increase State General Fund costs if
inflation is high), even if there is ability to change statute to reduce the
benefit; (2) does not provide retired teachers a vested guarantee that the
payments cannot be reduced in the future below 85 percent; (3) STRS has
not taken a position on this proposal, but opposition from STRS could
increase the risk of litigation.
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LAO Recommendation: The Legislative Analyst recommends that the Legislature
reject the Administration’s vesting proposal. The LAO finds there are risks in
creating a new vested benefit, because under certain inflation assumptions, the
proposal could increase State costs over the long-term (instead of producing the
annual savings of about $80 million as the Administration calculates). Additionally,
the LAO recommends paying the full $210 million interest obligation in 2008-09
because the judgment may not provide the State discretion to pay over time, and in
addition STRS, legal action may require full payment in 2008-09.

Staff Comment: STRS contracted for an actuarial analysis that included some
statistical tests for the sensitivity of savings to inflation estimates. The actuary
indicates that the projected saving is very sensitive to the inflation assumption. The
base inflation assumption is 3.25 percent, but if inflation averages 3.50 instead, all of
the savings is lost, and the State would incur higher costs. The actuary also
performed a stochastic analysis that looked at inflation averaging 3.25, but with an
annual standard deviation of 2.0 percent — in this case there is 35 percent risk of a
cumulative net cost to the State over a 30-year period.

Staff Recommendation: Keep open for the May Revision.

Action: Held open. Note, the prior page of the agenda indicates that the
California Retired Teachers’ Association (CRTA) opposes the CalSTRS
alternative — the CRTA indicates that this is incorrect and that the CRTA Board
has not taken a position on the CalSTRS proposal.
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CalPERS—Related Public Employment Issues (pages 22 — 29)

1900 Public Employees’ Retirement System

The Public Employees’ Retirement System (PERS) provides benefits to about one
million active and inactive members and about 441,000 retirees. PERS membership is
divided approximately in thirds among current and retired employees of the State,
schools, and participating public agencies. The Constitution grants the PERS Board
“plenary authority and fiduciary responsibility for investments of moneys and
administration of the system” as specified. PERS sets the State’s retirement and
healthcare contribution levels — consistent with union contracts negotiated by the
Governor and approved by the Legislature, and vested benefits. This budget item
shows PERS benefits and administrative expenditures. State retirement contributions
for current employees are built into individual department budgets and Control Section
3.60 (see also the “Control Section 3.60” section later in this agenda). State funding for
2007-08 Health and Dental Benefits for Annuitants is contained in Budget Item 9650
(see also the “9650 Health and Dental Benefits for Annuitants” section later in this
agenda). The special authority provided to PERS by the Constitution does not extend
to the component of the Health Benefits Program funded from the Public Employees’
Contingency Reserve Fund, and, therefore, PERS submits BCPs and Finance Letters to
the Legislature for budget changes in those areas.

The PERS Board adopted a 2008-09 budget that anticipates benefit and administrative
expenditures of $14.9 billion (and 2,184.5 positions) — up $1.2 billion (and down 1.5
positions) from 2007-08. Administration is relatively unchanged at $320 million, so this
increase is due to increased benefit costs. However, it should be noted that CalPERS
also considers mid-year budget revisions which have been substantial in the past — for
example the 2007-08 mid-year revisions increased administrative expenditures by about
$31 million and 54 positions. The State’s retirement contribution for current employees
is estimated at $2.8 billion (including $1.6 billion General Fund) — an increase of
$80 million (including a $45 million General Fund increase) relative to 2007-08. The
State’s 2008-09 cost for health and dental benefits for annuitants is estimated at
$1.3 billion General Fund — an increase of $143 million. However, the retiree healthcare
cost is adjusted after the enactment of the budget to collect the special fund share
through the pro rata process — so the final General Fund cost is actually reduced by
about $561 million.

According to a June 2006 actuarial analysis, PERS is about 87 percent funded for
estimated long-term obligations, leaving an unfunded liability of $29 billion. These

figures are based on the actuarial value of assets methodology that includes some
asset smoothing to adjust for short-term fluctuations.

(See next page for issues).
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CalPERS Budget Change Proposals: None of the proposed BCPs would be funded
directly from the General Fund. However, the Department of Finance indicates that the
state General Fund would ultimately be responsible for about one-third of the cost (the
other two-thirds would be paid by local governments and State special funds). The
Department of Finance indicates that it was able to quantify General Fund cost savings /
cost avoidance in BCP #2 and #6 that totals to about $1-3-rillier [$742,000 — corrected|
This exceeds the total General Fund cost of $735,000 for all BCPs and results in net
General Fund savings of $613.000 [$6,500 — corrected. Most of the other BCPs indicate
cost savings / cost avoidance, but the expected amount is not quantified.

Proposed Consent / Vote Only:

1. Public Agency Contracts (BCP #2). PERS requests $235,000 (Contingency
Reserve Fund) and 2.0 new positions to support increased core workload for
contract management activities. PERS indicates that the workload increase is
driven as more agencies join the Public Employees’ Medical and Hospital Care Act
(PEMHCA). PEMHCA provides a variety of health plans covering 1.2 million lives
with participation from over 1,100 participating public employers. Additionally, the
BCP indicates that failure to retain agencies will decrease the PEMHCA risk pool
and result in higher health care costs for all PEMHCA members and employers,
including the State of California. The Department of Finance estimates approval of
this proposal will result in General Fund savings of $1.2 million.

\ Action: Approved the request on a 3 — 0 vote.

2. Quality Control and Special Projects Unit (BCP #6). PERS requests $216,000
(Contingency Reserve Fund) and 2.0 new positions to support core workload for the
Enrollment and Eligibility Unit under the Public Employees’ Medical and Hospital
Care Act (PEMHCA). This program is responsible for determining the health benefit
eligibility of all prospective enrollees, and for processing the health benefit
enrollments of over 1.2 million total covered individuals. PERS indicates many
individuals are retiring earlier in their careers resulting in more workload. The
Department of Finance estimates approval of this proposal will result in General
Fund savings of $120,000 (versus a General Fund share of cost of about $70,000).

\ Action: Approved the request on a 3 — 0 vote. \

3. Rate Development and Renewal (BCP #1). PERS requests $417,000
(Contingency Reserve Fund) and 3.0 new positions to support program changes that
will increase the ability to achieve cost avoidance. PERS indicates that for the 2008
rate year, the existing staff of 3.0 positions found $32 million in savings through use
of the Health Care Decision Support System and validated a total of $144 million
saved in the final rate quotes. CalPERS indicates that if this proposal is rejected,
the State will lose the opportunity to generate additional healthcare savings — while
the marginal new saving is not quantified, the past actual savings data suggest there
is the potential for significant cost savings from the new positions.

Action: Approved request on a2 —1 vote, with Senator Ackerman voting no.
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4. Health Information System Services Web-based Solutions (BCP #4). PERS
requests $646,000 (Contingency Reserve Fund) and 3.0 new positions to support
Electronic Health Records (HER) and Health Information Technology (HIT)
initiatives.  The request includes $250,000 for external contracts. PERS indicates
that these positions will lead web-based product development, and support front-end
Medicare Part D subsidy claims processing. CalPERS indicates that if this proposal
is rejected, the State will lose the opportunity to generate cost savings by realizing
more federal subsidies in the Medicare Part D Low Income Subsidy.

Action: Approved request on a2 —1 vote, with Senator Ackerman voting no.

Staff Recommendation: Approve these requests.

Issues proposed for Discussion / Vote:

5. Health Program Receivables (BCP #3). PERS requests $352,000 (Contingency
Reserve Fund) and 3.0 new positions to support core workload for Health Program
Financial Receivables under the Public Employees’ Medical and Hospital Care Act
(PEMHCA). Two positions would specifically work in the Complementary Annuitant
Premium Program (CAPP) that deals with approximately 1,400 individual annuitants
whose retirement warrants are not sufficient to cover their health premiums — PERS
indicates this workload has doubled in the past four years without a staffing
increase. One position would work in the Public Agency Billing Unit to increase
coordination with the Collections Unit.

Staff Comment: Staff has reviewed this request for direct cost avoidance / cost
savings and none seem likely in 2008-09. Given this difficult budget year, the
Subcommittee may want to reject this BCP without prejudice to consideration of the
request in a future year. PERS could either defer improvement to this program to a
future year or redirect existing staff as warranted. On the margin, rejection of this
BCP would reduce costs for the State and local governments who participate in
PERS.

Staff Recommendation: Reject this request.

\ Action: Rejected request on a 3 -0 vote.

6. Quality Control and Special Projects Unit (BCP #5). PERS requests $117,000
(Contingency Reserve Fund) and 1.0 new position to implement quality control
functions and facilitate a revitalized training program in the Data Reconciliation Unit.

Staff Comment: Staff has reviewed this request for direct cost avoidance / cost
savings and none seem likely in 2008-09. Given this difficult budget year, the
Subcommittee may want to reject this BCP without prejudice to consideration of the
request in a future year. PERS could either defer improvement to this program to a
future year or redirect existing staff as warranted. On the margin, rejection of this
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BCP would reduce costs for the State and local governments who participate in
PERS.

Staff Recommendation: Reject this request.

Action: Rejected request on a 3 -0 vote. \

7. Health Educators (BCP #7). PERS requests no new funds and 2.0 new positions
to accomplish education and communications activities for PERS staff, members,
and employers. No new funding is requested because PERS generally receives
“training” and “administrative cost” operating expense funding when positions are
approved in BCPs for other purposes. The administration felt it could absorb the
cost of these new positions using the training/administration funding added to the
budget in BCPs this year and in recent past years.

Staff Comment: Staff has reviewed this request for direct cost avoidance / cost
savings and none seem likely in 2008-09. Given this difficult budget year, the
Subcommittee may want to reject this BCP without prejudice to consideration of the
request in a future year. PERS could either defer improvement to this program to a
future year or redirect existing staff as warranted. Additionally, due to the difficult
budget year, the Subcommittee may want to reduce the PERS operating and
equipment budget by $235,000 (the approximate amount that would have otherwise
been redirected for this purpose, and the amount of funding requested in BCP #2 for
2.0 positions of the same classification). About one-third of the requested savings
(about $78,000) would benefit the General Fund.

Staff Recommendation: Reject this request and cut PERS funding in this area by
$235,000.

\ Action: Rejected request, and reduced the budget by $235,000 on a 3 — 0 vote. \

8. Contract Management and Oversight (April Finance Letter). PERS requests
$359,000 (Contingency Reserve Fund) and 3.0 new positions (two-year limited term)
to audit Health Maintenance Organization (HMO) operations to determine their
actual costs for physicians, overhead, plant utilization, pharmaceutical contracts, etc.
Together with the data that HMOs have to provide pursuant to AB 1296 (Ch 698, St
2007), this will enable PERS to more effectively negotiate health care rates.

Staff Comment: Since the total health benefit cost is in excess of $3.5 billion for
PERS enrollees, even relatively small changes to rates can result in large savings.

Staff Recommendation: approve this request.

Action: Approved request on a 2-1 vote with Senator Ackerman voting no.
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9650 Health and Dental Benefits for Annuitants

This budget item provides funding for health and dental benefit services for more than
210,000 retired state employees and their dependents. The cost split between
annuitants and the State is set by Government Code 22871, which establishes a
“100/90” formula. Under the formula, the average premiums of the four largest health
plans sets the maximum amount the State will contribute to an annuitant's health
benefit. The State contributes 90 percent of this average for the health benefits of each
of the retiree’s dependents. The California Public Employees’ Retirement System
(PERS) negotiates health care rates with providers and future negotiations will affect the
final cost to the State. Revised cost figures should be available in May or June. This
funding covers 2008-09 costs and does not provide money to begin pre-funding
retirement health costs for current State employees.

Budget Item 9650 includes $1.281 billion ($1.262 billion General Fund, and $19 million
Medicare Part-D federal reimbursements) for Health and Dental Benefits for Annuitants
— an increase of $143 million. However, the retiree healthcare cost is adjusted after the
enactment of the budget to collect the special fund and federal share through the pro
rata / SWCAP process — so the final General Fund cost is actually reduced by about
$561 million. The LAO indicates that the Administration’s cost figures assume a 3
percent growth in retirees and a 9.5 percent increase in premiums.

Staff Comment: Because final costs are not known until late May or early June, this
issue is presented for informational purposes at this point. There may not be an
opportunity for public testimony when the final number is provided; therefore, the
Subcommittee may want to receive testimony from the LAO, the Administration, and the
public at this hearing.

Staff Recommendation: Hold the budget for this item open for the May Revision, or
Conference Committee, pending final cost numbers from CalPERS.

Action: Held open for anticipated May Revision changes.
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Control Section 3.60 Contributions to Public Employees’ Retirement
Benefits

Control Section 3.60 of the budget bill specifies the contribution rates for the various
retirement classes of State employees in the California Public Employees’ Retirement
System (CalPERS). This section also authorizes the Department of Finance to adjust
any appropriation in the budget bill as required to conform to changes in these rates.
The State’s contributions to CalPERS in 2008-09 are currently estimated at $2.8 billion
($1.6 billion General Fund) — an increase of $80 million over 2007-08 (including a
$45 million General Fund increase). The following table provides proposed rates with
historical comparisons, and is copied from the LAO’s Analysis of the 2008-09 Budget
Bill.

Figure 1
State Retirement Contribution Rates

1995-96 Through 2008-09 (As Percent of Payroll)

Peace

Fiscal Misc. Misc. Officer Highway
Year Tier 1 Tler2 Industrial Safety Firefighter Patrol
1995-96 12.4% 8.3% 9.0% 14.2% 14.4% 14.8%
1996-97 1341 9.3 9.2 14.7 15.4 15.9
1997-98 127 9.8 9.0 13.8 15.3 15.5
1998-99 8.5 6.4 4.6 9.4 9.6 13.5
1999-00 1.5 —_ — 7.5 — 17.3
2000-01 — —_ — 6.8 2.7 13.7
2001-02 4.2 — 0.4 12.9 9.6 16.9
2002-03 7.4 2.8 2.9 171 13.9 23.1
2003-04 14.8 10.2 114 21.9 20.3 2.7
2004-05 17.0 13.2 16.4 20.8 23.8 334
2005-06 15.9 15.9 171 19.0 23.6 26.4
2006-07 17.0 16.8 17.9 14.3 24.5 3.5
2007-08 16.6 16.6 17.3 18.8 25.6 2.2
2008-09% 166 16.6 17.3 18.8 25.6 2.2
a Budgetad.

Staff Comment: The above rates show significant annual fluctuations, which is
primarily based on the investment market. The rates in 2005-06 through 2008-09 reflect
CalPERS’ new rate stabilization policy, which builds gains and losses in the value of
assets into the actuarial calculation of the plans’ asset value, over 15 years, instead of
the three years of the prior policy. While the rates generally stay flat in 2008-09 due to
investment growth (investments grew about 19 percent in 2006-07, compared to the
system’s normal projected investment return of under 8 percent annually), the overall
State contribution rises by $80 million primarily because of payroll growth. The LAO
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notes that the pension fund is 87 percent funded (or has a $29 billion unfunded liability)
based on the smoothing methodology that the Board uses to assess contributions from
the State. However, using an un-smoothed current market value approach, the pension
fund is 93 percent funded (or has a $17 billion unfunded liability). The LAO indicates
that this funding level is above average among large public pension systems — with the
average U.S. pension system about 85 percent funded.

Issues for Discussion:

1. PERS Revision of 2007-08 Retirement Contribution Rates. As was indicted in
the CalPERS section of this agenda, Proposition 162, approved by voters in 1992,
amended the California Constitution to provide the PERS Board of Administration
with authority over the administration of the retirement system and set contribution
rates. The CalPERS Board is expected to adopt new rates at their May meeting.
The budget will then be adjusted to reflect the new rates and costs.

Staff Comment: The Administration expects to submit a May Finance Letter to
reflect the adjusted rates.

Staff Recommendation: Hold open until the May Revision.

Action: Held open for anticipated May Revision changes.

2. LAO Issue. In the Analysis of the 2008-09 Budget Bill, the Legislative Analyst
withholds recommendation on the retirement contribution rates pending CalPERS
action on the adoption of revised rates in May. The LAO recommends the CalPERS
communicate unfunded liability such that the information provided is consistent with
how the budget is set — that inconsistent information on unfunded liability may
confuse policy makers and the public.

Staff Comment: The Subcommittee may want to hear from both the LAO and
PERS on this issue, to discuss the two different methodologies PERS uses to
estimate unfunded liabilities.

Staff Recommendation: Informational only.

Action: No action — informational item. The Chair did indicate to CalPERS the
preference of the Committee that actuarial information be clearly explained
and not overly focused on short-term market fluctuations.
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0860 Board of Equalization

The Board of Equalization (BOE) administers the sales and use tax programs,
administers a variety of business and excise taxes and fees, and oversees the
administration of the property tax by county assessors. The BOE is governed by a five-
member board, consisting of four regionally elected members and the State Controller.
The Board is also the final administrative appellate body for personal income and
corporation taxes, which the Franchise Tax Board administers.

The Governor proposes expenditures of $430 million ($242 million General Fund) and
4,035 positions for BOE — an increase of $33 million ($20 million General Fund) and an
increase of 235 positions. The new positions are primarily associated with activities that
will decrease the “tax gap,” which is the $2.0 billion annual difference between BOE
taxes owed and taxes collected. The Board estimates the requested tax-gap positions
will increase General Fund revenues by over $32 million in 2008-09.

Issues Proposed for Consent / Vote-Only

1. Cigarette and Tobacco Programs (BCP #4). The Administration requests
$3.0 million ($238,000 General Fund), 13.0 new positions, and conversion of 20.0
limited-term positions to permanent, to enhance enforcement and voluntary
compliance in the cigarette and tobacco product tax programs. The majority of the
requested positions would work in the compliance and audit areas to address
ongoing and new workload related to out-of-state tax avoidance, accounts
receivable recovery, and tax audit activities. These efforts are expected to increase
revenue by $30.1 million ($1.5 million General Fund) in 2008-09 and by $43.2 million
($1.9 million General Fund) in 2009-10. In addition to the General Fund benefit, the
additional revenue collection would benefit programs funded out of the Breast
Cancer fund, the Cigarette and Tobacco Products Surtax fund, and the California
Children and Families First Trust Fund. The current tax is $.87 per pack of
cigarettes.

2. Agricultural Inspection Station Program (BCP #5). The Administration requests
$1.4 million ($800,000 General Fund), to continue for two years 16.0 limited-term
positions that are associated with the Agricultural Inspection Station Tax Leads Pilot
Program. Under this program, BOE staff is co-located with the Department of Food
and Agriculture staff at the California border inspection stations for the detection and
identification of property brought into California without payment of the sales and use
tax. These continued efforts are expected to increase revenue by $6.35 million
($3.6 million General Fund) in both 2008-09 and 2009-10.

Action: Approved both consent / vote-only issues on a 2 - 0 vote, with Senator
Kehoe absent.
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Issues proposed for Discussion / Vote:

3. Electronic Filing Expansion (BCP #1). The Administration requests a 2008-09
augmentation of $4.7 million ($1.7 million General Fund), and 3.0 new positions to
support expanded efforts in the area of electronic filing. This is a multi-year proposal
and the anticipated 6-year cost is expected to be $16.5 million with a 6-year revenue
benefit of $27.6 million. If the workload savings from e-filing is redirected to revenue
positions, an additional revenue benefit of $40.3 million is projected.

Background / Detail: This request includes five components:

» Internet Reqistration — expand on-line registration to all tax and fee programs
and allow tax and fee payers to enter business/personal information only one
time for all permits/licenses required by the BOE.

E-Filing for Special Taxes — add e-filing for special taxes which will improve
accuracy, audit selection, and efficiency.

E-Filing for Fuel retailers and Distributors — add e-filing for fuel taxes to speed
reconciliation with associated sales tax payments and improved BOE efficiency.
On-line_Requests for Extensions, etc. — add functionality to increase BOE
efficiency by automating manual processes.

On-line_Requests for Installment Payment Agreements — add functionally to
increase BOE efficiency by automating manual processes.

vV V V V¥V

LAO Recommendation: In the Analysis of the 2008-09 Budget Bill, the Legislative
Analyst does not raise any concerns with this specific BCP, but does recommend
the BOE’s budget be reduced by $1.4 million (General Fund) to account for
anticipated e-file saving in 2008-09 that would result from past e-file initiatives.

Staff Comment: The proposed budget already requests new positions to narrow
the tax gap, so there should not be a benefit to redirecting existing e-file efficiencies
to additional revenue activities in 2008-09.  Staff understands the $1.4 million
reduction ties to a BOE target for 2008-09.

Staff Recommendation: Approve the BCP, but also reduce the BOE budget by
$1.4 million (General Fund) to reflect anticipated e-file savings from past initiatives.

Actions: Approved the BCP on a 2 — 1 vote with Senator Ackerman voting no.
Approved the $1.4 million budget reduction in a separate motion on a2 — 0
vote with Senator Kehoe absent.
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4. Tax Gap / Revenue Request (BCP #2). The Administration requests an
augmentation of $13.9 million ($9.0 million General Fund), and 136.5 new positions
to support expanded efforts to narrow the tax gap and therefore collect more tax that
is owed but not paid. The BOE estimates this proposal would result in_additional
revenues of $32.3 million ($20.0 million General Fund) in 2008-09 and $60.9 million

($38 million General Fund) in 2009-10.

Background / Detail: This request includes five tax gap initiatives:

>

Bankruptcy / Out-of-State Collections — 5.0 positions and $545,000 ($354,000
General Fund) is requested to contract with FTB for bankruptcy data for out-of-
state taxpayers, and additional BOE staff to speed the filing of tax liens and
improve the State’s lien priority for bankruptcy liquidation ($4.2 million [$2.6
million General Fund] revenue gain in both 2008-09 and 2009-10).

In-State Service Businesses — 51.5 positions and $4.7 million ($3.1 million
General Fund) is requested to increase compliance of use tax payment by
service businesses inside the state that purchase goods outside the state
($13.6 million [$8.8 million General Fund] revenue gain in 2008-09 and
$26.4 million [$16.0 million General Fund] in 2009-10).

Collection Improvements — 14 positions and $1.3 million ($861,000 General
Fund) is requested to increase audit activity ($2.9 million [$1.8 million General
Fund] revenue gain in 2008-09 and $5.8 million [$3.7 million General Fund] in
2009-10).

Audit Improvements — 63.0 positions and $7.0 million ($4.6 million General Fund)
is requested to increase collection activity ($11.9 million [$7.6 million General
Fund] revenue gain in 2008-09 and $24.6 million [$16.0 million General Fund] in
2009-10).

Non-Filers and Tax Evadors Discovery Research — 3.0 positions (3-year limited
term) and $351,000 is requested for research and survey work to develop
procedures and leads to investigate, to narrow the tax gap for (1) internet sellers,
(2) itinerant vendors, and (3) cash-based businesses. No revenue is scored for
this effort, but BOE hopes this discovery research would result in future tax gap
initiatives.

LAO Recommendation: In the Analysis of the 2008-09 Budget Bill, the Legislative
Analyst makes several recommendations:

1.

Score an additional $84,000 ($53,000 General Fund) in 2008-09 and $1.3 million
($0.8 million General Fund) in 2009-10 from an updated estimate of new
revenues from the Bankruptcy component of this request.

. Reject new funding for the Collection and Audit requests, and the field element of

the In-State request, because they return only between $2 to $3 dollars in new
revenue for every $1 spent.

Reject all but the internet-seller component of the Non-Filer request because the
other components have a reduced chance of resulting in near-term revenue
gains.

Staff Comment: The LAO recommendation #2 above would reduce budget costs
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by about $9.4 million (about $6 million General Fund) in 2008-09 and by
$17.0 million (about $11.1 million General fund) in 2009-10. However, anticipated
revenue would also fall by $15.4 million (about $10 million General Fund) in 2008-09
and by $34.7 million (about $22.5 million General Fund) in 2009-10. Therefore,
relative to the Administration’s BOE proposal, there is net loss to the General Fund
of about $6 million in 2008-09 and $11.4 million General Fund. While it may be
good long-term policy to staff BOE only to the level of a $4 or $5 dollar benefit per
dollar spent on collections and audit, the Subcommittee may want to consider
lowering this threshold given this difficult budget. Over time, the number of
taxpayers grows and e-filing efficiencies improve, so BOE staff can be reset in the
future to achieve a higher benefit cost ratio if that is the best long-term policy.

Staff Recommendation: Approve the BCP, but score an additional $84,000 in
2008-09 revenue and reduce the Non-Filer component to just the internet-seller
position as recommended by the LAO.

Action: Approved the LAO recommendation on a 2 — 0 vote with Senator
Kehoe absent. In addition to the LAO recommendations listed above, the
LAO recommendation also included an $884,000 reduction to the “In-State
Services Business” component of the BCP request.

5. Statewide Compliance & Outreach / Revenue Request (BCP #3). The
Administration requests an augmentation of $11.6 million ($7.5 million General
Fund), and 112.0 three-year limited-term positions (including the extension of 32.8
existing limited-term positions) to identify and register entities that actively engage in
business in California and sell tangible personal property without a seller's permit.
The BOE estimates this proposal would result in additional revenues of $60.2 million
($37.9 million General Fund) in 2008-09 and $81.1 million ($51 million General
Fund) in 2009-10.

Background / Detail: The BOE indicates this proposal will increase the number of
permitted businesses operating in California by about 7,258 per year. Bringing
businesses out of the underground economy levels the playing field for compliant
businesses and reduces the tax gap.

Staff Comment: This proposal has a net General Fund benefit of $30.4 million in
2008-09, and benefit-to-cost ratio exceeding 5:1.

Staff Recommendation: Approve the request.

Action: Approved request on a 2 — 0 vote, with Senator Kehoe absent.
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1730 Franchise Tax Board

The Franchise Tax Board (FTB) administers the personal income tax (PIT) program and
the corporation tax (CT) programs. The FTB also administers the Homeowners’ and
Renters’ Assistance Programs. The Department also performs some non-tax collection
activities, such as the collection of child support payments and other court-ordered
payments. The FTB is governed by a three-member board, consisting of the Director
Finance the Chair of the Board of Equalization, and the State Controller. An executive
officer, appointed by the Board, manages the daily functions of the Department.

The Governor proposes expenditures of $650 million ($554 million General Fund) and
5,348 positions for FTB — a decrease of $45 million (but a General Fund increase of
$19 million) and an increase of 182.5 positions. The new positions are primarily
associated with activities that will decrease the “tax gap,” which is the $6.5 billion annual
difference between taxes owed and taxes collected. The department estimates the
requested tax-gap positions will increase General Fund revenues by over $90 million in
2008-09. Finally, the budget includes a minor adjustment to reflect a new voluntary
contribution checkoff on tax returns — specifically, the California Sea Otter Fund (BCP
13), which was established by AB 2485 (Ch 296, St of 2006). The budget includes
$6,000 from the California Sea Otter Fund to pay the FTB cost of administering the
program.

Issues Proposed for Consent / Vote-Only

1. Encoder Replacement (BCP #5). The Administration requests a one-time
augmentation of $1.2 million ($1.1 million General Fund) to replace three existing
encoders. The existing encoders identify each check and money order, encodes it
with the correct money amount, endorses it, and then sorts it to the correct bank.
They have reached the manufacture’s “end of life” and therefore face an increasing
risk of failure. The new encoders will also be able to scan smaller documents
(currently processed on large high-speed scanners) thus allowing FTB to scan tax
returns and other larger documents more quickly and improve efficiency. If one of
the existing encoders were to fail during a busy tax period, deposits could be
delayed, resulting in a General Fund interest loss of up to $100,000 per day.

2. Withhold at Source System (BCP #6). The Administration requests $654,000 in
2008-09, and a five-year total of $7.3 million (all General Fund) for an information
technology project to replace a system that processes non-wage withholding
payments. Non-wage withholding includes real estate withholding and nonresident
withholding for partnership distributions, independent contractors, and entertainers —
these withholdings generate $2 billion in annual revenue. The existing system has
limitations for exporting and importing data from other tax compliance systems, is
vulnerable to unauthorized and undetectable access and manipulation, and provided
limited standard management reports. The new system will address these
deficiencies and generate an additional $7.8 million over the first five years of
implementation — so this project will fully pay for itself over five years. The system
will also provide taxpayers with new electronic filing options.
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3. California Child Support Automation System (BCP #15 and April Finance
Letter) The proposed budget includes $7.9 million (General Fund) and a decrease
of $15.8 million in reimbursements to align the California Child Support Automation
System (CCSAS) to the revised project documents. This information-technology
project is managed by the FTB as an agent of the Department of Child Support
Services (DCSS). The Department reports that in May 2007, the pilot counties for
Version 2 were rolled out and the final county (Los Angeles) will be fully transitioned
to the statewide system in November 2008. The April Finance Letter requests the
shift of $44.5 million General fund and $44.1 in Reimbursement authority, as well as
146.0 positions to the Department of Child Support Services (DCSS) to affect the
transfer of full responsibility for implementation of the CCSAS Project from FTB to
DCSS. Since the Department of Child Support Services is in Subcommittee #3, staff
will monitor that committee’s actions related to CCSAS and bring any conforming
changes to Subcommittee #4 as needed.

4. Security Workload Growth (BCP #9). The Administration requests an
augmentation of $27,000 ($14,000 General Fund), a redirection of $440,000 (all
General Fund) from E-File and E-Services savings, and 4.7 two-year limited-term
positions (and deletion of 8.0 existing positions no longer needed because of E-File
and E-Services), for securing FTB’s critical assets and protecting confidentiality of
taxpayer data. Of the 4.7 positions, 2.7 positions would address inside security
threats such as inappropriate employee access or use of taxpayer information. The
other two positions would address external security threats such as inappropriate
vender activity or unauthorized access to FTB data and systems. Another
consideration is that FTB must comply with Internal Revenue Service Security rules
for federal information shared by the IRS — failure to adequately protect this data
could result in the refusal of the IRS to provide the data, which would have a
substantial negative impact on State revenue.

5. Limited Liability Corporation — Court Decision (April Finance Letter). The
Administration requests $178,000 General Fund and 3.0 two-year limited-term
positions to process the refunds of 4,000 claimants covering 10,000 tax years. The
FTB was ordered by the California Court of Appeals to return a portion of the Limited
Liability Corporation (LLC) fees paid by LLCs doing non reportable business in
California.
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6. Court Ordered Debt Collection (BCP #7 & April Finance Letter). The
Administration requests $3.9 million (Court Collection Fund) and 56.5 positions (26.5
new positions, conversion of 12 limited-term positions to permanent, and 18
continuing limited-term positions) to continue the development and implementation
of the Court Ordered Debt (COD) information technology project, and support the
increase in collection program activities. The COD program has authority to collect
delinquent court-imposed fines, penalties, forfeitures, and restitution orders. The
April Finance Letter requests the addition of a budget bill provision to specify that the
15 percent limit on FTB administrative costs for court debt collection may be
exceeded in 2008-09 due to the one-time costs of implementing the information
technology project.

Background / Detail:  Since 1995, $320 million has been collected by FTB for the
courts. Revenue collected supports county accounts, the State Restitution Fund,
Victims-Witness Assistance fund, as well as the State General Fund. Collection
activity has increased in recent years and this request supports the increased
workload.

Staff Recommendation: Approve the above requests.

Action: Approved all consent / vote-only issues on 2 — 0 vote, with Senator
Kehoe absent.
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Issues proposed for Discussion / Vote:

7.

8.

Tax Gap — Base FTB Board Request (BCP #3). The Administration requests an
augmentation of $6.5 million (General Fund), and 68.5 new positions to support
expanded efforts to narrow the tax gap and therefore collect more tax that is owed
but not paid. The FTB estimates this proposal would result in_additional General
Fund revenues of $22 million in 2008-09 and $38.5 million in 2009-10.

Background / Detail: This request includes three distinct tax gap initiatives:

» Fraud Prevention and Detection — of the 32 positions and $2.4 million (General
Fund) requested in this area, 18 positions would help reduce fraudulent use of
the child and dependent care credit ($8.3 million General Fund savings in 2008-
09 and $13.9 million in 2009-10), and the remaining 14 positions would help
reduce fraudulent W-2 filings and reduce fraudulent refunds ($4.1 million General
Fund savings in 2008-09 and $6.7 million in 2009-10).

» Audit Workload Growth — 36.5 positions and $4.0 million (General Fund) are
requested to bring staffing to the level to address all audit workload that
statistically should produce an average benefit-to-cost ratio of 4:1 ($10.0 million
General Fund revenue in 2008-09 and $20.0 million in 2009-10).

» Compliance Behavior Study — $100,000 is requested for external consultants to
measure the indirect effect, or change in taxpayer behavior, from FTB’s various
compliance activities.

Staff Comment: The LAO raised some technical issues concerning the calculation
of savings. The FTB revised the revenue estimate, and indicates that revenue in
2008-09 should be $300,000 higher in 2008-09 than the $22 million currently scored
in the Governor’s Budget from this BCP.

Staff Recommendation: Approve the request, including the revised revenue
estimate.

Action: Approved request with revised revenue estimate on 2 — 0 vote, with
Senator Kehoe absent.

Tax Gap — Secondary Administration Request (BCP #14). The Administration
supplemented the Board-approved tax gap request in BCP #3, with additional
initiatives that would increase the budget by $9.9 million (General Fund), and 138.7
new positions. The FTB estimates this proposal would result in additional General
Fund revenues of $71 million in 2008-09 and $125 million in 2009-10.

Background / Detail: This request includes five distinct tax gap initiatives:

» New Data Source Pilot — 14.5 positions and $1.0 million (General Fund) are
requested to better focus collection of unpaid tax debt by using Department of
Motor Vehicles data on luxury auto registrations (cars with a value exceeding
$40,000). This data should improve the ability of FTB to collect more of the
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$7.3 billion in unpaid tax debt that has an “uncollectible status” ($27.0 million
General Fund revenue in 2008-09 and $27.0 million in 2009-10).

» Vendor Contract / Administration for Non-Filer Mailing Addresses -
35.0 positions and $2.6 million (General Fund) are requested to purchase
good/mailable addresses from vendors in order to send notices to non-filers with
bad addresses. These contracts and associated FTB administration would allow
the department to contact an additional 110,000 non-filers annually ($7.1 million
General Fund revenue in 2008-09 and $23.0 million in 2009-10).

» IRS Information Return Master File (IRMF) — 26.2 positions and $2.1 million
(General Fund) are requested for a $250,000 vendor contract and State staff to
more effectively analyze and use federal IRMF data, which includes payer and
payee interest, partnership / S Corporations, distributions, gambling winnings and
miscellaneous other categories. FTB believes they can better mine this data to
identify an additional 60,000 non-filers annually, and better focus collection
efforts ($13.4 million General Fund revenue in 2008-09 and $46.8 million in
2009-10).

» Collection Program Workload — 60.0 positions and $4.1 million (General Fund)
are requested to do additional collections activity. FTB indicates that position
reductions in 2003-04 and the requirement to absorb certain price increases in
2005-06 and 2007-08 have reduced collection activity, which this request would
restore ($18.5 million General Fund revenue in 2008-09 and $18.5 million in
2009-10).

» Mandatory E-Pay for PIT Payments over $20,000 — 3 positions and $161,000
(General Fund) are requested to implement a mandatory electronic payment of
estimated tax installments that exceed $20,000 or with tax liabilities of $80,000 or
more. This change would reduce deposit delays and increase the interest
earnings of the State. FTB indicates that 1.8 percent of taxpayers would be
affected, but those taxpayers pay over 50 percent of PIT revenues. New Jersey,
Massachusetts, and lllinois currently have mandatory electronic payment
requirements. ($5.0 million General Fund revenue in 2008-09 and $10.0 million
in 2009-10).

Staff Comment: No issues have been raised with the reasonableness of the
revenue estimates associated with these initiatives. The Administration did not
submit trailer bill language associated with the last issue above (Mandatory E-Pay)
and indicated their intent is to seek statutory change through a policy bill. The
Subcommittee may want to separate the Mandatory E-Pay issue from the others,
pending review of the necessary statutory language.

Staff Recommendation: Approve the request, except hold open the Mandatory E-
Pay segment pending review of the necessary statutory language.

Action: Approved the request, except held open the Mandatory E-Pay
component, on a 3 — 0 vote. The Chair requested that FTB provide additional
information on taxpayer payment options and statutory language.
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9. Tax Gap - Additional LAO Suggestions (also April Finance Letter). In the
Analysis of the 2008-09 Budget Bill, the Legislative Analyst recommends additional
tax gap measures the Legislature could take which would increase General Fund
revenue. The Administration has adopted some of these recommendations in an
April Finance Letter, and also suggested a new Tax Gap proposal. The LAO and
Administration proposals combined would result in an augmentation of $3.3 million
(General Fund), and 77.5 new positions. The FTB estimates these proposals would
result in additional General Fund revenues of $37 million in 2008-09 and $53.9
million in 2009-10.

Background / Detail: This issue includes four distinct tax gap initiatives:

» IRS Revenue Agent’'s Reports (LAO and April FL) — 29.5 positions and $2.0
million (General Fund) are requested to analyses the growing number of IRS
Revenue Agent’'s Reports (RARS), which detail additional federal tax liability from
high-income individuals. The FTB receives these IRS reports, and generally, the
federal audit finding of unpaid tax liability correlates with additional State liability.
($27.0 million General Fund revenue in 2008-09 and $38.4 million in 2009-10).

\ Action: Approved on a 3 -0 vote. \

» Out-of-State Audit Workload (LAO only) — 10.0 positions and $500,000 (General
Fund) are requested to perform additional audit activity for taxpayers located
outside California, but who have California tax liability. (No General Fund
revenue in 2008-09, $1.5 million in 2009-10, increasing to $10 million by 2011-
12).

\ Action: Approved on a 2 — 1 vote with Senator Ackerman voting no. \

» Modify Group Income Tax Return Provisions (LAO only) —$100,000 (General
Fund), and statutory change are recommended to increase the number of non-
residents who are eligible for filing group tax returns, and thereby identifying
current non-filers. Under current law, certain non-residents who receive income
from a pass-through entity (partnerships or S corporations) that derives income
from California sources, can elect to have the pass-through entity file a group
nonresident return on their behalf. By expanding eligibility for group returns for
non-residents with a tax liability exceeding $1.0 million, more non-residents who
are not currently filing returns should begin to file via group returns. ($2.0 million
General Fund revenue in 2008-09 and $6.0 million in 2009-10).

\ Action: Approved on a 3 -0 vote.

» Collection of Inactive Accounts Receivable (April FL only) — 9.0 positions and
$576,000 (General Fund) are requested to increase collection efforts on
outstanding accounts that have been placed in discharged status. (General
Fund revenue gain of $8.0 million in 2008-09 and ongoing).

\ Action: Approved on a 2 — 1 vote with Senator Ackerman voting no.

Staff Comment: The LAO revenue estimates in the Analyses of the 2008-09

Budget Bill have been further refined by FTB, but staff understands there is no

dispute over the revised numbers discussed above.

Staff Recommendation: Approve the tax gap proposals presented in this issue for
a General Fund revenue gain of $37 million in 2008-09.
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8885 Commission on State Mandates

The Commission on State Mandates (Commission) is responsible for determining
whether a new statute, executive order, or regulation contains a reimbursable State
mandate on local governments and determining the appropriate reimbursement to local
governments from a mandate claim. This budget item appropriates the funding for the
staff and operations cost of the Commission, and appropriates non-Proposition-98
mandate payments to local governments.

The Governor proposes expenditures of $142.6 million ($140.7 million General Fund)
and 12.0 positions (a decrease of 1.0 position). Included in these numbers, is a
proposed 10-percent budget reduction of $168,000 and 1.0 position to the
Commission’s administration. The Budget also reflects the proposal, which was
adopted in the Special Session, to discontinue the practice of paying estimated claims,
and only pay claims once the full-year’s cost has been incurred and filed with the State.
This action reduced General Fund costs by $75 million in 2008-09 by shifting that cost
to 2009-10.

Post Proposition 1A, the State is required to pay ongoing mandate claims and the
budget includes $64.0 million General Fund for this purpose. Proposition 1A also
requires the repayment of all pre-July 1, 2004, mandate claims over an unspecified
number of years. The budget includes $75 million (General Fund) to pay a portion of
the $900 million in outstanding pre-July 1, 2004 mandate claims.

Issues Proposed for Consent / Vote Only:

1. Schedule Update for Two New Mandates (April Finance Letter). The
Administration requests amendments to the main mandate payment item in the
budget bill to reflect the following two new mandates (1) DNA Database &
Amendment to Post Mortem Exams: Unidentified Bodies (Ch. 822, St 2000; Ch 467,
St 2001); and (2) Handicapped and Disabled Students Il (Ch 1128, St of 1994; Ch
654, St 1996). No additional budget funding is needed for these mandates in
2008-09.

Staff Recommendation: Approve this request.

Action: Approved on a 3 -0 vote.
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Issues Proposed for Discussion:

2. Budget Reduction to Commission Administration (Governor’'s Budget). The
Administration requests a 10 percent budget reduction ($168,000) to the
Commission to help address the General Fund deficit. The Commission reports that
it has made recent progress in reducing its mandate backlog by reducing the test
claim workload from 102 claims to 68 claims between July 2006 and December
2007. A budget reduction of $168,000 and 1.0 position may slow the clearance of
backlogs. Slowing progress on the backlog would delay determination and payment
of new mandate claims, and to the extend mandate costs exceed expectations, and
statutory change is required, it would also delay statutory amendments to change
the mandate to reduce costs.

Staff Comment: The Subcommittee may want to hear from the Commission on the
cost risks to the State associated with the proposed budget reduction. If the
reduction is approved, the Subcommittee may want to revisit Commission staffing in
a future year and make budget adjustments if warranted.

Staff Recommendation: Approve the proposed budget reduction.

Action: Approved on a 3 -0 vote.
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9100 Tax Relief

The 9100 budget item includes several programs that provide property tax relief by: (1)
making payments to individuals to partially offset their property tax payment (or rent in
the case of renter), and (2) making payments to local governments to help defray
revenues lost as a result of tax relief programs. There are five tax relief programs in this
item, and the funding amount indicated is the amount budgeted (all General Fund) prior
to proposed budget reductions:

» Senior Citizens’ Property Tax Assistance ($40.6 million)

» Senior Citizens’ Property Tax Deferral Program ($25.8 million)
» Senior Citizen Renters’ Tax Assistance Program ($150.3 million)
» Homeowners’ Property Tax Relief ($442.5 million)

» Subventions for Open Space / Williamson Act ($38.6 million)

The Homeowners’ Property Tax Relief program is constitutionally required, and
therefore it is excluded from the 10-percent cut proposals. The Governor proposes that
the remaining four programs each receive a 10-percent budget cut to save $25.5 million
(General Fund). The proposed cuts to homeowners/renters programs are outlined in
issue #1, and the proposed cuts to the Williamson Act program is discussed in issue #2.

Issues Proposed for Discussion:

1. Homeowners/Renters Programs (Governor’'s Budget). The Administration
requests a 10-percent budget reduction ($21.6 million) to the three
homeowners/renters tax relief programs. The reductions are proposed as
proportional cuts, so each recipient would see their payment fall by 10 percent.

Background / Detail: The three programs included in this issue are as follows:

» Senior Citizens’ Property Tax Assistance — provides income-based payments to
homeowners with household incomes below $42,770 who are over 62, disabled,
or blind. The maximum annual grant is currently $473. The proposed 10-percent
would result in General Fund savings of $4.1 million.

» Senior Citizens’ Property Tax Deferral Program — allows homeowners with
annual household incomes below $35,500, and who are at least 62 years old,
blind, or disabled, to postpone their property tax payments. The state makes the
property tax payments on the homeowners’ behalf, and is reimbursed when the
home is sold, or the qualifying occupants cease their residency. The proposed
10-percent would result in General Fund savings of $2.6 million.

» Senior Citizen Renters’ Tax Assistance Program - provides income-based
payments to renters with household incomes below $42,770 who are over 62,
disabled, or blind. The maximum annual grant is currently $348. The proposed
10-percent would result in General Fund savings of $15.0 million.

LAO Comment / Alternative: In the Analysis of the 2008-09 Budget Bill, the
Legislative Analyst recommends rejection of the Governor’'s 10-percent across-the-
board approach and instead recommends an alternative that results in similar
budget savings, but shifts the impacts away from the lowest-income taxpayers. To
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illustrate their criticism of the Governor’s proposal, the LAO indicates that under the
Administration plan the average homeowner with an income of $40,000 would see
his or her payment reduced by $2, but a renter with an income of $10,000 would
have his or her payment reduced by $35. The LAO recommends that the Renters’
Program and Property Tax Deferral Programs be left whole, and instead the
Property Tax Assistance program income limits be rolled back from $42,800 to
$33,000. This would result in savings of $18.5 million (versus the $21.6 million in
the Governor’s Proposal).

Staff Comment: If the Legislature determines that cuts in this area of the
magnitude of $20 million are necessary, the LAO’s approach appears to be
preferable to the Administrations. However, the Subcommittee may want to hold
action at this time to consider the relative merits of tax relief in this area (budget
expenditures) versus tax relief in the area of tax expenditures. While the
Administration has drawn a distinction between tax relief grant programs (such as
these programs) and tax relief via tax expenditures that reduce tax payments, the
end result to the taxpayer is not dissimilar.

Staff Recommendation: Keep open for further analysis.

Action: Held open to further consider in the context of overall tax relief and State/
local fiscal issues.

2. Subventions for Open Space / Williamson Act (Governor’'s Budget). The
Administration requests a 10-percent budget reduction ($3.9 million) to Williamson
Act grants. The Williamson Act allows cities and counties to enter into contracts with
landowners to restrict certain property to open space and agricultural uses. In return
for these restrictions, the property owners pay reduced property taxes because the
land is assessed at the lower-than-maximum level. The State then partially
compensates the local governments for their related property tax loss. The
Administration reduction proposal would lower payments to cities and counties, but
would not restrict new Williamson Act contracts between property owners and local
governments.

LAO Comment / Alternative: In the Analysis of the 2008-09 Budget Bill, the
Legislative Analyst recommends approval of the 10 percent reduction proposed by
the Governor, but also that the program be phased out by not allowing any new
contracts. Budget savings would increase annually as contracts expire until the
program is fully phased out in 10 years. The LAO indicates that the Williamson Act
iIs not a cost-effective land conservation program because in many cases it
subsidizes landowners for behavior they would have taken regardless.

Staff Recommendation: Keep open to consider this reduction in the context of
other requested reductions in the local government area.

Action: Held open to further consider in the context of overall State/local fiscal
issues.
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9210 Local Government Financing

The 9210 budget item includes a variety of State General Fund subventions to local
governments for general or specific activities. Some of the larger subventions are listed
below, and the funding amount indicated is the amount budgeted (all General Fund)
prior to proposed budget reductions: :

Small and Rural Sheriffs Grant Program ($18.5 million)

Citizens’ Option for Public Safety / Juvenile Justice Crime Prevention ($238 million)
Booking Fees ($35 million)

Disaster Property Tax Relief ($877,000)

Redevelopment Agency Special Subventions ($800,000)

VVVVY

The Governor proposes a 10-percent budget cut to all of these programs to save

$29.4 million (General Fund), and reduce spending in this budget item from

$293.2 million to $263.7 million. The proposed cuts to the law-enforcement / juvenile
justice programs are not covered in this agenda, because they will be grouped with
other law enforcement budget topics when those issues are discussed at a subsequent
hearing.

Issues Proposed for Discussion:

1. Disaster Property Tax Relief (Governor’'s Budget). This budget item funds tax
relief to homeowners and local governments impacted by specified natural disasters.
For example, SB 38 (Ch 22, St of 2007) provide specified property tax relief to
individuals and local governments for property damage caused by wildfires in
Riverside County. The Governor proposes a 10-percent reduction in this item for
savings of $88,000.

Staff Comment: The Administration indicates that this reduction would not impact
any property owners or local governments, because they would still be entitled to
related benefits even in excess of the appropriated amount. In recent years a
significant amount of the budget Act appropriation for similar legislation has been
unclaimed, and reverted to the General Fund as savings. So this proposed
reduction does not really cut a program, it just scores an anticipated savings that
would revert on its own if realized.

Staff Recommendation: Keep open to consider this reduction in the context of
other requested reductions in the local government area.

Action: Held open to further consider in the context of overall State/local
fiscal issues.
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2. Redevelopment Agency Special Subventions (Governor’s Budget). This budget
item funds State subventions to Redevelopment Agencies to backfill revenues they
lost in the 1980s. These redevelopment subventions were instituted after the State
eliminated personal property tax supplemental subventions to redevelopment
agencies. The current subventions were intended to ensure that redevelopment
agencies would not default on bonds that had been backed with personal property
tax subvention revenue. The funds are only provided to RDAs that were in
existence when the tax was eliminated, and only is provided to those RDAs that
need the funds to cover bond indebtedness costs. The Governor proposes a 10-
percent reduction in this item for savings of $80,000.

Staff Comment: This subvention was instituted about 20 years ago and since then
property tax revenues has grown significantly and Proposition 1A was approved to
better define State and local revenue. In light of these events, and the current
General Fund situation, the Administration should be prepared to discuss whether it
would create an undue hardship on redevelopment agencies to completely eliminate
this subvention and have affected redevelopment agencies absorb a $800,000
reduction.

Staff Recommendation: Keep open to consider this reduction in the context of
other requested reductions in the local government area.

Action: Held open to further consider in the context of overall State/local
fiscal issues.
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9350 Shared Revenues

The 9350 budget item apportions special monies collected by the State to local
governments on the basis of statutory formulas. Of the amounts displayed in this
budget item, $12.3 million is General Fund and $2.1 billion is special funds and federal
funds. As indicated, the apportionments are generally statutory, and this year, there is
no budget bill appropriation for this budget. However, the Administration proposes
trailer bill language to implement 10-percent budget reductions for the two General
Fund apportionments.

Issues Proposed for Discussion:

1. Trailer Vehicle License Fee (Governor’s Budget). This budget item apportions
revenue to cities and counties that lost Vehicle License Fee (VLF) revenue when the
State converted from an un-laden weight system to a gross vehicle weight system
for purposes of assessing VLF for commercial vehicles. This change conforms with
the International Registration Plan, a reciprocity agreement among US states and
Canada for payment of commercial license fees based on distance operated in each
jurisdiction. This funding is deposited in the Local Revenue Fund to support local
health and welfare programs. The Governor proposes a $1.2 million cut (10
percent) to this $11.9 million backfill apportionment.

Staff Comment: This apportionment was instituted before, and is separate from,
the VLF Swap that shifted property tax to cities and counties to backfill for the VLF
rate reduction. Proposition 1A has since been approved to better define and
stabilize State and local revenue. At least in the short term, local governments have
benefited from the VLF Swap because property taxes have grown at a faster rate
than vehicle license fees. According to Department of Finance estimates, cities and
counties will receive approximately $6.1 billion in VLF Swap property taxes in 2008-
09; however, if the VLF was still set at the historic 2-percent rate, they would only
get about $5.0 billion. The VLF Swap is protected by Proposition 1A restrictions, but
the trailer fee backfill is not constitutionally protected.

In light of the General Fund budget condition, and revenue benefit cities have
received from the VLF Swap, the Subcommittee may want to consider eliminating
this Trailer VLF backfill to save the General Fund $11.9 million.

Staff Recommendation: Keep open to consider this reduction in the context of
other requested reductions in the local government area.

Action: Held open to further consider in the context of overall State/local
fiscal issues.
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2. Tideland Oil Revenue (Governor’'s Budget). This budget item apportions
1 percent of revenue received by the State from leases of publicly owned coastal
waters for oil extraction, to local governments in whose jurisdiction the extractions
are occurring. Statute requires that the amounts paid to cities and counties shall be
deposited in a special tide and submerged lands fund to be held in trust and to be
expended only for the promotion and accommodation of commerce, navigation, and
fisheries, for the protection of lands within the boundaries of the cities and counties,
for the promotion, accommodation, establishment, improvement, operation, and
maintenance of public recreational beaches and coastlines, and the mitigation of any
adverse environmental impact caused by exploration for hydrocarbons. The
Governor proposes a $46,000 cut (10 percent) to this $462,000 apportionment.

Staff Comment: This apportionment provides compensation to local communities
that may be impacted from State leases of offshore waters for oil extraction.

Staff Recommendation: Keep open to consider this reduction in the context of
other requested reductions in the local government area.

Action: Held open to further consider in the context of overall State/local
fiscal issues.

Control Section 31.00 - Administrative Procedures for Salaries and
Wages

Control Section 31.00 specifies Department of Finance oversight responsibilities
concerning salaries and wages, and the establishment of positions. The control section
also establishes notification requirements for the Administration to report to the
Legislature when positions are administratively established and when a position is re-
classed to a position with a minimum salary step exceeding $6,808 per month. Similar
language was approved by the Legislature with the 2007 Budget Act.

Staff Comment: The LAO has suggested some amendments to the language to
streamline the document requirements of the control section. Staff understands there is
no objection to these amendments. The revised language is as follows:

¢) The Department of Finance shall, for a period of not less than two years, keep and preserve
documentation concerning (1) the authorization of any position not authorized for that fiscal year
by the Legislature and (2) any reclassification to a position with a minimum step per month of
$6,808, which is equivalent to the top step of the Staff Services Manager Il (Managerial)
classification as of July 1, 2008. The department may use electronic means to keep and preserve
this documentation.

Staff Recommendation: Approve the control section with the revised language.

Action: Approved revised language on a 3 — 0 vote.
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Control Section 32.00 Prohibits Excess Expenditures

Control Section 32.00 of the budget bill prohibits expenditures in excess of
appropriations, except for specified health and safety situations, and when specified
legislative notification has been provided. The language specifies the department
directors may be held personally liable for any indebtedness beyond the appropriated
level and when no specified exception applies. This language proposed this year
includes a new subsection that removes personal liability for any amount of
indebtedness related to 10-percent budget reductions as contained in Control Section
4.44.,

Staff Comment: The Administration proposed a similar amendment to the 2007
Budget Act Control Section 32.00 in the Special Session, and this amendment was
rejected by the Legislature. Additionally, the Department of Finance submitted a
Finance Letter dated March 25, 2008, that deleted Control Section 4.44.

Staff Recommendation: Conform to the Special Session action and delete the
Administration’s amendments to Control Section 32.00 that remove personal liability for
excess expenditures involving reductions in Control Section 4.44.

Action: Conform to Special Session action on a 3 -0 vote.
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Department Budgets Proposed for Consent / Vote Only

(See consolidated vote-only actions on page 3)

0954 Scholarshare Investment Board

The ScholarShare Investment Board sets investment policies and oversees all activities
of ScholarShare, the State’'s 529 college investment plan. The program enables
Californians to save for college by putting money in tax-advantaged investments. After-
tax contributions allow earnings to grow tax-deferred, and disbursements, when used
for tuition and other qualified expenses, are federal and state tax-free. The
ScholarShare Investment Board also oversees the Governor's Scholarship Programs
and California Memorial Scholarship Program. The proposed budget for the Board is
$2.3 million ($952,000 General Fund) and 7.0 positions, a decrease of $52,000 and no
change in positions. This budget includes a $105,000 General Fund reduction that is
related to lower contract costs for the Governor’'s Scholarship Program. The Governor’'s
Scholarship Program was a new General Fund program implemented in 2000, but
discontinued in 2003 due to General Fund pressures. Costs continue today, but are
annually diminished as the awards granted in years 2000 through 2002 are paid.

0959 California Debt Limit Allocation Committee

The California Debt Limit Allocation Committee’s mission is to allocate tax-exempt
private activity bond authority for the State of California. Private activity bonds may only
be used by the private sector for projects and programs that provide a public benefit.
The major public benefit in California is the creation of affordable housing. The
proposed budget for the Committee is $1.2 million (California Debt Limit Allocation
Committee Fund) and 9.0 positions, an increase of $16,000 and no change in positions.
No budget change proposals were submitted for the Committee.

0965 California Industrial Development Financing Advisory
Commission

The California Industrial Development Financing Advisory Commission creates
employment opportunities and supports local economic development. The Commission
meets this goal by approving local entities’ issuance of Industrial Development Bonds
(IDBs). The IDBs provide manufacturers with a low-cost financing option to build or
expand their operations. The proposed budget for the Commission is $331,000
(Industrial Development Fund) and 1.0 position, a decrease of $4,000 and no change in
positions. No budget change proposals were submitted for the Commission.
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0971 California Alternative Energy and Advanced Transportation
Financing Authority

The mission of the California Alternative Energy and Advanced Transportation
Financing Authority is to promote the prompt and efficient development of energy
sources which are renewable or which more efficiently utilize and conserve scarce
energy resources. The proposed budget for the Authority is $204,000 (California
Alternative Energy Authority Fund) and 1.0 position, a decrease of $2,000 and no
change in positions. No budget change proposals were submitted for the Authority.

0977 California Health Facilities Financing Authority

The California Health Facilities Financing Authority issues revenue bonds to assist
qualified private nonprofit corporations or associations, counties, and hospital districts in
financing or refinancing the construction, equipping or acquiring of health facilities. The
Authority also administers the Children’s Hospital Program established by Proposition
61. The proposed budget for the Authority is $1.4 million (various special funds) and
14.5 positions, an increase of $27,000 and no change in positions. The budget also
includes $250.0 million in local assistance grants (special fund). No budget change
proposals were submitted for the Authority.

0985 California School Finance Authority

The California School Finance Authority oversees the statewide system for the sale of
revenue bonds to reconstruct, remodel or replace existing school buildings, and to
acquire new school sites and buildings to be made available to public school districts,
charter schools, and community colleges, and to provide access to financing for working
capital and capital improvements. The proposed budget for the Authority is $1.1 million
(various special funds) and 4.9 positions, an increase of $14,000 and no change in
positions. The budget also includes $9.7 million in local assistance grants (federal
funds). No budget change proposals were submitted for the Authority.

Staff Comment: No issues have been raised with the budgets listed above.

Staff Recommendation: Approve all the consent / vote only budgets.

Action: Approved all budgets on the consent / vote-only calendar on a 2 — 0 vote)
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Department Budgets Proposed for Discussion

0950 State Treasurer

The State Treasurer's Office (STO), a constitutionally established office, provides
banking services for state government with goals to minimize interest and service costs
and to maximize yield on investments. The Treasurer is responsible for the custody of
all monies and securities belonging to or held in trust by the state; investment of
temporarily idle state monies; administration of the sale of state bonds, their redemption
and interest payments; and payment of warrants drawn by the State Controller and
other state agencies.

The Governor proposes expenditures of $26.8 million ($6.4 million General Fund) and
239 positions — an increase of $939,000 (a General Fund decrease of $554,000) and an
increase of 11 positions. Included in these numbers, is a proposed cut of $715,000 to
help close the General Fund deficit. The non-General Fund expenditures of the
Treasurer’s Office are supported by reimbursements for services provided to other State
departments and local governments.

The proposed budget included $619,000 (reimbursements) and 4.7 positions to
implement the Treasurer's Office portion of the Financial Information System for
California (FI$CAL) information technology project, which would be coordinated by the
Department of Finance. Action on this item should be deferred at this hearing, and then
made to conform to the action the Subcommittee takes on the FI$SCAL when the
Department of Finance is heard.

Issues Proposed for Consent / Vote Only:

1. Pooled Money Investment Account Loan Program (BCP #5). The State
Treasurer’'s Office requests $277,000 to accommodate an increase in the cost of
accounting services for the Pooled Money Investment Account (PMIA) Loan
Program.  The PMIA loan program provides interim financing for the General
Obligation Bond Program. The STO contracts with the State Controller’s Office
(SCO) for accounting services to administer the PMIA loan program. The SCO'’s
workload and costs are up due to the $43 billion in General Obligation bonds
approved by the voters in the November 2006 election. This request conforms to an
SCO budget request which was approved by the Subcommittee on March 26.
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2. Revenue-Generating Proposals (BCPs #3 & #4). The State Treasurer's Office
submitted 2 budget proposals requesting $216,000 (General Fund and
reimbursements) and 2.0 positions to more effectively manage cash and generate
additional special fund and General Fund earnings The specific requests are as
follows:

» BCP #3 increases reimbursement authority by $90,000, increases General Fund
by $18,000, and adds 1.0 position (two-year limited-term) to research and
validate disbursement data to increase the reliability of the cash forecast, the
results of which would be better investment decisions and hence, higher
investment returns (increased annual earnings of $6 million General Fund and
$24 million other funds).

» BCP #4 increases reimbursement authority by $45,000, increases General Fund
by $63,000, and adds 1.0 position (two-year limited-term) to maximize the
investment of surplus funds in a more-timely manner through the faster collection
of payments. The goal is to enroll 20-30 agencies per year in new electronic
funds programs to reduce processing fees and increase investment earnings.
(the General Fund benefit is estimated at $300,000, growing to $2.5 million over
several years).

Staff Recommendation: Approve all the consent / vote only issues.

IAction: Approved all issues on the consent / vote-only list on a 2 — 0 vote)

Issues Proposed for Discussion and Vote:

3. Local Agency Investment Fund (LAIF) Position (BCP #2). The State Treasurer’s
Office requests $108,000 and 1.0 position to improve investment service and
address increased workload for local governments who voluntarily choose to deposit
their temporarily idle monies with the Treasurer for investment purposes. The local
funds are commingled with the State’s idle cash balances and invested in the Pooled
Money Investment Account (PMIA). About $19.5 billion was held in the LAIF in
2006-07.

Staff Comment: The Treasurer’s Office indicates that pooling the monies results in
a higher rate of return for the local funds as well as State special funds and the State
General Fund. No estimate of increased earnings is included in the request;
however, the Treasurer's staff indicate that this request would pay for itself with
increased earnings.

Staff Recommendation: Approve this request.

Action: Approved request on a 2 — 0 vote
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4. Cash Management for State Departments (BCP #2). The State Treasurer’s Office
requests $210,000 and 3.0 positions to increase their reimbursement authority to tie
to new interagency agreements signed with the Department of Social Services and
the Department of Public Health. The increase is driven by a workload increase
from the contracting department, not a fee increase by the Treasurer. The
Department of Social Services contracts with the STO to process transactions for
their In-Home Support Services (IHSS) Program, which will have transaction growth
of 7 percent from FY 2006-07 to FY 2008-09. The Department of Public Health
contracts with the STO for redeeming and reconciling all checks, warrants and
Women, Infant and Children (WIC) Food Instruments. The WIC workload is up
because a recent change in federal law allows WIC recipients to purchase WIC
gualified items at any grocer whereas, prior to the change, recipients were required
to present WIC items only to designated grocers.

Staff Comment: The Treasurer’s Office indicates that if the request is denied, they
will have to add more temporary help and increase overtime to address the
workload.  Additionally, if requirements are not met for the federal WIC program
there is a risk of federal sanctions.

Staff Recommendation: Approve this request.

Action: Approved request on a 2 — 0 vote

5. IT Division Staff Augmentation (BCP #1). The State Treasurer’s Office requests
$269,000 and 2.5 information-technology positions to support new/increased
workload for the STO, as well as workload for the Boards/Commissions/Authorities
associated with the STO. The 2.5 new positions would be tasked as follows: (1)
one Staff Information Systems Analyst to assist the existing position that supports
the STO website; (2) one Staff Programmer Analyst to address the increasing
number of requests from Boards/Commissions/Authorities with the development of
new applications and enhancements; and (3) one-half System Software Specialist
position to assist the Network Architect and the Security Architect with day-to-day
maintenance and support of the network and security architectures as well as the
implementation of new network/security strategies, polices, and projects.

Staff Comment: This request is funded by reimbursements from the
Boards/Commissions/Authorities, as well as reimbursements from State
departments and local government. On the margin, this request could put additional
pressure on those State and local entities that are suffering from General Fund or
other reductions. Given this, the Subcommittee may want to consider rejection of
this request without prejudice to reconsideration in a future year when the State
budget situation is not so constrained.

Staff Recommendation: Reject this request.

Action: Approved request on a 2 — 0 vote)
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6. General Fund Budget Reduction (Governor’s Budget and April Finance Letter).
The Governor’'s Budget includes a 10-percent unallocated reduction ($715,000) to
the General Fund component of the STO budget. The April Finance letter requests
budget changes related to how the Treasurer would implement the proposed
reduction.

Staff Comment: As outlined in the April Finance Letter, the STO would transfer the
Vault Services Section (VSS) from the Cash Management Division (CMD) to the
Securities Management Division (SMD) where staff could consolidate some activities
to create efficiencies. A net of 5 General Fund positions would be eliminated with
2.0 positions shifted to reimbursements. Also included is an $184,000 cut to the
operating expense budget.

Staff Recommendation: Approve this request.

IAction: Approved request on a 2 — 0 vote)
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0956 California Debt & Investment Advisory Commission

The mission of the California Debt and Investment Advisory Commission is to promote
and improve the practice of public finance in California by providing responsive and
reliable information, education, and advice. The Commission assists state and local
governments by providing education and information related to the effective and
efficient issuance, monitoring, and management of public debt and prudent and safe
investment of public funds. The proposed budget for the Commission is $2.6 million
(special fund and reimbursements) and 17.0 positions, an increase of $247,000 and
3.0 positions. No budget change proposals were submitted for the Committee.

Issues Proposed for Discussion and Vote:

1.

IT Data Collection and Analysis Unit (BCP #1). The Commission requests
1.0 new Associate Program Specialist position to be funded through redirection of
existing budget authority and requests 1.0 new Staff Services Manager position to
be funded from a budget augmentation of $127,000. Additionally, $40,000 is
requested for an IT contract with the Treasurer’s Office associated with STO BCP #1
(see issue 5 above). The positions would improve the reliability and consistency of
the municipal debt issuance data that CDIAC compiles.

Staff Comment: On the margin, this request could put additional pressure on
those local entities that are suffering from General Fund or other reductions. The
Subcommittee may alternatively want to consider rejecting the new funding, but
allowing the Commission to add 1.0 position through redirection of existing budget
authority.

Staff Recommendation: Reject the requested budget augmentation, but allow the
addition of 1.0 new position to be funded within existing budget authority.

Action: Approved request on a 2 — 0 vote)

Shift Contractor Work to State Staff — Graphic Designer (BCP #2). The
Commission requests the establishment of a new Graphic Designer position. The
position would be entirely funded within existing budget authority by shifting
operating expenses funding to personnel services funding. The position would
develop and produce graphic design work for all of the Commission’s written
products.

Staff Comment: Since the Commission’s role is educational and advisory, it may
make sense to have an in-house Graphic Designer, versus contracting out.

Staff Recommendation: Approve the request.

Action: Approved request on a 2 — 0 vote
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3. Educational Seminars / Workshops (BCP #4). The Commission requests a
$50,000 increase in reimbursement authority to increase capacity and the number of
events for educational seminars/workshops. The Commission indicates it currently
has to turn away about 30 percent of requests for seminars/workshops due to the full
expenditure of its reimbursement authority.

Staff Comment: The Commission’s primary role is educational and advisory. The
cost of the educational seminars/workshops is funded by attendees, and attendance
is discretionary for local governments.

Staff Recommendation: Approve the request.

Action: Approved request on a 2 — 0 vote

0968 California Tax Credit Allocation Committee

The mission of the Tax Credit Allocation Committee is to form public/private
partnerships to assist in the development and maintenance of quality rental housing
communities affordable to low-income Californians. The January Governor’s Budget for
the Committee is $4.0 million (various special funds) and 29.0 positions, a decrease of
$218,000 and no change in positions.

Issue Proposed for Discussion and Vote:

1. Compliance Monitoring Staff and Contracts (April Finance Letter). The Tax
Credit Allocation Committee requests $674,000 (special fund) and 4.0 positions to
allow the Committee to meet monitoring requirements mandated by the federal
Internal Revenue Code. The budget request of $674,000 includes $449,000 for
contractors and assumes only 2.0 of the 4.0 new State positions are staffed in 2008-
09. The Administration indicates that federal law requires the State to complete an
on-site physical inspection of each property within two years following the year that
the last building was placed into service, and then re-inspect each property at least
once every three years thereafter. Currently, there are nearly 2,000 properties that
are subject to these requirements, and that number is growing by about 100 per
year.

Staff Comment: The April Finance Letter indicates that denial of this request will
cause a failure to meet basic federal compliance monitoring requirements and this
could eventually result in the denial of future federal tax credits.

Staff Recommendation: Approve the request.

Action: Approved request on a 2 — 0 vote)
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0855  Gambling Control Commission

Background. The California Gambling Control Commission (GCC) is the primary state agency
that regulates and licenses personnel and operations of the state’s gambling industry. The
commission regulates 55 tribal casinos and more than 100 gambling establishments and
cardrooms.

Governor’s Budget. The Governor’s budget proposes $110.4 million to support the GCC in the
budget year. This is a slight decrease from estimated expenditures in the current year due to
reductions in local grants and subventions.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure
Commission $115,244 $110,388 -$4,856 -4.2

Total $115,244 $110,388 -$4,856 -4.2

Funding Source
Indian Gaming Special Distribution

Fund $8,502 $10,422 $1,920 22.6
Gambling Control Fund 2,985 3,466 481 16.1

Budget Total 11,487 13,888 2,401 20.9
Indian Gaming Rev Share Trust Fund 103,757 96,500 -7,257 -7.0
Total $115,244 $110,388 -$4,856 -4.2

1. Tribal Gaming Revenues

Background. There are currently 56 tribes that operate 57 casinos with Class Il games in
California. Class Il games are commonly referred to as Nevada-style games, which include slot
machines, electronic games of chance, and many banked card games like blackjack. These
casinos operate under tribal-state compacts negotiated by the Governor and ratified by the State
Legislature. Proposition 1A amended the State Constitution in 2000 to authorize federally
recognized Indian tribes to operate certain type of gambling on Indian lands subject to compacts
negotiated by the Governor and ratified by the Legislature.

The Legislature has ratified compacts with 67 tribes since the passage of Proposition 1A. These
compacts result in payments by the tribes to various state accounts.
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In 2007, the Governor negotiated and the Legislature ratified amended compacts with five tribes.
The proposed amended compacts are as follows:

Agua Caliente Band of Cahuilla Indians — 5,000 Class 11l machines in Riverside County.
Morongo Band of Mission Indians — 7,500 Class I1l machines in Riverside County.
Pechanga Band of Luiseno Indians — 7,500 Class 111 machines in Riverside County.

San Manuel Band of Mission Indians — 7,500 Class Il machines in San Bernardino
County.

e Sycuan Band of the Kumeyaay Nation — 5,000 Class 11l machines in San Diego County.

The Governor also proposed and the Legislature approved one new compact with the Yurok
Tribe of the Yurok Reservation to add 99 Class Il machines in Del Norte and Humboldt
Counties.

There were four propositions on the February 2008 ballot to approve the 2007 amendments made
to the tribal compacts for the Pechanga, Morongo, Sycuan, and Agua Caliente tribes. All of
these propositions were passed by the voters.

Governor’s Budget. The Governor’s budget includes the following revenues from the tribal-
state compacts:

e General Fund - $430.4 million, including $396.8 million from the new compacts.

e Indian Gaming Revenue Sharing Trust Fund (RSTF) — Approximately $40 million to pay
$1.1 million per year to each non-compact tribe.

e Indian Gaming Special Distribution Fund (SDF) - $49 million to fund shortfalls in the
RSTF, gambling addiction programs, regulatory costs, grants to local governments
impacted by tribal casinos, and other purposes allowed by state law.

e Designated Account for Transportation Bond - $100 million to repay state transportation
accounts for loans made to benefit the General Fund in prior years.

LAO Recommends More Transparency for Tribal Gaming Revenues. The LAO
recommends that the Legislature request the Administration to display tribal revenues as its own
line item. The LAO finds that tribal revenues are a growing source of revenue for the state and
that the recent debates concerning the propositions on the ballot in February 2008 show that
there is significant public interest in knowing how much revenue the tribes are paying the state.
The Department of Finance has reported that it agrees with the LAO’s recommendation and
plans to track tribal revenues separately in the future.

Staff Recommendation. Staff recommends that the Subcommittee request DOF to track tribal
revenues separately to improve transparency of this revenue source.

2. Revenue Sharing Trust Fund

Background. In 1999, the Governor and 58 tribes reached agreements on casino compacts and
the Legislature passed a law approving them. Under the 1999 compacts, tribes acquire and
maintain slot machine licenses by paying into the Revenue Sharing Trust Fund (RSTF), an
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account administered by the GCC that makes payments to non-compact tribes. Under current
law, the annual payments to non-compact tribes total $1.1 million for each tribe.

Since its inception, however, the RSTF has lacked sufficient funds to cover the costs of these
payments. In prior years, the Legislature has appropriated funds to cure the shortfall from the
Special Distribution Fund, which is another account that receives payments from the 1999
compact tribes. Legislation (Chapter 858, Statutes of 2003 [SB 621, Battin]) enacted in 2003
specifies that funding the RSTF shortfall is the first priority use of SDF funds, followed in
descending order by the other allowed uses of SDF funds: problem gambling prevention
programs, casino regulatory costs of GCC and the Department of Justice, and grants to local
governments affected by tribal casinos.

The five compacts amended in 2007 will significantly reduce payments to the SDF. These five
tribes will now end payments to the SDF and will instead make payments directly to the state.
However, each of these compacts contains provisions to protect the distributions to the non-
compact tribes. Four of the compacts provide that “if it is determined that there is an insufficient
amount in the RSTF” the GCC must direct a portion of the four tribes’ payments to the state to
the RSTF in order to cure this deficiency.

Governor’s Budget. The Governor’s budget assumes that the GCC has triggered the provision
in the four recently amended compacts that requires the GCC to direct a portion of the four
tribes’ payments to the state to the RSTF to cure a shortfall in the RSTF. The Governor’s budget
assumes that the shortfall in the RSTF will be $40 million in the budget year. The SDF is
projected to end the budget year with a reserve of $197 million.

LAO Finds Governor’s Proposal Ignores Current Law. The LAO finds that the Governor’s
proposal to address the projected shortfall in the RSTF ignores current law that requires the first
priority use for SDF funds is to cure the RSTF shortfall. The LAO recommends that $40 million
be transferred from the SDF to the RSTF, which will increase tribal gaming revenues to the state
by $40 million. While the SDF is projected to end the budget year with a reserve, this action
would result in an operating deficit for the SDF. Nevertheless, the LAO finds that the current
state budget situation warrants using the SDF reserves instead of the General Fund.

The LAO recommends budget bill language to authorize the Department of Finance to order a
transfer from the SDF to the RSTF of up to $50 million in case the shortfall in the RSTF
increases. The LAO also recommends additional budget bill language to: (1) specify that any
portion of the $50 million not needed to cure the RSTF shortfall remain in the SDF and (2)
ensure the General Fund transfer envisioned in the four tribes’ compacts will not be triggered.

Staff Recommendation. Staff recommends that the Subcommittee:
e Adopt the LAO recommendation to use SDF revenues to cure the RSTF instead of the
tribal gaming revenues that would flow directly to the state. This will increase General
Fund revenues by $40 million.
e Adopt LAO recommended budget bill language to authorize the Department of Finance
to order a transfer from the SDF to the RSTF of up to $50 million.
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e Adopt LAO recommended budget bill language to specify that any portion of the $50
million not needed to cure the RSTF shortfall remain in the SDF.

e Adopt LAO recommended budget bill language to ensure the General Fund transfer
envisioned in the four tribes’ compacts will not be triggered in the budget year.

3. Local Mitigation — Informational Item

Background. The fourth priority for expenditures from the SDF is to provide grants to local
governments affected by tribal casino operations. The 2007-08 budget sent to Governor
contained $30 million for grants to local governments by tribal casinos, but these funds were
vetoed by the Governor citing a recent Bureau of State Audits (BSA) report that was critical of
how these grants had been expended in prior years.

The July 2007 BSA audit criticized some local government allocations of SDF grant dollars,
finding that some funds were given to “projects that have no direct relationship to casinos.”
Furthermore, the five compacts amended in 2007 now require the tribes to negotiate directly with
counties and cities concerning environmental and public service effects of casino construction
and expansion. The BSA made several recommendations to the Legislature in this report,
including amendments to the law to: (1) ensure grants were spent only to “directly mitigate the
adverse impacts of casinos” and (2) revise the grant allocation methodology “so that the
allocation to counties is based only on the number of devices operated by tribes that do not
negotiate directly with local governments to mitigate casino impacts.”

Governor’s Budget. The Governor’s budget does not include funding for local grants from the
SDF in the budget year.

LAO Recommendation. The LAO concurs with the two key recommendations made by the
Auditor in the July 2007 BSA audit and recommends that the Legislature modify existing law
before allocating any new grant funds to local governments for casino mitigation. Furthermore,
the LAO notes that if these recommendations are implemented, the amount of grant funds could
be lowered because under the recently amended compacts local governments can negotiate
directly with the tribes for mitigation related to the casinos.

Staff Comments. As mentioned above in the discussion on the RSTF, the SDF is facing a
structural deficit resulting from the compacts that were amended in 2007. While the fund does
have some reserves, they will be significantly diminished over the next few years just fulfilling
the projected shortfalls in the RSTF. Current law requires that payments to non-compact tribes
from the RSTF are the highest priority expenditure for SDF revenues. Therefore, committing the
SDF further by allocating additional local government grants could further exacerbate the SDF
structural deficit and reduce tribal revenues to the General Fund.
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4. Inspection Program

Background. The 2006-07 Budget Act contained a significant increase to the commission’s
regulatory staff. Positions to support an electronic gaming device inspection program were
approved on a limited-term basis. Furthermore, as part of the 2007-08 budget deliberations the
Legislature approved supplemental report language to evaluate the performance of the GCC’s
slot machine inspection and testing program. This report was due to the Legislature on March 1,
2008, but has not been received to date.

Governor’s Budget. The Governor’s budget proposal includes $1 million ongoing from the
Special Distribution Fund to support the conversion of eight limited-term positions into
permanent positions to support an electronic gaming device inspection program.

LAO Recommendation. The LAO has withheld recommendation on this budget proposal
pending receipt of the report requested by the Legislature in 2007.

Staff Comments. Staff notes that these positions would be funded from the SDF, which is
facing a structural deficit. Current law states that these expenditures are the third priority
expenditures for SDF revenues. However, given the significant decline in projected revenues to
the SDF due to the five compacts amended in 2007, these expenditures could ultimately lower
the tribal revenues to the General Fund. Nevertheless, a robust inspection program could ensure
fair pay-outs and revenues to the state.

Staff Recommendation. Staff recommends that the Subcommittee reject this proposal pending
justification of the effectiveness of the commission’s inspection program.

5. Licensing Workload

Background. The Licensing Division at the GCC is responsible for registering and/or licensing
Third Party Providers of Proposition Player Services, gambling equipment manufacturers and
distributors, resource suppliers and vendors, issuing work permits, and processing and reviewing
initial and renewal applications for finding of suitability for tribal key or resource supplier and
vendor employees.

Governor’s Budget. The Governor’s budget proposal includes two proposals to increase
staffing for the commission’s licensing division. The combined affect of these proposals would
be an augmentation of $726,000 ($682,000 from the SDF and $44,000 from the Gambling
Control Fund) to support 7.3 new positions. The proposals include the following:

e New Compacts — 2.3 new positions to support increased workload in the licensing
division associated with the implementation of the five compacts amended in 2007 that
significantly expand the existing casino operations of these tribes.

e General Increase — 5 new positions to support increases in the volume of applications
for finding of suitability for tribal key or resource supplier and vendor employees.

Staff Comments. The GCC has reported to staff that there is currently no backlog of
applications in the licensing division. However, staff notes that with the expansion of casino
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operations there will likely be an increase in applications that need processed by the Licensing
Division.

Staff Recommendation. Staff recommends that the Subcommittee reject this proposal given the
budget situation.
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1690  Alfred E. Alquist Seismic Safety Commission

Background. The Seismic Safety Commission is the primary state agency responsible for
reducing earthquake risk to life and property. The Commission investigates earthquakes,
researches earthquake-related issues and reports, and recommends to the Governor and
Legislature policies and programs needed to reduce earthquake risk. Legislation (SB 1278,
Alquist) enacted in 2006, renamed, in memoriam, the Seismic Safety Commission to the Alfred
E. Alquist Seismic Safety Commission and moved it under the purview of the State and
Consumer Services Agency.

Governor’s Budget. The Governor’s budget proposal includes $3.4 million from special funds
for the support of the Commission. This is about the same level of funding as estimated
expenditures in the current year.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure
Commission $3,343 $3,391 $48 1.4

Total $3,343 $3,391 $48 1.4

Funding Source

Special Funds $1,266 $1,312 $46 3.6

Budget Total 1,266 1,312 46 3.6
Reimbursements 77 79 2 2.6
Special Deposit Fund 2,000 2,000 0 0.0
Total $3,343 $3,391 $48 1.4

1. Update on Grant Program—Informational Item

Background. The California Research Assistance Fund (CRAF) is a nonprofit corporation that
was incorporated in the 1990s and was funded from settlements between the Department of
Insurance and insurance companies after the Northridge earthquake. The Attorney General filed
a lawsuit against CRAF in 2000 to freeze CRAF’s remaining funds and dissolve the corporation.
The parties entered into a stipulated judgment whereby CRAF would dissolve and all of its assets
would be distributed to the Seismic Safety Commission. Approximately $6.5 million will be
transferred to the commission over several years to fund grants on research topics from the
Commission’s Earthquake Research Plan.
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Governor’s Budget. The Governor proposes to allocate an additional $2 million in special
funds for grants to fund research topics selected from the Commission’s Earthquake Research
Plan.

Current Status. The Commission has established a Program Monitoring Committee to oversee
the grant program. The Attorney General is on this committee, along with the commission
members, researchers, and engineers. The department indicates that it is currently working on
six contracts with various partners for research and education efforts related to seismic safety.
Some of the efforts the commission is working on include a Tall Building Initiative that will
evaluate the performance of Field Act buildings and the effects of seismic retrofit. The
commission is also pursuing research and education on the risk of tsunami events and joining the
Art Center College of Design on an education effort related to responding to disasters. Finally,
the commission is also joining the preparedness survey efforts by the Office of Emergency
Services and is working with utilities on a comparative study of lifeline services in the event of a
disaster.

Staff Recommendation. No action is required as this is an informational item.
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8830 California Law Revision Commission

Background. The California Law Revision Commission (CLRC) was given the responsibility
for substantive review of California statutory and decisional law. The Commission studies the
law in order to discover defects and anachronisms and recommends legislation to make needed
reforms. The Commission studies topics that have been authorized by the Legislature.

The Commission consists of the following members:

A Senator appointed by the Rules Committee

An Assembly Member appointed by the Speaker

Seven members appointed by the Governor with the advice and consent of the Senate
The Legislative Counsel, who is an ex officio member

Governor’s Budget. The Governor’s budget proposal includes $677,000 to support the CLRC
in 2008-09. This is about $70,000 less than is estimated for expenditure in the current year. This
is a result of the Governor’s 10 percent budget balancing reduction. The only augmentation
made to the CLRC’s budget before the budget balancing reduction was taken was funding to
support employee compensation adjustments.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure
Commission $747 $751 $4 0.5

Subtotal $747 $751 $4 0.5

Funding Source

General Fund $732 $736 $4 0.5

Budget Total 732 736 4 0.5
Reimbursements 15 15 0 0.0
Subtotal $747 $751 $4 0.5
Budget Balancing Reduction 0 -74 -74 0.0
Total $747 $677 -$70 -9.4

Budget Balancing Reduction. The CLRC has indicated to staff that it will reduce out of state
travel, consolidate office space, forego some computer and software upgrades, and take
additional measures to economize its resources to meet the reduction target set by the Governor.
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The CLRC indicates that if budget reductions of this level are continued into the next fiscal year
they may have to eliminate positions at the commission.

Current Study Topics. The CLRC is actively working on the following topics in 2008:

Reorganization of Weapon Statutes. Pursuant to Chapter 128, Statutes of 2006 (ACR
73, McCarthy) the commission will study, report on, and prepare recommended
legislation to simplify and reorganize the portions of the Penal Code relating to the
control of deadly weapons.

Donative Transfer Restrictions. Pursuant to Chapter 215, Statutes of 2006 (AB 2034,
Spitzer) the commission will study the operation and effectiveness of the provisions of
the Probate Code restricting donative transfers to certain classes of individuals.

Attorney-Client Privilege after Client’s Death. Pursuant to Chapter 388, Statutes of
2007 (AB 403, Tran) the commission will study the issue of whether and, if so, under
what circumstances, the attorney-client privilege should survive the death of the client.

Common Interest Development Law. The commission will continue to review statutes
affecting common interest housing developments with the goal of setting clear,
consistent, and unified policy regarding their formation and management and the
transaction of real property interests located within them.  (Common interest
developments are a type of housing development that combines individual ownership of
private dwellings with shared ownership of common facilities.)

Implementing CLRC Recommendations. There are nine pieces of legislation pending in the
Legislature to implement recommendations from recent CLRC studies. The following is a
description of the legislation that is currently being considered by the Legislature:

AB 250 (DeVore) — Creation of a new non-probate property transfer instrument called
the “Revocable Transfer of Death Deed”, which could be effective upon death of the
transferor.

AB 567 (Saldana) — Establishes the Office of the Common Interest Development Bureau
as a pilot project within the Department of Consumer Affairs to provide education,
dispute resolution, data collection, and abatement of violations of the law in common
interest developments.

AB 1921 (Saldana) — Makes additional changes to state law related to common interest
developments.

AB 2166 (Tran) — Makes clarifications to current law related to the jurisdiction of bail
forfeiture. This is one of several law changes resulting from CLRC’s work on trial court
restructuring.

AB 2193 (Tran) — Establishes the Interstate and International Depositions and Discovery
Act which clarifies and refines the procedures for obtaining discovery from a witness in
this state for purposes of a case pending in an out-of-state jurisdiction. California courts
currently vary widely in how they handle these matters and this legislation will provide
guidance on the applicable procedures in these instances.

AB 2299 (Silva) — Makes numerous technical changes to current law to modernize
existing references to audio or video recording. These revisions would thereby allow for
use of existing digital recording technology.
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e SB 1182 (Ackerman) — Makes various changes to amend or delete statutes made obsolete
by trial court restructuring. The focus of this legislation is the transfer of cases based on
lack of jurisdiction.

e SB 1264 (Harman) — Makes various changes to no contest clauses in relation to wills,
trusts, and other instruments. No contest clauses are provisions of these instruments that
penalize beneficiaries if the beneficiaries file a contest with the court.

e SB 1691 (Lowenthal) — This legislation makes various changes to Mechanics Lien Law.

Staff Recommendation. Staff recommends that the Subcommittee;
e Approve the CLRC’s budget.
e Approve a $74,000 reduction (equivalent to the Governor’s budget balancing reduction)
to CLRC’s budget.
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8840 California Commission on Uniform State
Laws

Background. In conjunction with other states, the commission drafts and presents to the
Legislature uniform laws deemed desirable and practicable by the National Conference of
Commissioners on Uniform State Laws (CUSL) for adoption by the various states. The
Commission is composed of the following members: a member of the Senate, a member of the
Assembly, six appointees of the Governor, the Legislative Counsel, and two other life-time
members. The Legislative Counsel serves as the unofficial executive officer of this commission.
The commission generally meets twice annually, once in December and once in July for the
national meeting.

Governor’s Budget. The Governor’s budget proposal includes $148,000 for the CUSL in 2008-
09. This is approximately the same level of funding as is estimated for expenditure in the current
year due to an increase in the dues to the National Conference of Commissioners on Uniform
State Laws that is offset by the Governor’s 10 percent budget balancing reduction.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure
Commission $149 $165 $16 10.7

Total $149 $165 $16 10.7

Funding Source

General Fund $149 $165 $16 10.7

Budget Total 149 165 16 10.7
Reimbursements 0 0 0 0.0
Total $149 $165 $16 10.7
Budget Balancing Reduction 0 -17 -17 0.0
Total $149 $148 -$1 -0.7

Budget Balancing Reduction. The CUSL has indicated to staff that it plans to absorb the
reduction by working with the National Conference to reduce its dues, which are currently
$144,000. The Commission also plans to limit travel to the annual meeting to those
commissioners whose attendance is required because they sit on a drafting committee of a
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uniform act that is up for reading at the meeting or participate in a standing committee of the
conference that holds meetings during the annual meeting.

Staff Recommendation. Staff recommends that the Subcommittee;
e Approve the CUSL budget.
e Approve a $17,000 reduction (equivalent to the Governor’s budget balancing reduction)
to CUSL’s budget.
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8140 State Public Defender

Background. The Office of the State Public Defender (OSPD) was originally created to
represent indigent criminal defendants on appeal. However, since 1990, the mandate of the
office has been refocused to death penalty cases. The primary focus of the OSPD is to represent
defendants in post capital conviction appeals. The Office has handled habeas corpus appeals in
the past, but at present focuses primarily on appeals.

Governor’s Budget. The Governor’s budget proposal includes $11 million to support the
OSPD. This is over $600,000 or 5 percent less than estimated expenditures in 2007-08. This
reduction is the result of the Governor’s 10 percent across-the-board budget balancing reduction
which is offset by an increase in lease costs for the OSPD. The OSPD budget for 2008-09
includes virtually no adjustments for employee compensation.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure
State Public Defender $11,956 $12,142 $186 1.6

Subtotal $11,956 $12,142 $186 1.6

Funding Source

General Fund $11,956 $12,142 $186 1.6

Budget Total 11,956 12,142 186 1.6
Federal Trust Fund 0 0 0 0.0
Subtotal $11,956 $12,142 $186 1.6
Budget Balancing Reduction -405 -1,214 -809 0.0
Total $11,551 $10,928 -$623 -5.4

Current Workload. The OSPD currently has 127 appeal cases and 18 legacy habeas corpus
cases. The OSPD reports that there are currently 80 sentenced individuals on death row that
have no lawyer for the appeals process. There are about 220 inmates on death row that have an
appeals lawyer, but no lawyer to represent them in their habeas corpus appeal.
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1. General Budget Support

Budget Balancing Reductions. The Governor has proposed that the OSPD take a budget
balancing reduction in both the current year and the budget year. The Legislature approved the
Governor’s proposed budget balancing reduction for the current year as part of Chapter 1 3x,
Statutes of 2008 (AB 3, Budget) that was enacted in February 2008. This level of reduction
requires the OSPD to hold 9.5 positions (6.5 attorney positions) vacant for the rest of the current
year for savings of $249,000. It also requires OSPD to make a $156,000 reduction to its
operating expenses in the current year. This significantly reduces the resources available for
litigation expenditures in the remainder of the current year since over two-thirds ($1.5 million) of
the office’s operating expenses are for fixed costs (rents, information technology licenses, etc.).
Therefore, the Office reports that this reduction will likely impact the quality of their
representation.

The budget balancing reductions proposed for the budget year require OSPD to eliminate the 9.5
positions (6.6 attorney positions) it is holding vacant in the current year. This will reduce the
ability of the OSPD to take additional capital conviction appeals cases and will increase the
backlog of capital conviction appeals. Eliminating the vacancies will reduce personnel services
by $912,000. Therefore, the department will have to reduce approximately $302,000 from its
operating expenses to meet the $1.2 million target in the budget year. This would require the
OSPD to cut into its fixed costs and eliminate nearly all litigation support for capital conviction
cases. The OSPD indicates that it would likely have to start the lay-off process to reach this
level of savings in the budget year.

Governor’s Budget. The Governor’s budget proposal includes $170,000 from the General Fund
to support the increased costs of leasing both the OSPD’s Sacramento and San Francisco offices.
The OSPD leases privately-owned space in both locations and lease costs in both locations have
increased approximately 20 percent over the last five years.

Compounding Reductions to OSPD Impact Capital Appeals Process. Staff finds that since
1999-00 the OSPD has lost 41 positions (18 attorney positions). The Governor’s budget
balancing reduction will eliminate another 9.5 positions (6.6 attorney positions). These staff
reductions have seriously hampered the ability of the OSPD to take additional capital appeals
cases. Over the same time period, over 150 persons (19 per year) have been sentenced to death
resulting in a growing backlog of individuals on death row that have no attorney representation.
The OSPD estimates that there are currently 80 sentenced individuals on death row that have no
attorney representation.

The OSPD estimates that sentenced individuals on death row wait an average of 5 years to have
an appeals attorney appointed and about 10 years to have a habeas corpus attorney appointed.
This wait impacts the quality of the appeals process because as time goes by evidence is lost,
witnesses die, and other facts related to the original case are lost. This wait will continue to grow
if the Governor’s budget balancing reductions are implemented.

Reductions Have Unintended Consequences. The Governor’s budget balancing reductions
would completely eliminate all salary savings, including the 5 percent that is standard practice in
state budgeting. This means that the OSPD may have to pursue a lay-off process and be forced
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to further reduce their already low support staff ratio. Currently, OSPD has one legal secretary
for every 11 attorneys. This is significantly below the rate at the DOJ (one legal secretary for
every four attorneys), which means that presently attorney productivity is hampered by limited
support resources. The Governor’s budget balancing reductions would further exacerbate this
problem.

Furthermore, staff finds that the Governor’s budget balancing reductions would also completely
eliminate the ability of the OSPD to contract for expertise and other services (including
interpreter services) in their efforts to represent their clients. This would impact the OSPD’s
ability to competently represent its existing clients.

Staff Recommendation. Staff recommends that the Subcommittee:
e Approve the budget change proposal to fund the lease increases.
e Reduce the OSPD by $591,000 in the budget, thereby restoring $623,000. This will keep
the OSPD at its 2007-08 budget level. This will allow OSPD to maintain some salary
savings, backfill some vacancies, and contract for limited services.
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0280 Commission on Judicial Performance

Background. The Commission on Judicial Performance is an independent agency responsible
for investigating complaints of judicial misconduct and judicial incapacity and for disciplining
judges pursuant to the California Constitution. The Commission is composed of 11 members:
three judges appointed by the Supreme Court; two attorneys appointed by the Governor; and six
lay citizens, of whom two are appointed by the Governor, two are appointed by the Senate
Committee on Rules, and two are appointed by the Speaker of the Assembly.

Governor’s Budget. The Governor’s budget includes $4.1 million from the General Fund to
support the Commission in the budget year. This is $422,000 and 9 percent less than estimated
expenditures in the current year. This reduction is due to the Governor’s across-the-board
budget balancing reduction proposal.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure
Commission $4,495 $4,526 $31 0.7

Total $4,495 $4,526 $31 0.7

Funding Source

General Fund $4,496 $4,527 $31 0.7

Budget Total 4,496 4,527 31 0.7
Judicial Branch Workers' Comp Fund -1 -1 0 0.0
Total $4,495 $4,526 $31 0.7
Budget Balancing Reduction 0 -453 -453 0.0
Total $4,495 $4,073 -$422 -9.4

Current Workload. The 2007 Annual Report for the Commission on Judicial Performance
reported that in 2007 it considered 1,077 new complaints that named 812 different judges. The
Commission also received 148 complaints about subordinate judicial officers and two complaints
about State Bar Court judges.

During 2007 the Commission issued three orders of removal, one public censure, five public
admonishments, nine private admonishments, and 20 advisory letters to judges. The
Commission also disciplined two subordinate judicial officers.
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Budget Balancing Reductions. The Commission estimates that the only way they can meet the
reduction target set by the Governor is to keep five positions (3 attorney positions) vacant. The
Commission has indicated that under this scenario each attorney on staff will have to take on a
larger caseload, which will result in less timely disciplinary investigations and proceedings. This
assumes that there is no significant change in the number of complaints and investigations. The
Commission has minimal operating expenses ($100,000) above its fixed costs (rent).

Staff Recommendation. Staff recommends that the Subcommittee:
e Approve the budget for the Commission on Judicial Performance.
e Approve the budget balancing reduction for the Commission on Judicial Performance.
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0390 Contributions to the Judges’ Retirement System

Background. The Judges’ Retirement System (JRS) funds retirement benefits for California’s
Supreme, Appellate, and Trial Court Judges. Currently there are two systems, one for judges
first appointed or elected before 1994 (JRS I) and one for judges first appointed or elected after
November 9, 1994 (JRS I1). Both of these systems are administered by the California Public
Employees’ Retirement System (CalPERS).

JRS I Overview. The JRS I system is funded by the following sources:
e Member contributions statutorily set at 8 percent of salary.
e Employer contributions statutorily set at 8 percent of salary.

This plan is a “pay as you go” system and member and employer contributions and interest
earnings are insufficient to pre-fund this plan. Therefore, current law requires additional
contributions from the General Fund to make up the difference between existing contributions
and the required benefit payments to retired judges.

This plan currently has 755 active and inactive members and is paying benefits to 1,720 retirees,
survivors, and beneficiaries.

The maximum service retirement formula is 75 percent of active judicial salaries with 20 years
of service at age 60. The minimum vesting requirement is five years of service. Retired judges
in the JRS | system continue to receive annual increases to their retirement benefits that are
commensurate with the increase provided to active judges.

JRS 11 Overview. The JRS Il system is funded by the following sources:
e Member contributions statutorily set at 8 percent of salary.
e Employer contributions based on an actuarial valuation that is currently 19.9 percent.

This plan currently has 941 active members and is paying benefits to 10 retirees, survivors, and
beneficiaries.

The maximum defined benefit service retirement formula is 75 percent of the average monthly
salary during the last 12 months on the bench with 20 years of service at age 65. The minimum
vesting requirement is five years of service.

Current Year Deficiency. A Finance Letter (dated January 9, 2008) was received from the
Department of Finance (DOF) requesting approval of deficiency funding from Item 9840 to fund
a current year shortfall in the Judges’ Retirement Fund. The DOF estimates that the shortfall is
approximately $12.9 million in 2007-08. This increase is a direct result of a revised estimate of
the average percentage salary increase for the current fiscal year for all California state
employees. The appropriation to fund this deficiency is currently contained in SB 1068 (Budget)
and is pending action in the Senate.

Senate Committee on Budget and Fiscal Review Page 20



Subcommittee No. 4 April 9, 2008

Governor’s Budget. The Governor’s budget proposal includes $417 million ($228 million
General Fund) to support the two judges’ retirement systems in the budget year. The budget
estimates that $178 million from the General Fund will be needed to make up the difference
between existing contributions and the actual benefit payments for JRS 1 in the budget year.
Increased benefit payments from JRS I are driving the need for additional General Fund monies
and are up about 17 percent over estimated current year levels.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure

State Operations $3,364 $3,486 $122 3.6
Local Assistance 191,111 224,848 33,737 17.7
Unclassified 183,085 188,741 5,656 3.1
Total $377,560 $417,075 $39,515 10.5

Funding Source

General Fund $194,475 $228,334 $33,859 17.4

Budget Total 194,475 228,334 33,859 17.4
Judges' Retirement Fund 182,047 187,508 5,461 3.0
Judges' Retirement System Il Fund 1,038 1,233 195 18.8
Total $377,560 $417,075 $39,515 10.5

JRS | Costs Will Continue to Soar. The significant General Fund increase for the Judges’
Retirement System is being driven by increased payments to judges retiring under the JRS I
system. These large increases are likely to continue for the next five years or so, as judges in the
JRS | system continue to retire at a faster rate. Since retirement payments under JRS | continue
to grow with active judges’ salaries, the General Fund payments are being driven both by
increases in the number of retiring judges under JRS I and salary increases for active judges.

Staff Comments. In order to avoid the deficiency faced by the Judges’ Retirement Fund in the
current year, the Administration has included a 3.25 percent increase to approximate the average
annual salary increase of all California state employees in the budget year. There is some
downside risk to this estimate given that 20 of 21 bargaining unit contracts will expire in the
budget year. The Governor’s budget assumes a reserve for the Judges’ Retirement Fund that is
equivalent to one-month of expenditures from the fund.

Staff Recommendation. Staff recommends that the Subcommittee:
e Approve as budgeted the Contributions to Judges’ Retirement System.
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0250 Judicial Branch

Background. The California Constitution vests California’s judicial authority in a three part
court system composed of the Supreme Court, the Courts of Appeal, and the Trial Courts (also
referred to as Superior Courts). The budget for the Judicial Branch is divided between two main
segments, the State Judiciary and the Trial Courts. The State Judiciary encompasses the
activities of the following entities:

e Judicial Council—The Judicial Council of California administers the state’s judicial
system. The Administrative Office of the Courts is the administrative arm of the Judicial
Council and oversees the Judicial Branch Facility Program.

e Supreme Court—The highest court in the state judicial system reviews legal questions
of statewide importance and appeals of all death penalty judgments.

e Courts of Appeal—The six district Courts of Appeal hear appeals in all areas of civil
and criminal law.

e Habeas Corpus Resource Center—This center provides legal representation for
defendants in death penalty habeas corpus proceedings in the Supreme Court and in the
federal courts.

The largest component of the budget for the Judicial Branch is local assistance for California’s
58 Trial Courts (one in each county). Chapter 850, Statutes of 1997 (AB 233, Escutia and
Pringle) shifted primary fiscal responsibility for these courts from the counties to the state.
Under this law, the state now funds the Trial Courts above a fixed county contribution.

Additional legislation and a voter initiative have further reshaped the Trial Courts since 1998.
Proposition 220, passed by the voters in 1998, unified the county’s superior and municipal courts
into a one-tier trial court system. Chapter 1010, Statutes of 2000 (SB 2140, Burton) gave the
courts the status of independent employers, making Trial Court staff employees of the court.
Finally, Chapter 1082, Statutes of 2002 (SB 1732, Escutia), set up a framework to transfer the
courthouses from the county to the state. The Judicial Branch is currently in the process of
making these transfers and current law allows facilities to be transferred until the end of the
2006-07 fiscal year.

Governor’s Budget. The Governor’s budget proposes $3.7 billion to support the Judicial
Branch, which is a slight decline from estimated expenditures in the current year. General Fund
support for the Judicial Branch is $2.2 billion, which is slightly less than estimated expenditures
in the current year. The slight reduction in the budget year is primarily due to the Governor’s 10
percent across-the-board budget balancing reductions. The Governor proposes to make this
reduction from a base budget for the Judicial Branch that includes the annual State
Appropriations Limit adjustment for the trial courts.
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Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure
Supreme Court $45,453 $47,954 $2,501 5.5
Courts of Appeal 200,723 219,100 18,377 9.2
Judicial Council 130,859 143,956 13,097 10.0
Judicial Branch Facility Program 69,679 104,339 34,660 49.7
State Trial Court Funding 3,247,918 3,411,134 163,216 5.0
Habeas Corpus Resource Center 14,263 14,898 635 4.5
Total $3,708,895 $3,941,381  $232,486 6.3
Funding Source
General Fund $2,236,316  $2,462,256  $225,940 10.1
Special Funds 1,402,119 1,403,996 1,877 0.1

Budget Total 3,638,435 3,866,252 227,817 6.3
Federal Trust Fund 7,043 8,239 1,196 17.0
Judicial Branch Workers' Comp Fund 2 2 0 0.0
Reimbursements 63,416 66,888 3,472 55
Total $3,708,896  $3,941,381  $232,485 6.3
Budget Balancing Reduction 0 -245,944 -245,944 0.0
Total $3,708,896  $3,695,437 -$13,459 -0.4

Budget Balancing Reduction. The Governor has proposed a 10 percent unallocated reduction
to the Judicial Branch. The Administration has proposed that the courts themselves determine
how this reduction would be achieved. The Administrative Office of the Courts (AOC) and the
LAO note that a budget reduction of the size proposed buy the Governor would affect trial court
operations, with civil cases disproportionately bearing the brunt of any delays in trials that
resulted from a shortfall in available resources. That is because statutorily enforced time lines
would force the judicial branch to give criminal cases higher priority in order to prevent the
dismissal of charges against defendants. In addition, the AOC estimates that other services
provided by the court would also be reduced or eliminated to accommodate an ongoing reduction
of the level proposed in the Governor’s budget.

A Finance Letter (dated April 1, 2008) requests a technical change to how the Department of
Finance allocated the budget balancing reduction across the State Judiciary and the Trial Courts.
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These technical changes have no impact on the amount of the budget balancing reduction to the
Judicial Branch being proposed by the Governor.

Trial Courts

1.  Trial Court Funding — SAL Growth Factor

Background. According to state law, the Trial Court Funding program is to receive annual
budget increases equivalent to the year-over-year growth in the State Appropriations Limit
(SAL). The trial courts receive SAL adjustments for their baseline operations, and these
adjustments are to exclude funding provided for judicial officers. Specifically, the SAL statute
applies the SAL growth rate annually to the following funding sources for the trial courts:

e Specified General Fund appropriations for the trial courts;

e Maintenance of Effort payments by the counties (set at $698,068,000 in statute);

e Historical state funding shift of revenues from the Trial Court Improvement Fund (fines
and penalties) to the Trial Court Trust Fund to cover trial court operations (set at
$31,563,000 in statute);

e Funding deposited in the Court Facility Trust Fund (county facility payments) for court
facilities that have transferred to the state not less than two years earlier.

e Court filing fees and surcharges deposited into the Trial Court Trust Fund in the 2005-06
fiscal year (set at $369,672,000 in statute).

Governor’s Budget. The Governor’s budget proposal would provide the trial courts with SAL
at a cost of $126.2 million General Fund. While the Governor’s budget does technically provide
the trial courts with the full SAL adjustment, the increase would be eliminated if the Governor’s
budget balancing reduction was enacted. The year-over-year change in the State Appropriations
Limit for the budget year is 4.79 percent.

LAO Option to Suspend SAL. The LAO has identified an option for reducing the budget for
the Judicial Branch to suspend, on a one-time basis, the SAL adjustment allocated to the trial
courts. This option would result in ongoing savings to the state of $126 million that would grow
marginally in future years.

The LAO notes that the trial courts currently have significant reserves and collectively trial
courts are in strong financial condition. In a report submitted to the Legislature by the AOC, it
was reported that revenue received by the 58 superior courts exceeded their expenditures in
2006-07 by $54 million. In addition, the total amount of assets held in reserve by the trial courts
in 2006-07 totaled $590 million. (Of these reserves, $235 million were classified as being
restricted by contractual or statutory obligations leaving $355 that were not obligated.) The
LAO indicates that the trial courts could use their considerable reserves to buffer against the loss
of state funding if the Legislature decided to suspend the SAL adjustment. The LAO notes that
this action would likely force the trial courts to prioritize the use of its reserve funds and may
impact or delay information technology projects and other projects planned by the trial courts to
improve court operations.
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AOC Budget Balancing Alternative. The AOC has provided another option for the Legislature
to consider in meeting the reduction target set by the Governor. Under the AOC’s scenario, the
trial courts would be provided the full workload budget contained in the Governor’s budget,
including the full SAL adjustment. However, the funding to support the trial courts would come
from the reserves held by the trial courts on a one-time basis. Under this scenario, the trial courts
would continue to grow at the SAL rate, but would be funded with one-time reserve funds.
Under this scenario, the Judicial Branch would not sustain an ongoing reduction to its operations.

The AOC is proposing that $167.5 million be redirected on a one-time basis from the trial court
reserves to meet the General Fund reduction target set by the Governor. This is slightly more
than the year-over-year trial court funding increase ($163 million) proposed by the Governor.

Staff Comments. Staff finds that the AOC’s budget alternative is a one-time solution and does
not help the Legislature address the structural imbalance in the state’s budget. The LAO’s option
does result in ongoing savings, but it will likely result in real impacts to the Judicial Branch’s
operations.

The SAL template that the Judicial Council uses to allocate the SAL funding has not been
received by staff to date. The AOC reports that it is still being developed. The AOC has
indicated to staff that because trial court security was not fully funded in the current year they
may have to allocate all of the equalization funds (funds that go to under-resourced courts) to
fund this shortfall.

Staff Recommendation. Staff recommends that the Subcommittee hold this issue open.

2. New Trial Court Judgeships

Background. In 2006, the Governor proposed adding 150 judges over a three-year period. The
Legislature approved 50 new judgeships in 2006 (Chapter 390, Statutes of 2006 [SB 56, Dunn])
and another 50 new judgeships in 2007 (Chapter 722, Statutes of 2007 [AB 159, Jones]).

The Judicial Council has approved a plan for allocating the first 50 judgeships and, to date, the
Governor has appointed 40 of the new judges. The start date for the 10 judges that have not been
appointed by the Governor was delayed to July 1, 2008, by special session legislation (Chapter
6xxx, Statutes of 2008 [AB 8, Budget]) enacted in February 2008. The allocation of the first 50
new judgeships and the status of the appointments are summarized in the following table:
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Judges Judges Judges Judges
County Allocated Appointed | County Allocated  Appointed
Butte 1 0 Riverside 7 7
Contra Costa 1 1 Sacramento 5 5
Fresno 4 3 San Bernardino 8 8
Kern 2 2 San Joaquin 3 3
Los Angeles 2 2 Shasta 1 1
Madera 2 0 Solano 1 1
Merced 2 2 Sonoma 2 1
Monterey 1 1 Stanislaus 3 0
Orange 1 0 Tulare 2 2
Placer 1 1 Ventura 1 0

The Judicial Council has also approved the allocation of the second 50 new judgeships that were
authorized in 2007. The start date for the second set of 50 new judgeships was delayed to June
1, 2009, by the same special session legislation that delayed the 10 judgeships authorized in
2006. The planned allocation for the second 50 judgeships is as follows:

Contra Costa -1
Fresno — 3
Humboldt - 1
Kern -2

Los Angeles — 1
Merced — 2
Monterey — 1
Orange — 2
Placer — 2
Riverside — 6
Sacramento — 5
San Bernardino — 7

San Diego -1
San Joaquin — 3
San Luis Obispo -1
Santa Cruz -1
Shasta -1
Solano -2
Sonoma-1
Stanislaus — 2
Sutter — 1
Tulare — 2
Ventura—1
Yuba -1
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Chapter 722, Statutes of 2007 (AB 159, Jones) also authorized the conversion of 162 subordinate
judicial officer positions to judgeships as the posts become vacant. This legislation capped the
number of conversions that could occur in a single fiscal year to 16. The subordinate judicial
officers eligible for conversion to judgeships are located in the following counties:

e Alameda-6 e Sacramento -5

e Contra Costa—6 e SanDiego-7

e ElDorado-2 e San Francisco -9
e Fresno-3 e San Luis Obispo -2
e Imperial - 1 e San Mateo -2

e Kern-2 e Santa Barbara -2
e Los Angeles—78 e SantaCruz-1

e Marin-2 e Solano-3

e Merced-2 e Sonoma-2

e Napa-1 e Stanislaus -1

e Orange-14 e Tulare—-2

e Placer-1 e Yolo-2

e Riverside -6

Governor’s Budget. The Governor’s budget included funding to establish the third set of 50
new judgeships on June 1, 2009. The budget contained $33.9 million for the first month of
funding and one-time facility costs for the third set of 50 judgeships. The budget also contained
an additional $37 million to fully fund the second set of 50 judgeships authorized in 2007.

The Judicial Council has approved the allocation of the third set of 50 new judgeships. Senate
Bill 1150 (Corbett) is pending in the Senate to authorize the third set of 50 new judgeships. The
planned allocation for the third 50 judgeships is as follows:

e Contra Costa—1 e San Diego-1
e Fresno-3 e SanJoaquin-3
e Humboldt-1 e San Luis Obispo -1
e Kern-2 e SantaCruz-1
e LosAngeles—-1 e Shasta-1

e Merced -2 e Solano-2

e Monterey -1 e Sonoma-1

e Orange -2 e Stanislaus — 2

e Placer-2 e Sutter-1

e Riverside -6 e Tulare—2

e Sacramento -5 e Ventura-1

e San Bernardino -7 e Yuba-1

Special Section Action. As mentioned above, special session legislation was enacted in
February 2008 to delay the appointment of 10 of the judgeships that had not been appointed from
the first set of 50 judgeships authorized in 2006 until July 1, 2008. The legislation also delayed
for one year, until June 1, 2009, the appointment of all 50 of the second set of judgeships
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authorized in 2007. This action also reduced all expenditures related to the third set of 50
judgeships from the budget. This action generated $21.9 million in one-time General Fund
savings in the current year and $54.2 million in one-time General Fund savings in the budget
year. This leaves $16.8 million in the budget to support one month of funding for the second 50
judgeships plus one-time facility costs related to the judgeships.

Staff Comments. Staff notes that the savings achieved by the Legislature in delaying the
implementation of the new judgeships is one-time savings. Therefore, this action does not help
the state to address the structural shortfall in the state budget. Staff finds that adding additional
judges in the budget year will further increase out-year costs to the state.

Staff Recommendation. Staff recommends that the Subcommittee delay, by one additional
month, the start date for the second 50 judgeships to July 1, 2009 for a savings of $16.8 million
in the budget year.

3. Omnibus Conservatorship and Guardianship Reform Act of
2006

Background. Last year, the Legislature approved the Governor’s budget proposal to fund the
Omnibus Conservatorship and Guardianship Reform Act of 2006 (AB 1363, Jones). This act
reforms the conservatorship and guardianship system, including significantly increasing court
oversight. These reforms were initiated after evidence that the state’s conservatorship system for
elderly and dependent adults was fraught with fraud and abuse. All of the funding ($17.4 million
General Fund) to support the implementation of this Act was vetoed by the Governor.

The AOC has indicated that the courts have started to implement this Act to varying degrees
through the use of one-time resources. However, the lack of ongoing funding for this Act has
prevented its full implementation.

Governor’s Budget. The Governor’s budget restored the $17.4 million ($3.3 million one-time)
General Fund to implement the Conservatorship and Guardianship Reform Act of 2006.

Recent Report on Court Effectiveness in Conservatorship Cases. A recent report submitted
to the Legislature by the Judicial Council reviewed the trial courts’ conservatorship caseload.
This study also sought to establish a baseline estimate of the staffing needed to meet statutory
requirements in the processing and oversight of the conservatorship caseload and determine the
overall effectiveness of the courts in conservatorship cases. This study finds that in 2005-06
approximately 5,600 petitions for conservatorship were filed and 1,600 petitions for the
appointment of a temporary conservator were filed. The study also found in a sampling of cases
over 20 percent were missing investigation reviews and 10 percent were missing accounting
reviews.

The study also estimated the statewide staffing need for processing the conservatorship caseload.
The study estimates that the median workload for each new filing of a conservatorship takes
approximately 17.6 hours, with most of this time being spent on conducting the initial
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investigation. The study also finds that the total workload per year for each conservatorship
under the court’s jurisdiction is approximately 12.1 hours and most of this time is spent
conducting reviews. Overall, the study identified a deficiency in statewide staff of 357 full-time
equivalents to support the existing conservatorship caseload. This deficiency does not take into
account the expanded role of the judiciary under the Omnibus Act of 2006.

Staff Comments. Staff finds that the Omnibus Act of 2006 makes important changes to
improve the oversight of the state’s conservatorship system and reduce fraud and abuse of
elderly and dependent adults. However, given the state’s current fiscal condition and the
potential impact of the budget balancing reduction on court operations, staff finds that it is
unlikely that resources will be available to fund new initiatives such as fully implementing the
Act in the budget year.

Staff Recommendation. Staff recommends that the Subcommittee reject this proposal and
suspend, for one more year, the implementation of this statute.

4.  Trial Court Security

Background. When the state took over as the primary funding source for trial court operations
in 1998, varying levels of security were being provided among the courts. Subsequent
legislation (SB 1396, Dunn) enacted in 2002 required the sheriff or marshal and presiding judge
of any county to develop a court security plan to be utilized by the court. The legislation
required the court and the sheriff or marshal to enter into an annual or multi-year memorandum
of understanding specifying the level, costs, and terms of payment related to the court security.

In 2003, the Judicial Council was directed to establish a working group to promulgate uniform
standards and guidelines in regard to court security services. The group was directed to
implement policies, standards, and establish policy direction for court security in order to
achieve efficiencies and reduce security operating costs.

2007 Budget Proposal Was Rejected. The Governor’s 2007 May Revision proposal contained
$36.6 million from the General Fund to augment trial court security. This funding would have
grown to $57.8 million General Fund to reflect full-year costs of the augmentation. This funding
was proposed to augment the $21 million that was already allocated to the trial courts for court
security. Ultimately, this funding proposal was rejected by the Legislature and not included in
the 2007-08 Budget Act.

The 2007 proposal was the result of the working group directed by the 2003 legislation.
Specifically, the funding in the proposal would have addressed the following:

e Ongoing Shortfalls for Courts Below Standards. $4.4 million to address ongoing
security costs for existing levels of service at some courts that are below security
standards.

e Ongoing Shortfalls for Courts Above Standards. $6 million to address ongoing
security costs at six courts ($5.6 million for Los Angeles County) whose security services
currently exceed statewide security funding standards.
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e New Court Security Standards. $21.2 million for half-year costs associated with
implementing new court security standards at courts that are currently below security
standards developed by the Court Security Working Group and approved by the Judicial
Council.

e Retiree Health Costs. $5 million to fund retiree health costs in six counties where the
courts have historically funded these costs. The six counties are Contra Costa, Kern, Los
Angeles, Sacramento, and Santa Clara.

The budget proposal also included scheduling court security in a separate item in the budget and
draft trailer bill language that would address the following:
e Accountability provisions;
Provision that SAL will provide the only annual adjustment to security funding;
Cost containment measures;
Reporting requirements; and
Process for addressing emergency funding needs for court security.

The trailer bill was also rejected by the Legislature in 2007. Currently, AB 1876 (De Leon) is
being considered by the Assembly to address trial court security.

Governor’s Budget. The Governor’s budget does not contain additional funding to implement
the proposal developed by the working group that was directed by the 2003 legislation.

Courts Cannot Contain Security Costs. In most cases, the county sheriff determines the
minimum level of security required in a court facility. In addition, the county board of
supervisors, as opposed to the court, negotiates the level of salaries and benefits with the sheriff.
Court security costs have grown rapidly over the past several years. Specifically, trial court
security costs have increased from about $263 million in 1999-00 to about $450 million in 2006-
07. This increase of about 8 percent annually is mainly attributed to negotiated salary increases
received by sheriff’s deputies.

LAO Option. The LAO recommends that the Legislature consider legislation that would direct
the courts to contract for court security on a competitive bidding basis with both public and
private security providers. The LAO finds that opening the bidding up to competition would
allow the courts to gain greater control of rapidly escalating security costs. The LAO estimates
that there would be only minor savings in the budget year, but potential savings could be $100
million or more at full implementation.

Inconsistent Funding Levels. The proposal submitted by the Governor in 2007 does not set
consistent standards across jurisdictions related to the costs that the state will fund related to
court security. Specifically, the state will continue to fund some courts for security service that
exceeds state funding standards, while other courts will only be brought up to minimum
standards by this proposal. Staff finds that this policy opens the state up to significant additional
costs.

Staff Recommendation. Staff recommends that the Subcommittee take the following actions:
e Hold this issue open.
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e Request that staff, the LAO, DOF, and AOC explore options for containing trial court
security costs.

5. Court Reporting

Background. Current law requires the use of certified shorthand reporters to create and
transcribe the official record of most court proceedings. Typically, the court reporter is the sole
owner of all the equipment necessary to perform his or her duties, including the stenotype
machine, computer-aided software for transcription, and all of the elements involved in
producing the transcript. Also, for the most part, the court reporter transcribes the record on his
or her own time, outside of the eight-hour work day. For these reasons, the transcripts are
“owned” by the court reporter and must be purchased by the court. In addition to paying for the
first copy, the court must pay a reduced rate for additional copies.

California’s exclusive use of certified shorthand reporters contrasts with courts in other states,
the federal courts, and even the U.S. Supreme Court. All of these courts use some form of
electronic court reporting that involves using video and/or audio devices to record the statements
and testimony delivered in the courtroom. The electronic recordings can be used to generate
typed transcripts and the actual recording can also be used in a manner similar to a transcript.

A multi-year pilot of electronic reporting equipment was implemented in California courts from
1991 to 1994. This pilot demonstrated budget savings that ranged from $28,000 to $42,000 per
courtroom per year depending on the technology employed.

Governor’s Budget. The Governor’s budget does not propose any changes to the policies
related to court reporting. The AOC reports that in 2006-07 the courts expended approximately
$26 million on transcripts purchased from the court reporters. The courts also report spending
approximately $202 million on salaries and benefits for court reporters in 2006-07.

LAO Recommends Transition to Electronic Reporting. The LAO recommends that the
Legislature consider transitioning from court reporters to electronic methods of recording court
proceedings as an option for ongoing savings to the state. The LAO has suggested easing the
transition by switching to electronic court reporting in just 20 percent of the courtrooms. The
LAO has estimated that even after accounting for one-time costs of equipment the state could
generate $13 million in savings in the budget year. This savings would grow to $53 million by
2010-11. Furthermore, the LAO estimates that the state could save as much as $111 million
annually if electronic court reporting were fully operational in all California courtrooms.

The LAO finds that electronic reporting is a well established and cost-effective practice.
Furthermore, the LAO also notes that transitioning to electronic reporting could also help to
address the short supply of certified shorthand reporters. A 2005 report by the Judicial Council
found that the pool of qualified court reporters had been dwindling for many years and was no
longer sufficient to meet their needs. The LAO reports that the number of individuals passing the
state hearing reporters examination has declined from 309 individuals in November 1995 to only
38 individuals in October 2007.
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e Staff Recommendation. Staff recommends that the Subcommittee hold this issue open.

6. Adjustments in Civil Filing Fees

Background. The trial court system imposes civil fees on parties filing papers related to
litigation. For example, the initial filing in a civil case seeking damages is typically $320, while
the charge for fling legal papers to respond to such a filing is also $320. The revenue from these
fees is intended to offset part, but not all, of the expenses incurred by the court that is associated
with these cases.

As part of the 2005-06 Budget Act the Legislature passed the Uniform Civil Fees and Standard
Fee Schedule Act of 2005. This statute reorganized many of the existing civil filing fees and
increased some fees to create uniform statewide fee rates. This measure also stipulated that fees
would remain unchanged until December 31, 2007.

Governor’s Budget. The Governor’s budget does not propose any changes to civil filing fees.
Trial Court Trust Fund revenues from civil filing fees and surcharges are projected to be $424
million in the budget year.

LAO Recommends Increasing Civil Filing Fees. The LAO recommends that the Legislature
consider raising civil filing fees because the current fee structure is not generating revenues
sufficient to keep pace with the increased costs of court operations. The LAO suggests raising
fees to reflect inflation since 2005-06 or just under 10 percent, which would generate $21 million
in additional revenues. Additional fee revenues would allow the state to reduce General Fund
support for the trial courts accordingly.

The LAO notes that the share of support for courts from civil fees has declined in recent years
because fee rates have not been adjusted for inflation. This has resulted in a greater reliance on
the General Fund to support trial court operations.

Staff Comments. Staff finds that there are currently legislative proposals to raise civil filing
fees and use the proceeds to augment court operations. For example, SB 1177 (Ridley-Thomas)
would investigate raising civil filing fees to pay for dispute resolution programs and AB 3050
(Judiciary) would raise civil filing fees to pay for interpreters in certain civil court proceedings.

Staff Recommendation. Staff recommends that the Subcommittee take the following actions:
e Request staff, LAO, DOF, and the AOC to explore a proposal to raise civil filing fees to
reduce trial court reliance on the General Fund.
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Judicial Council/Administrative Office of the Courts

1. Budget Balancing Reductions

Governor’s Budget. As mentioned above, the Governor’s budget proposes a 10 percent
reduction to the Judicial Branch that equates to a reduction of $246 million General Fund. The
Administration proposed this reduction as an across-the-board reduction, which means all
components of the Judicial Branch would take a reduction.

AOC Budget Balancing Alternative. The AOC has put forward an alternative proposal that
would reduce the Judicial Council/AOC by $7.5 million. This reduction level would be reached
by taking a one-time $4.7 million reduction to operations and withdrawing $2.8 million in
workload budget proposals (see items number 2 and 3 below) included in the Governor’s budget.

Staff Comments. The AOC has indicated to staff that there would be a significant reduction in
the service level provided by AOC if the $4.7 million reduction was made permanent. Staff has
not received specific information on the impacts of the budget reductions to the Judicial Council
and AOC.

Staff Recommendation. Staff recommends that the Subcommittee hold open the proposed
unallocated reduction to the Judicial Council/AOC budget.

2. Program Support — Judicial Branch

Background. Since the consolidation of the trial courts there has been a much more concerted
effort to provide leadership, operational planning, and administrative support to trial courts on
new programmatic efforts. The 2007-08 Governor’s budget included $3.2 million to support 19
new positions at the AOC to support some of these efforts. Ultimately, these funds were not
included in the version of the 2007-08 budget that was sent to the Governor.

Governor’s Budget and Finance Letter. The Governor’s budget included $1.5 million General
Fund to support nine new positions at the AOC in the budget year. These positions would
support the following activities:

e Alternative Dispute Resolution Center — Two new positions to promote court-
connected alternative dispute resolution programs for civil cases.

e Juvenile Delinquency — Two new positions to address juvenile delinquency state-level
policy development and implementation as well as provide support for delinquency court
programs.

e Self-Help Programs — One new position to administer, coordinate, support, and evaluate
the effectiveness of the self-help programs administered by the trial courts.

e Education Programs — One new position to support the training of new judges and new
subordinate judicial officers.

e On-Line Educational Course Development — Two new positions for the development,
implementation, and maintenance of online education courses for judges, commissioners,
referees, temporary judges, and court personnel.
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e Appellate Workload — One new position to work on creating workload standards and
measures for the Courts of Appeal.

A Finance Letter (dated April 1, 2008) proposes to withdraw this budget proposal given the
state’s fiscal condition. The AOC notes that this budget proposal would have supported
important workload needs.

Staff Comments. Staff finds that there is merit to many of the program efforts proposed by the
courts. However, given the significant reductions facing the courts it does not make sense to
establish new positions at this time.

Staff Recommendation. Staff recommends that the Subcommittee approve the Governor’s
budget proposal and the Finance Letter, which in combination makes no augmentation to the
AOC’s budget.

3.  Fiscal Support—Judicial Branch

Background. Since the state took over funding for the trial courts there has been a much larger
role for the Judicial Council and AOC in producing analysis of policies and procedures that will
ensure an effective and efficient trial court system. The 2007-08 Governor’s budget included
$3.2 million to support 19 new positions at the AOC to support some of these efforts.
Ultimately, these funds were not included in the version of the 2007-08 budget that was sent to
the Governor.

Governor’s Budget and Finance Letter. The Governor’s budget included $1.3 million General
Fund to support eight new positions at the AOC in the budget year. These positions would
support the following activities:

e Emergency Response - One new position for assistance with ongoing emergency
response and court security planning and continuity efforts.

e Trial Courts and Southern Regional Office — One new position to provide analytic
support to judicial branch committees; respond to court requests for information;
implement and staff programs that support collaboration and sharing of resources among
courts; and conduct research regarding court operations.

e Data Quality Control — Two new positions to provide ongoing data auditing and quality
control of trial court operational data.

e Internal Audit Services — One new position to address audit needs to help the judicial
branch improve its use of public resources and improve operational efficiency.

e Contracts — Two new positions to reduce the contracts backlog and to improve statewide
procurement efforts.

e Northern/Central Regional Office — One new position to provide administrative
support to the staff located in this office.

A Finance Letter (dated April 1, 2008) proposes to withdraw this budget proposal given the
state’s fiscal condition. The AOC notes that this budget proposal would have supported
important workload needs.
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Staff Comments. Staff finds that there may be a need for some of these administrative staff.
However, given the significant reductions facing the courts it does not make sense to establish
new positions at this time.

Staff Recommendation. Staff recommends that the Subcommittee approve the Governor’s
budget proposal and the Finance Letter, which in combination makes no augmentation to the
AOC’s budget.

4. Federal/State Grants

Background. The Administrative Office of the Courts has a grant unit assigned to stay up-to-
date on available grants suitable to fund projects and research at the AOC and/or courts.

Governor’s Budget and Finance Letter. The Governor’s budget proposes a $1.8 million net
increase in the expenditure of federal funds and a $929,000 net increase in the expenditure of
Reimbursements. The AOC has been successful in receiving three federal grants and two state
grants. The federal grants are from the Federal Health and Human Services Agency and the
Federal Department of Justice and the state grants are from the Office of Emergency Services
(OES) and the Office of Traffic Safety (OTS). The AOC will fund the following projects with
these grant monies:

e Protective Order Registry — This grant will be used to develop a statewide registry of
court protective orders available to judges and law enforcement. Federal grant monies
($1.4 million) will be used to analyze, develop, and design the registry and state funds
(%1 million grant from OES) that will be used to deploy the registry.

e Child Data Collection — This federal grant ($402,000) will help the courts improve their
data analysis and collection in child abuse and neglect and foster care cases. It is
intended to help jointly plan for the collection and sharing of relevant data and
information to ensure safe and timely permanency decisions between the courts and child
welfare agencies on the local and state levels.

e Judge and Attorney Training — This federal grant ($402,000) will improve the courts’
training of judges and attorneys.

e Citation Tracking System — This state grant ($495,000 grant from OTS) will be used to
implement a statewide Citation Tracking System which enables agencies to issue and
track citations electronically, provides capability to update driving records more
efficiently, and will help in removing dangerous drivers and repeat offenders from
California highways and roads in a timelier manner.

The new grants listed above are offset by other expiring grants and revised funding amounts for
existing grants.

A Finance Letter (dated April 1, 2008) includes a one-time increase of $800,000 in federal funds
to reflect a change in the grant award schedule for the Federal Child Access and Visitation Grant
program. These grant funds are used to provide non-custodial parents with supervised visitation
and exchange services, parent education, and group counseling services.
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Staff Recommendation. Staff recommends that the Subcommittee:
e Approve the budget and Finance Letter changes to the federal and state grants.

5. Information Technology Services—Trial Courts

Background. The AOC is in the process of implementing a statewide employment and financial
system for the judicial branch referred to as the Phoenix Project. Significant state resources
(over $110 million) have been dedicated to date to implement this statewide system that will
provide the AOC with unified reporting capabilities for all aspects of trial court administrative
functions.

To date, 49 courts have implemented Phoenix Financials, which is the financial and accounting
component of the Phoenix Project. Implementation of this system includes extensive audits of
the local trial court financial operations to ensure that the data being entered in the system is
uniform across jurisdictions. The AOC plans to complete the deployment of Phoenix Financials
by the end of the current fiscal year.

To date, the human resources component of the Phoenix Project has only been deployed to six of
the courts. This system will ultimately restructure and standardize the payroll and other human
resources related business practices for the trial courts.

The Phoenix Project has been funded by a mix of General Fund, Trial Court Improvement Fund,
and Trial Court Trust Fund. The latter two funds are supported by civil filing fees.

Governor’s Budget. The Governor’s budget proposal includes $6 million General Fund to
support 37.5 new positions to continue the development and deployment of the Phoenix Project.
The AOC anticipates needing an additional $11 million in 2009-10 to complete the deployment
of the project.

Staff Comments. The majority of the new staff resources are needed to provide ongoing
support to the new Phoenix systems that will completely replace 58 different county run systems.
For example, after the Phoenix Human Resources system is deployed statewide, payroll checks
will be processed centrally for the trial court system. This is a big change from the current
system, which relies on existing county functions.

Staff Recommendation. Staff recommends that the Subcommittee approve this budget
proposal.

6. Information Technology Services—State Judiciary

Background. In the 2006-07 Budget Act, the Legislature approved 17 limited-term positions to
support information technology services for the State Judiciary. This request reflected the need
for additional information technology resources to support the State Judiciary.
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Governor’s Budget. The Governor’s budget proposal includes a reduction of $794,000 and
elimination of 6 of the 17 limited-term positions authorized in the 2006-07 Budget Act. The
budget proposal would also make permanent the remaining 11 positions authorized in the 2006-
07 Budget Act.

Staff Comments. Staff finds that after trial court consolidation the AOC’s role was greatly
expanded. The AOC now has substantial responsibilities for court facilities and support services
for the trial courts. This has resulted in a significant increase in staffing at the AOC, which has
resulted in a greater demand for information technology support services.

Staff Recommendation. Staff recommends that the Subcommittee approve this budget
proposal.

7.  Mental Health Services Act — Judicial Support

Background. In the 2006-07 Budget Act the AOC received funding from the Department of
Mental Health (DMH) through an interagency agreement to strengthen the judicial branch
responses in addressing the needs of adult and juvenile mentally ill court users. This funding has
been used to support one position dedicated to providing technical assistance to trial courts and
serving as a liaison with DMH and other related organizations.

Governor’s Budget. The Governor’s budget proposal would add an additional position to
address the increased workload relating to mental health issues in the courts and to develop a
research component to evaluate court appointed programs for the mentally ill. The budget
proposal would also make a technical adjustment to switch the funding for the existing position
from an interagency agreement with DMH to a direct appropriation. The total funding for this
request is $431,000 from the Mental Health Services Fund, which is offset by a $137,000
reduction in reimbursements.

Staff Comments. The AOC indicates that a recent survey found that there are 34 existing
mental health courts statewide and nine more courts are planned or in development. The
improvement in outcomes for mentally ill offenders that participate in some of these
collaborative court environments has helped to increase the number of mental health courts
statewide. Nevertheless, there continues to be more that needs to be done to further develop the
capacity of mental health courts and evaluate outcome measures to improve the current model.

Staff Recommendation. Staff recommends that the Subcommittee adopt this special fund
budget proposal.
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Supreme Court

1. Budget Balancing Reductions

Governor’s Budget. As mentioned above, the Governor’s budget proposes a 10 percent
reduction to the Judicial Branch that equates to a reduction of $246 million General Fund. The
Administration proposed this reduction as an across-the-board reduction, which means all
components of the Judicial Branch would take a reduction.

AOC Budget Balancing Alternative. The AOC has put forward an alternative proposal that
would reduce the Supreme Court by $2.5 million. This reduction level would be reached by
taking a one-time $1.5 million reduction to operations and withdrawing $1 million in workload
budget proposals (see item number 2 below) included in the Governor’s budget.

Staff Comments. Staff finds that the Supreme Court is a unique organization that has relatively
few options for significantly reducing its budget without having major impacts on its ability to
carry out its mission. For example, the Supreme Court has a very low vacancy rate and does not
contract for a lot of services, which makes it difficult to make significant ongoing reductions
without impacting personnel.

The AOC has indicated to staff that there would be a significant reduction in the service level
provided by the Supreme Court if the $2.5 million reduction was made permanent. Staff has not
received specific information on the impacts of the budget reductions to the Supreme Court.

Staff Recommendation.  Staff recommends that the Subcommittee reject the proposed
unallocated reduction to the Supreme Court budget.

2. Supreme Court Workload Adjustments

Governor’s Budget and Finance Letter. The Governor’s budget proposal included $1 million
General Fund to support four budget proposals to augment the budget for the Supreme Court.
Funding was included for the following proposals:

e Capital Staffing — $490,000 to support three new positions to address the increasing
death penalty case workload of the Supreme Court. This augmentation is part of an effort
to create a unit to provide the court with expert assistance in resolving death penalty
appeals and related proceedings in a timely manner.

e Committee on Judicial Ethics Opinions - $444,000 to support two new positions to
provide initial staff resources to support the newly created Supreme Court Committee on
Judicial Ethics Opinions. The committee is tasked with providing advisory opinions to
assist judges in ensuring that their on and off the bench conduct is consistent with ethical
limitations that apply to judicial officers.

e Court Appointed Counsel Program - $47,000 to support increased costs for the
California Appellate Project — San Francisco (CAP-SF). This proposal will support
staffing increases in CAP-SF necessary to improve casework support to appointed
counsel, enhance information systems technology and training, and improve the record
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collection and preservation process. The CAP-SF provides private court-appointed
counsel in capital cases with training and assistance and monitors and supervises the
progress of counsel during the appellate process.

e Law Library and Subscriptions - $28,000 to support increased costs of legal books and
subscriptions for the California Judicial Center Library.

A Finance Letter (dated April 1, 2008) proposes to withdraw all the budget proposals listed
above given the state’s fiscal condition.

Staff Comments. Staff finds that there may be a need for some of these staff. However, given
the significant reductions facing the courts it does not make sense to establish new positions at
this time.

Staff Recommendation. Staff recommends that the Subcommittee approve the Governor’s
budget proposal and the Finance Letter, which in combination makes no augmentation to the
Supreme Court’s budget.

Courts of Appeal

1. Budget Balancing Reductions

Governor’s Budget. As mentioned above, the Governor’s budget proposes a 10 percent
reduction to the Judicial Branch that equates to a reduction of $246 million General Fund. The
Administration proposed this reduction as an across-the-board reduction, which means all
components of the Judicial Branch would take a reduction.

AOC Budget Balancing Alternative. The AOC has put forward an alternative proposal that
would reduce the Courts of Appeal by $11.3 million. This reduction level would be reached by
taking a one-time $10.6 million reduction to operations and withdrawing $700,000 in workload
budget proposals (see item number 2 below) included in the Governor’s budget.

Staff Comments. The AOC has indicated to staff that there would be a significant reduction in
the service level provided by Courts of Appeal if the $11.3 million reduction was made
permanent. Staff has not received specific information on the impacts of the budget reductions
to the Courts of Appeal.

Staff Recommendation. Staff recommends that the Subcommittee hold open the proposed
unallocated reduction to the Judicial Council/AOC budget.

2. Courts of Appeal Workload Adjustments

Governor’s Budget and Finance Letter. The Governor’s budget proposal included $700,000
General Fund to support two proposals to augment the budget for the Courts of Appeal. Funding
was included for the following proposals:
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e Mediation Program Expansion — $229,000 to support two settlement conference
coordinator positions, one each in the Fourth Appellate District, Division One, San Diego
and the Sixth Appellate District, San Jose. Due to personnel limitations these two courts
are unable to establish settlement or mediation programs.

e Fourth Appellate District, Riverside Workload - $430,000 to support three positions
for the Fourth Appellate District, Riverside court. This court has seen a considerable
increase in caseload due to 15 new trial court judges in the region, significant increases in
the number of public defenders and district attorneys in the region, and the special team
of judges that was appointed to address the backlog of criminal cases in Riverside
Superior Court.

A Finance Letter (dated April 1, 2008) proposes to withdraw all the budget proposals listed
above given the state’s fiscal condition.

Staff Comments. Staff finds that there may be a need for some of these staff. However, given
the significant reductions facing the courts it does not make sense to establish new positions at
this time.

Staff Recommendation. Staff recommends that the Subcommittee approve the Governor’s
budget proposal and the Finance Letter, which in combination makes no augmentation to the
Courts of Appeal budget.

3. Temporary Space - Third Appellate District

Background. The 2005-06 Budget Act appropriated $49 million to renovate the historic State
Library and Courts Building located on Capitol Mall in Sacramento. The current tenants of that
building are the Third Appellate District Court, the Supreme Court, and the State Library. A
study by the project manager for this project, Department of General Services, determined that
maintaining occupancy during construction was not feasible.

After the remodel, the library staff will be permanently relocated to a building (900 N Street)
across the street from the historic building and the Court and Clerk will be consolidated in the
restored historic Library and Courts Building. (The Clerk is currently located in the 900 N Street
building.)

Governor’s Budget. The Governor’s budget proposal includes $8 million General Fund to
temporarily relocate the Third Appellate District Court and clerk’s staff during the construction
phase of the historic Library and Courts building capital outlay renovation project. The funding
is needed for tenant improvements and rent for the temporary space.

Staff Recommendation. Staff recommends that the Subcommittee approve this budget
proposal.
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4. Equipment for New Courthouse - Fourth Appellate District

Background. Construction of a new court facility for the Fourth Appellate District, Division
Three (Orange County) is scheduled to be completed by May or June of 2009. The new facility
will be 53,000 square feet and will replace approximately 34,000 square feet of leased space in
two buildings that the court is currently using.

Governor’s Budget. The Governor’s budget proposal includes $1.6 million from the Appellate
Court Trust Fund and $70,000 from the General Fund for essential non-capital furniture,
equipment, and fixtures needed to make the building operational as an appellate court. (Of the
total amount, $2,000 is proposed for ongoing maintenance of equipment.) The proposal will
fund the following items:

Item Costs

Telephone System $518,000
Data (Computing) Infrastructure 191,000
New Free Standing Furniture 475,000
Reused or Refurbished Free Standing Furniture (Judges Furniture) 64,000
Bookshelves 227,000
Office Equipment (Copiers and Faxes) 39,000
Audio Visual Equipment 179,000
Ongoing Maintenance 2,000
Moving and Relocation 120,000
less Architectural Revolving Funds -185,000
Total $1,630,000

Staff Recommendation. Staff recommends that the Subcommittee approve this budget
proposal.

Habeas Corpus Resource Center

1. Budget Balancing Reductions

Governor’s Budget. As mentioned above, the Governor’s budget proposes a 10 percent
reduction to the Judicial Branch that equates to a reduction of $246 million General Fund. The
Administration proposed this reduction as an across-the-board reduction, which means all
components of the Judicial Branch would take a reduction.

AOC Budget Balancing Alternative. The AOC has put forward an alternative proposal that
would reduce the Habeas Corpus Resource Center (HCRC) on a one-time basis by $778,000
General Fund.

Senate Committee on Budget and Fiscal Review Page 41



Subcommittee No. 4 April 9, 2008

Staff Comments. There are approximately 300 sentenced persons on death row that do not have
a habeas corpus lawyer. This caseload continues to grow by about 19 annually. Persons
sentenced to death currently wait an average of 10 years before a habeas corpus lawyer is
appointed. Meanwhile, witnesses die or move away and evidence is destroyed making it more
difficult to carry out a fair administration of justice. Further reductions to the HCRC would
further exacerbate the backlog of sentenced persons that need habeas corpus lawyers.

Staff has not received specific information on the impacts of the budget reductions to the HCRC.

Staff Recommendation.  Staff recommends that the Subcommittee reject the proposed
unallocated reduction to the HCRC.

2. Caseload Tracking

Background. As mentioned above, there is currently a considerable backlog of inmates on
death row that do not have habeas corpus counsel appointed. This caseload continues to grow by
approximately 19 annually.

Governor’s Budget. The Governor’s budget proposal includes $139,000 ($21,000 one-time)
General Fund to establish two positions to provide litigation support for the legal defense of
death row prisoners.

Staff Comments. Staff finds that habeas corpus proceedings require a significant amount of
research and on average take about twice as long as direct appeals cases. This is one of the
reasons that the backlog of persons on death row without a habeas corpus lawyer appointment
continues to grow. Staff finds that additional litigation support would help to increase the
productivity of the habeas corpus lawyers, thereby allowing the lawyers to take more cases in
any given year.

Staff Recommendation. Staff recommends that the Subcommittee approve this budget
proposal.

Administrative Office of the Courts: Office of Court
Construction and Management

Background. The Office of Court Construction and Management was established in August
2003 as a division of the AOC to implement the Trial Court Facilities Act of 2002, Chapter
1082, Statutes of 2002 (SB 1732, Escutia), that shifts governance of California’s courthouses
from the counties to the state. The office is responsible for the following activities:
e Court Facilities Transfers. The office is responsible for managing the transfer of
responsibility and title for more than 450 court facilities from the counties to the state.
The Judicial Council and the AOC represent the state in all aspects of transfer
negotiations, assume responsibility for the administration and maintenance of court
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facilities following transfer, and administer all court construction and improvement
projects.

e Trial Courts Capital Outlay Planning. Trial court and county leaders collaborate with
the office to develop a 20-year facility master plan for each of the 58 superior courts in
California. The projects were rated using a procedure approved by the Judicial Council
and were subsequently consolidated in the AOC’s Trial Court Five-Year Capital Outlay
Plan.

e Trial Courts Consultation and Advocacy. The office directly supports the trial courts’
facility planning initiatives. Because the counties are responsible for providing the trial
courts with “necessary and suitable” facilities until the transfers are executed, the office
assists courts in identifying their facility needs and advocating for their positions with the
counties.

e Trial Courts Operations and Maintenance. The office manages the delivery of
facilities operations and maintenance services to courts following transfer. The office
maintains a call center for court staff to report facilities problems and is implementing
Computer-Aided Facilities Management, a Web-based system that houses data,
documentation, and processes related to the design, construction, operations, and
maintenance of court buildings.

e Appellate Courts Acquisition and Development. The office will establish a
comprehensive five-year capital facilities plan for the appellate courts based on their
needs and preexisting programs and will work closely with the courts to meet their space
requirements. The office will also oversee design and construction of new appellate
courthouses.

Governor’s Budget. The Governor’s budget proposes $183.4 million to support the Judicial
Branch’s capital outlay program. This is a significant increase over estimated expenditures in
the current year. The increase is mainly due to the proposed construction of four new courthouse
projects funded by a proposed new court facilities bond.

Summary of Expenditures

(dollars in thousands) 2007-08 2008-09  $ Change % Change
Type of Expenditure
Courts of Appeal $5,306 $0 -$5,306 -100.0
Trial Courts 89,115 183,436 94,321 105.8
Total $94,421  $183,436 $89,015 94.3

Funding Source
State Court Facilities Construction

Fund 89,115 121,852 32,737 36.7
2008 Judicial Bond Fund 0 61,584 61,584 0.0
Budget Total 89,115 183,436 94,321 105.8

Senate Committee on Budget and Fiscal Review Page 43



Subcommittee No. 4 April 9, 2008

Public Building Construction Fund 5,306 0 - -

Total $94,421 $183,436 $89,015 943

1. Court Infrastructure Bond—Informational Item

Background. The Judicial Branch has identified $9.7 billion in its 2008-09 Five-Year
Infrastructure Plan. This plan is the result of a significant master planning process undertaken by
the courts for both the appellate courts and the trial courts in each of the 58 counties. The master
plans have a 20-year planning horizon. The facility requirements were based on the following
guidelines and guiding principles:

e A Judicial Council adopted methodology to project and standardize statewide judicial
needs based on a set of judicial workload standards and applied to census-based
population data and historical caseload data. This methodology is also being used to
project the need for future judgeships.

e Trial Court Facility Guidelines that were developed by a Task Force and adopted by the
Judicial Council for developing space requirements. Application of these guidelines
results in 8,500 to 10,000 usable square feet per courtroom.

e Local trial court public service objectives were also considered, including the distribution
of court cases in each county.

The AOC has also developed a methodology for ranking the trial court capital outlay projects by
evaluating four program objectives. All of the projects identified in the court master plan
process were prioritized based on the following program objectives:

e Improve Security

e Reduce Overcrowding

e Correct Physical Hazards

e Improve Access to Court Services

Metrics were identified to reflect each of the program objectives and each court facility project
was evaluated and given a rating. Based on these ratings, the projects were then categorized into
five priority groupings. The court has not attempted to rank the projects within each of the five
priority groupings. The 2008-09 Five-Year Infrastructure Plan has identified $9.7 billion in
court facility projects that are categorized into the following priority groupings:

e Immediate Need - $2.9 billion
Critical Need - $1.7 billion
High Need - $2 billion
Medium Need - $1.1 billion
Low Need - $500 million
Parking Needs - $500 million
Space for 100 New Judgeships - $895 million
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Governor’s Bond Proposal. The Governor has proposed $2 billion in general obligation bonds
for new and expanded court facilities. The Governor indicates that the $2 billion being proposed
will handle the most critical infrastructure needs and allow the courts to leverage private funding
through public-private partnerships.

Staff Comments. Staff notes that legislation (SB 1407, Perata) authorizing a court construction
bond is currently pending in the Legislature.

2. Appellate Courts Capital Outlay—Informational Item

2008-09 Five-Year Infrastructure Plan. The Judicial Branch has identified three new appellate
court projects in its 2008-09 Five-Year Infrastructure Plan. The 2008-09 Five-Year
Infrastructure Plan proposes $26.8 million in General Fund support to start the acquisition phase
for these three projects. The new court projects would replace existing leased space and are
located in the following jurisdictions:

e Fourth Appellate District, Division One — San Diego
e Fourth Appellate District, Division Two — Riverside
e Sixth Appellate District — San Jose

Currently, there are two appellate courthouse projects that are being constructed to replace
existing leased space. The following two courthouse projects are under construction:

e Fourth Appellate District, Division Three — Santa Ana

e Fifth Appellate District — Fresno

Construction on the Santa Ana project started in fall 2007. The courthouse project in Fresno is
scheduled to be completed in summer 2008.

Governor’s Budget. The Governor’s budget does not provide any funding to support new
appellate court projects in the budget year.

3. Trial Courts Facility Transfers and Capital Outlay

Background on Trial Court Facility Transfers. The counties started transferring court
facilities to the state in 2004-05. To date, 119 facilities have been transferred to the state.
Initially, there were delays in transferring the facilities because a significant number of the court
facilities were in need of seismic upgrades that prevented them from being transferred to the
state. Legislation enacted in 2006, SB 10 (Dunn), addressed this issue by allowing buildings that
need significant seismic upgrades to be transferred to the state so long as liability for all
earthquake-related damage remains with the counties. Nevertheless, over 330 court facilities
remain to be transferred to the state.

Existing law required that the counties transfer the court facilities to the state by June 30, 2007.
Legislation (AB 1491, Jones) to extend this date is currently being considered by the Legislature.
Under the new legislation, counties would have until December 31, 2009 to transfer the court
facilities to the state. The legislation would also implement two penalties for facilities that are
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transferred after October 1, 2008 and after April 1, 2009. For court facilities transferred to the
state after October 1, 2008, they would have to pay a higher court facility payment adjusted by
the National Implicit Price Deflator for State and Local Government Purchases. For the court
facilities transferred to the state after April 1, 2009, the counties would have to pay a higher
court facility payment adjusted by the State Appropriations Limit. The Senate Appropriations
Committee estimates that penalty revenues could result in about $1 million in additional county
facility payments from the counties to the state.

As part of the 2007-08 Budget Act, the Legislature enacted Chapter 176, Statutes of 2007 (SB
82, Budget) that included several changes to the trial court facility transfer process. These
changes include the following:

e Allowed the Judicial Council to enter into public-private partnerships to construct new
courthouse projects as long as benchmarks and performance criteria are submitted to the
Legislature.

e Restricted new expenditures from the Court Facilities Construction Fund unless the
increased expenditures are offset by increased revenues to the fund. (In the absence of a
general obligation bond, this fund is the primary funding source for court construction
projects and the courts have fully obligated this fund for the next several years funding 11
courthouse projects.)

e Required that Judicial Council develop disposition plans for courthouse properties
transferred to the state before the construction of new courthouse projects in the same
jurisdiction.

2008-09 Five-Year Infrastructure Plan. The 2008-09 Five-Year Infrastructure Plan has
identified $183.3 million ($55 million General Fund) for 15 trial court projects considered
“Immediate Need.”

Governor’s Budget and Finance Letter. The Governor’s budget contains $113.4 million from
the Trial Court Facilities Construction Fund to continue support for 11 courthouse projects that
were started in prior fiscal years. The Governor’s budget also contains $62 million in funding
from proceeds of the general obligation bond for four new court facilities proposed by the
Governor.

The budget proposes general obligation bond funding to start the acquisition phase for the
following four projects:

e Tehama - New Red Bluff Courthouse. The Governor’s budget proposal includes $16.3
million from a proposed general obligation bond for the acquisition phase to construct a
new 5-court courthouse in or near the city of Red Bluff in Tehama County. The AOC
and the county have not located a site for the new facility. The total estimated project
cost is $72.9 million.

The project will consolidate court operations from five facilities, all of which will be
vacated by the project. The following are the facilities that will be vacated by the new
project:

e Historic Courthouse — county to maintain once vacated by the court.

e Tehama County Courts Building (Annex 2) — county may keep this space.
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e Family Law Commissioner — lease will be terminated.
e Corning Courthouse — facility to be sold or leased.
e Court Storage — lease will be terminated.

These facilities have not been transferred to the state.

e Yolo - New Woodland Courthouse. The Governor’s budget proposal includes $8.1
million from a proposed general obligation bond for the acquisition phase to construct a
new 14-court courthouse in or near the city of Woodland in Yolo County. The AOC has
identified property across the street from the historic courthouse on a site currently
occupied by the Old Jail building. The city of Woodland has signed a resolution to
donate this property for the new courthouse building. The total estimated project cost is
$158.4 million.

The project will consolidate court operations from six facilities, all of which will be
vacated by the project. The following are the facilities that will be vacated by the new
project:
e Historic Courthouse — county to maintain once vacated by the court.
e Old Jail (Department 9) — may be demolished to construct new courthouse.
e Family Support and Alternative Dispute Resolution (Department 16) — county to
maintain once vacated by the court.
e Family and Designated Department (Department 11) — leased space, lease to be
terminated.
e Fiscal, Human Resources, and Training — leased space, lease to be terminated.
e Traffic/Small Claims/UD and Drug Court/Proposition 36 courtrooms
(Departments 10 and 12) — leased space, lease to be terminated.

All six of the existing facilities have been transferred to the state.

e Butte - New North Butte County Courthouse. The Governor’s budget proposal
includes $14.5 million from a proposed general obligation bond for the acquisition phase
to construct a new 5-court courthouse in or near the city of Chico in Butte County. The
AOC and the county have not located a site for the new facility, but are evaluating
alternative sites for a larger northern county government complex. The total estimated
project cost is $79.7 million.

The project will consolidate court operations from two facilities, both of which will be
vacated by the court after construction of the new project. The following two facilities
will be vacated by the new project:
e Chico Courthouse — county may keep this space.
e Paradise Courthouse — AOC will offer equity sale to county, but space may be
vacated by county and court and sold.

Both of the existing facilities have been transferred to the state.
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Los Angeles - New Southeast Los Angeles Courthouse. The Governor’s budget
proposal includes $22.7 million from a proposed general obligation bond for the
acquisition phase to construct a new 9-court courthouse in the Huntington Park-South
Gate area of Los Angeles County. The total estimated project cost is $122.5 million.

The project will replace the Huntington Park Courthouse and will return the lost
operations of the former South Gate Courthouse. No criminal court services have been
available to the Huntington Park and South Gate communities since criminal court
operations were transferred to the Downey Courthouse in 2004. Also in 2004, the county
closed the former South Gate Courthouse leaving the Huntington Park Courthouse to
handle all non-criminal matters for the two communities. The land that the Huntington
Park Courthouse is on is leased by the City of Huntington Park. Upon termination of the
ground lease with the city the city will take control of the building.

The now closed South Gate Courthouse is not considered an existing facility and will not
be transferred to the state. The AOC is working on transfer of responsibility of the
Huntington Park Courthouse.

The budget proposes funding from the Trial Court Facilities Construction Fund for construction
of the following three projects:

Contra Costa - New Antioch Area Courthouse. The Governor’s budget proposal
includes $51.6 million from the State Court Facilities Construction Fund for construction
of a new seven-court courthouse in eastern Contra Costa County.

The site for this building was selected and approved by the Public Works Board in
September 2007. The site is adjacent to and south of the existing courthouse that is being
replaced in the City of Pittsburg. The county did donate land, but several properties
tangent to the site need to be acquired. The county did not want to purchase equity in the
existing courthouse and the existing courthouse will be demolished to accommodate the
completion of a governmental center planned by the city. Preliminary plans were
approved by the Public Works Board in February 2008.

The Legislature has appropriated $13.1 million from the State Court Facilities
Construction Fund for this project since 2005-06. The total estimated project cost is
$64.7 million.

Plumas and Sierra - New Portola/Loyalton Court. The Governor’s budget proposal
includes $5.4 million from the State Court Facilities Construction Fund for construction
of a new one-court courthouse in the Sierra Valley of Plumas County to serve both
Plumas and Sierra Counties.

Site selection and acquisition for this project was approved by the Public Works Board in
October 2007. Approval of preliminary plans is scheduled for March 2008. The new
courthouse will replace a part-time courthouse in Portola and leased space in Loyalton.
The county will buyout the court for the space in the part-time courthouse in Portola and
the lease on the space in Loyalton will be terminated.
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The Legislature has appropriated $1.1 million from the State Court Facilities
Construction Fund for this project since 2006-07. The total estimated project cost is $6.5
million.

Mono - New Mammoth Lakes Court. The Governor’s budget proposal includes $13.1
million from the State Court Facilities Construction Fund for construction of a new two-
court courthouse in Mammoth Lakes, Mono County. A Finance Letter (dated April 1,
2008) proposes an additional $5.6 million for construction and $219,000 for working
drawings from the State Facilities Construction Fund. The increased costs are primarily
due to adjustments needed to address active seismic activity in the area and heavy snow
loads. The increased costs also reflect a revised construction schedule because extreme
weather construction can only occur between May and October.

Site selection for this project was approved by the Public Works Board in March 2007.
The new courthouse will be part of a complex that will include the Southern Mono
Hospital District, the town of Mammoth Lakes and Mono County. The complex will be
constructed on land acquired from the U.S. Forest Service. Site acquisition was approved
at the February 2008 State Public Works Board meeting. The court currently occupies
leased space in a shopping mall. This lease will be terminated once the new project is
constructed.

The Legislature has appropriated $2.8 million from the State Court Facilities
Construction Fund for this project since 2006-07. The total estimated project cost is
$21.5 million.

The budget proposes funding from the Trial Court Construction Fund to support the preliminary
plans phase for the following projects:

Madera - New Madera Court. The Governor’s budget proposal includes $3.7 million
from the State Court Facilities Construction Fund for the preliminary plans phase to build
a new 10-court courthouse in or near the City of Madera. This project had been an 11-
court courthouse, but because of revised judicial need estimates it has been reduced by
once courtroom.

Site selection is in process and an advisory group of court and county members has been
formed to review and select a site for the new courthouse. The acquisition phase is
scheduled to be complete in January 2009. There are two existing facilities that will be
replaced by this project. The court will offer to sell the existing Madera Superior
Courthouse to the county and the lease for the Madera Family Court Services facility will
be terminated.

The Legislature appropriated $3.4 million from the State Court Facilities Construction
Fund for this project last year. The total cost of this project is expected to be $97 million.

San Bernardino - New San Bernardino Court. The Governor’s budget proposal
includes $13 million from the State Court Facilities Construction Fund for the
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preliminary plans phase to build a new 36-court courthouse in the City of San
Bernardino.

A site across the street from the Historic San Bernardino Courthouse has been selected
for the new courthouse project and was approved by the Public Works Board in
December 2007. The site was donated by the county and the acquisition phase is
scheduled to be complete by June 2008.

The County of San Bernardino has passed a resolution in support of this project,
including a redirection of $8.8 million in county funds that had been set-aside for a
seismic retrofit of an existing courthouse facility. The county has also agreed to buyout
the court’s equity value of several existing court facilities and in exchange the county is
providing the site for the new courthouse. The county has agreed to buyout the court’s
equity in the following court facilities that will be replaced by the new courthouse
project:

e Court Executive Office
Appellate and Appeals North Annex
Juvenile Delinquency Courthouse
San Bernardino Juvenile Traffic
Redlands Courthouse
Twin Peaks Courthouse

The court is also planning to vacate the San Bernardino Courthouse Annex (T-Wing), but
the county has not agreed to buyout the court’s equity in this building. The courts are
currently evaluating options for using this property, including using the building for court
storage.

There is an additional court facility that will be impacted by the construction of the new
San Bernardino courthouse. The Rialto caseload that is currently being served in the
Fontana Courthouse will be transferred to the new San Bernardino courthouse once it is
completed. This will free up additional space in the Fontana Courthouse that the court
will continue to occupy. Furthermore, the county is pursing the renovation of the
Historic San Bernardino Courthouse into a nine-court courthouse that will handle civil
caseloads. The county is also pursuing renovation of 303 Third Street for long-term use
for two Child Support Commissioners.

The Legislature appropriated $4.8 million from the State Court Facilities Construction
Fund for this project last year. The total cost of this project is expected to be $338.4
million.

e San Joaquin - New Stockton Court. The Governor’s budget proposal includes $9.9
million from the State Court Facilities Construction Fund for the preliminary plans phase
to build a new 30-court courthouse in downtown Stockton.

A site adjacent to the existing courthouse has been offered as a site for this project by the
County of San Joaquin. However, the site has not been officially selected or approved by
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the Public Works Board. The acquisition phase is expected to be completed by June
2008.

The existing Stockton Courthouse was transferred to the state in May 2007. This facility
will be replaced by the new courthouse and an agreement has been reached with the
county to buyout the court’s equity in the existing facility.

The Legislature appropriated $6.6 million from the State Court Facilities Construction
Fund for this project last year. The total cost of this project is expected to be $259.9
million.

e Riverside — New Mid-County Region Court. The Governor’s budget proposal includes
$2.3 million from the State Court Facilities Construction Fund for the preliminary plans
phase to build a new 6-court courthouse in or near the City of Banning in Riverside
County.

The AOC has formed a Project Advisory Group with the community to review potential
sites for this project. Five sites have been selected for further evaluation and selection.
The AOC expects the acquisition phase will be completed by March 2009. The existing
courthouse that will be replaced was transferred to the state in June 2007. The AOC will
offer to sell the existing space to the county, but no final arrangements have been made to
dispose of the existing facility.

The Legislature appropriated $3.3 million from the State Court Facilities Construction
Fund for this project last year. The total cost of this project is expected to be $63 million.

e Tulare — New Porterville Court. The Governor’s budget proposal includes $3.3 million
from the State Court Facilities Construction Fund for the preliminary plans phase to build
a new 9-court courthouse in the City of Porterville.

The AOC has formed a Project Advisory Group with the community to review potential
sites for this project. Primary and secondary sites have been selected and the AOC
expects to complete the acquisition phase by March 2009. This project will replace two
court facilities with five courtrooms. The existing Porterville Courthouse was transferred
to the state in May 2007. The AOC will offer to sell the existing space to the county, but
no final arrangements have been made to dispose of the existing facility.

The Legislature appropriated $4.4 million from the State Court Facilities Construction
Fund for this project last year. The total cost of this project is expected to be $91 million.

The budget proposes funding from the Trial Court Construction Fund to support the preliminary
plans phase and working drawing phase for the following projects:
e San Benito — New Hollister Court. The Governor’s budget proposal includes $3.3
million from the State Court Facilities Construction Fund for preliminary plans and
working drawings to build a new 3-court courthouse in the City of Hollister.
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The county has committed to donating land (valued at $5.5 million) for the new
courthouse in exchange for the equity buyout of court facilities in the existing Civic
Center Building in the City of Hollister. Site selection was approved at the March 2008
Public Works Board meeting and the AOC expects to complete the acquisition phase by
July 2008. This project will replace the existing court facilities in the existing Civic
Center building in the City of Hollister. These court facilities were transferred to the
state in July 2007.

The Legislature appropriated $541,000 from the State Court Facilities Construction Fund
for this project last year. The total cost of this project is expected to be $36.2 million.

e Calaveras — New San Andreas Court. The Governor’s budget proposal includes $4.1
million from the State Court Facilities Construction Fund for preliminary plans and
working drawings to build a new 4-court courthouse in the City of San Andreas.

The county has committed to donating land (valued at $316,000) for the new courthouse
that will be applied to the equity buyout of the court occupied space in the existing
shared-use facility. Site selection was approved at the March 2008 Public Works Board
meeting and the AOC expects to complete the acquisition phase by June 2008. This
project will replace the court facilities in an existing shared-use facility and a leased
modular building. Both of these facilities transferred to the state in June 2007. The
county will buyout the court equity in the existing building and the lease for the modular
space will be terminated.

The Legislature appropriated $845,000 from the State Court Facilities Construction Fund
for this project last year. The total cost of this project is expected to be $43.6 million.

e Lassen — New Susanville Court. The Governor’s budget proposal includes $3.5 million
from the State Court Facilities Construction Fund for acquisition to build a new 3-court
courthouse in the City of Susanville.

The AOC has formed a Project Advisory Group with the community to review potential
sites for the project. Site selection began in December 2007 and the AOC expects that
the acquisition phase will be completed by September 2008. This project will replace
three county court facilities. The court will vacate the Historic Lassen County
Courthouse and the county will continue to occupy and maintain this facility. The
Courthouse Annex and Self-Help Center leased space were transferred to the state in June
2007. The AOC will offer to sell the Courthouse Annex to the county, but no final
arrangements have been made to dispose of the existing facility. The lease for the Self-
Help Center will be terminated.

The Legislature appropriated $1.5 million from the State Court Facilities Construction
Fund for this project last year. The total cost of this project is expected to be $38.8
million.
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LAO Withholds Recommendation on Bond Funded Projects. The LAO withholds
recommendation on the four new bond-funded courthouse projects because two of the facilities
they would replace have not been transferred to the state. In addition, the LAO finds that these
new projects need to be examined in the context of the state’s overall infrastructure plan.

Other LAO Recommendations. The LAO also recommends that legislation be enacted that
requires that the courthouses they replace be transferred to the state before funding for the new
courthouse projects can be released. The LAO notes that this is consistent with conditions
imposed in previous budget bills.

The LAO also recommends going forward on the other 11 courthouse projects that had
previously been approved by the Legislature.

Staff Recommendation. Staff recommends that the Subcommittee take the following actions:
e Without prejudice to the projects, reject the four bond-funded projects pending
authorization of a court construction bond.
e Approve the 11 projects funded by the State Court Facilities Construction Fund.
e Approve draft trailer bill language to ensure that courthouse facilities being replaced
transfer to the state before funding for construction of new courthouses is released.

4.  Court Facility Operations and Maintenance

Background. Upon transfer of responsibility and/or title to the state, counties provide funding
for facilities operation and maintenance costs based on historic funding patterns. These
payments are referred to as county facility payments (CFPs) and are calculated for each facility
prior to the transfer of responsibility and/or title of each court facility. County facility payments
are deposited in the Court Facilities Trust Fund to support operations and maintenance of court
buildings that have been transferred to the state.

Any costs for operating and maintaining court facilities above the CFPs made by counties are the
responsibility of the state. Statutory changes that were enacted as part of the 2006-07 budget
provide for increases in state funding for operating and maintaining court facilities in the future.
Specifically, beginning two years after the transfer of a facility, inflationary cost adjustments for
operations and maintenance are provided in accordance with the State Appropriations Limit.

Governor’s Budget and Finance Letter. The Governor’s budget and a Finance Letter (dated
April 1, 2008) have three proposals related to court facility operations and maintenance. The
proposals are summarized below:

e Adjustment for Additional CFPs. The Governor’s budget proposal augments
expenditure authority from the Court Facilities Trust Fund by $9.2 million and increases
reimbursements by $811,000 in the budget year to enable expenditure of CFPs for 40
additional court facilities that have been transferred to the state in the current year. The
increased revenues to the Court Facilities Trust Fund are also due to lease revenues from
the Long Beach Court.
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A Finance Letter (dated April 1, 2008) proposal includes $2.4 million in additional
expenditure authority from the Court Facilities Trust Fund and $588,000 in
reimbursements to enable expenditure of CFPs for five additional court facilities that
have been transferred to the state in the current year and 13 additional facilities that are
expected to transfer.

In summary, expenditure authority from the Court Facilities Trust Fund will be
augmented by $11.6 million in the budget year and reimbursement authority will be
increased by $1.4 million.

e Adjustment for New Facilities. The Governor’s budget proposes to transfer $525,000
General Fund to the Court Facilities Trust Fund to cover the additional operations and
maintenance costs of the new Alameda Juvenile Justice Center, the new Fresno Juvenile
Delinquency Courthouse, the new Madera County Superior Courthouse, and the new
Merced Iris Garrett Juvenile Justice Center.

These projects will replace smaller outdated facilities and the AOC indicates that the
CFPs for the existing facilities will not cover the costs of the new facilities. All of the
new facilities have transferred to the state except for the Fresno Courthouse. The Fresno
Courthouse is currently under construction and is scheduled to be completed by January
2009.

e Trial Court Facilities Modifications. The Governor’s budget proposes to allocate $17
million annually from the State Court Facilities Construction Fund and $5 million in
reimbursements to support facility modifications of trial court facilities that have been
transferred to the state. The AOC defines facility modifications as physical modification
to a facility component that restores or improves the designed level of function of a
facility. This augmentation would bring the total allocation available for facility
modification needs of the trial courts to $25 million.

Building Maintenance Payments From Counties Fall Short. The amount paid annually by
the counties in the form of a County Facilities Payment (CFP) is being determined when each
court facility is transferred to the state and is based on a five-year average of operations and
maintenance costs developed five years ago. The state is finding that, in many cases, these
maintenance payments do not adequately cover the operations and maintenance costs of the
buildings, especially given the age and condition of many of these buildings.

As mentioned above, the CFPs are adjusted by the State Appropriations Limit two years after the
building has transferred from the county to the state. However, even this amount may not be
adequate to address all of the operations and maintenance needs of these aging court buildings.
Even though many facilities transferred to the state in the current year the AOC has not asked for
a supplemental General Fund appropriation to fully fund the operations and maintenance costs of
the transferred facilities.

The legislation (AB 1491, Jones) to extend the date at which counties can transfer their
courthouse facilities to the state is currently pending in the Assembly. This legislation would
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provide marginal increases to the CFPs paid by counties if they did not transfer their facility to
the state before certain deadlines. The Senate Appropriations Committee estimates that
additional CFP payments could be $1 million annually.

Staff Comments. When all of the court facilities are transferred to the state, the AOC will be
managing a significant portfolio of properties. Staff finds that it is sensible to have annual funds
budgeted for special repairs and other modifications that must be made to the facilities. This is
consistent with how many other large state agencies budget for facility modifications.

Staff Recommendation. Staff recommends that the Subcommittee take the following actions:
e Approve the Governor’s budget and Finance Letter adjustments for additional CFPs.
e Approve the funding for new facilities transferred to the state.
e Approve the funding for court facility modifications.
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0855  Gambling Control Commission

1. Tribal Gaming Revenues

Action. All parties agreed to report revenues separately in the budget and DOF reported that
actions were already in process to make this change. No action was taken since the change was
already in process.

2. Revenue Sharing Trust Fund

Action.

e Adopted the LAO recommendation to use SDF revenues to cure the RSTF instead of the
tribal gaming revenues that would flow directly to the state. This will increase General
Fund revenues relative to the Governor’s budget by $40 million.

e Adopted LAO recommended budget bill language to authorize the Department of
Finance to order a transfer from the SDF to the RSTF of up to $50 million.

e Adopted LAO recommended budget bill language to specify that any portion of the $50
million not needed to cure the RSTF shortfall remain in the SDF.

e Adopted LAO recommended budget bill language to ensure the General Fund transfer
envisioned in the four tribes’ compacts will not be triggered in the budget year.

Vote. 3-0

3. Local Mitigation — Informational Item
Action. No action was taken on this informational issue.

4.  Inspection Program

Action. Rejected this proposal pending justification of the effectiveness of the commission’s
inspection program. This will reduce expenditures from the Special Distribution Fund by $1
million.

Vote. 2-1 (Dutton)

5. Licensing Workload

Action. Rejected this proposal given the budget situation. This will reduce expenditures from
the Special Distribution Fund by $682,000 and the Gambling Control Fund by $44,000.

Vote. 3-0
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1690  Alfred E. Alquist Seismic Safety Commission

1. Update on Grant Program—Informational Item
Action. No action is required as this is an informational item.

8830 California Law Revision Commission

Action.
e Approved the CLRC’s budget.
e Approved a $74,000 reduction (equivalent to the Governor’s budget balancing reduction)
to CLRC’s budget.

Vote. 3-0

8840 California Commission on Uniform State
Laws

Action.
e Approved the CUSL budget.
e Approved a $17,000 reduction (equivalent to the Governor’s budget balancing reduction)
to CUSL’s budget.

Vote. 3-0

8140 State Public Defender

1. General Budget Support

Action.

e Approved the budget change proposal to fund the lease increases.

e Reduced the OSPD by $591,000 in the budget, thereby restoring $623,000. This will
keep the OSPD at its 2007-08 budget level. This will allow OSPD to maintain some
salary savings, backfill some vacancies, and contract for limited services. This budget
action results in adding $623,000 General Fund relative to the Governor’s budget.

Vote. 2-1 (Ackerman)

0280 Commission on Judicial Performance

Action.
e Approved the budget for the Commission on Judicial Performance.
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e Approved the budget balancing reduction for the Commission on Judicial Performance.

Vote. 3-0

0390 Contributions to the Judges’ Retirement System

Action.
e Approved as budgeted the Contributions to Judges’ Retirement System.

Vote. 3-0

0250 Judicial Branch

Trial Courts

1.  Trial Court Funding — SAL Growth Factor

Action. Held this issue open. Staff notes that the Subcommittee rejected unallocated reductions
in subsequent items (Supreme Court, Court of Appeals and Habeas Corpus Resource Center).
These actions are not intended to reduce the overall 10 percent reduction target set by the
Governor.

2. New Trial Court Judgeships

Action. Approved a delay, by one additional month, the start date for the second 50 judgeships
to July 1, 2009 for a savings of $16.8 million in the budget year. This budget action provides
$16.8 million General Fund towards the Governor’s unallocated reduction.

Vote. 2-0 (Ackerman absent)

3. Omnibus Conservatorship and Guardianship Reform Act of
2006

Action.
e Rejected funding to support the implementation of this Act and suspended
implementation for one more year. This action provides $17.4 million in General
Fund towards the Governor’s unallocated reduction.
e Approved budget bill language (to be drafted) to make it clear that this Act was not
funded in the budget and the courts are not required to implement in the budget year.

Vote. 2-0 (Ackerman absent)
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4.  Trial Court Security

Action.
e Approved trailer bill language to limit the amount counties can charge the courts for trial
court security to the mid-step salary of sheriff deputy. Three mid-step levels shall be
defined in statute for large, medium, and small counties.

Vote. 2-1 (Ackerman)

5. Court Reporting

Action. Held this issue open. Directed staff, LAO, DOF, and the Courts to explore options for
savings related to converting civil court operations only to electronic reporting.

6. Adjustments in Civil Filing Fees

Action.

e Approved 10 percent increase in civil filing fees, which would generate $21 million in
civil filing fees and a corresponding reduction of General Fund support in the budget
year. This action provides $21 million in General Fund savings towards the
Governor’s unallocated reduction. It also increases fee revenues.

Vote. 2-0 (Ackerman absent)

Judicial Council/Administrative Office of the Courts

1. Budget Balancing Reductions

Action. Held this issue open.

2. Program Support — Judicial Branch

Action. Approved the Governor’s budget proposal and the Finance Letter, which in combination
makes no augmentation to the AOC’s budget. This action provides $1.5 million in General
Fund savings towards the Governor’s unallocated reduction.

Vote. 2-0 (Ackerman absent)

3.  Fiscal Support—Judicial Branch

Action. Approved the Governor’s budget proposal and the Finance Letter, which in combination
makes no augmentation to the AOC’s budget. This action provides $1.3 million in General
Fund savings towards the Governor’s unallocated reduction.
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Vote. 2-0 (Ackerman absent)

4. Federal/State Grants

Action.
e Approved the budget and Finance Letter changes to the federal and state grants.

Vote. 2-0 (Ackerman absent)

5. Information Technology Services—Trial Courts
Action. Approved this budget proposal.

Vote. 2-0 (Ackerman absent)

6. Information Technology Services—State Judiciary
Action. Approved this budget proposal.

Vote. 2-0 (Ackerman absent)

7. Mental Health Services Act — Judicial Support
Action. Approved this special fund budget proposal.

Vote. 2-0 (Ackerman absent)

Supreme Court

1. Budget Balancing Reductions

Action. Rejected the proposed unallocated reduction to the Supreme Court budget. The intent
is that this action has no impact to the overall budget balancing reduction target set by the
Governor.

Vote. 2-0 (Ackerman absent)
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2. Supreme Court Workload Adjustments

Action. Approved the Governor’s budget proposal and the Finance Letter, which in combination
makes no augmentation to the Supreme Court’s budget. This action provides $1 million in
General Fund savings towards the Governor’s unallocated reduction.

Vote. 2-0 (Ackerman absent)

Courts of Appeal

1. Budget Balancing Reductions

Action. Rejected the proposed unallocated reduction to the Courts of Appeal budget. The
intent is that this action has no impact to the overall budget balancing reduction target set
by the Governor.

Vote. 2-0 (Ackerman absent)

2. Courts of Appeal Workload Adjustments

Action. Approved the Governor’s budget proposal and the Finance Letter, which in combination
makes no augmentation to the Courts of Appeal budget. This action provides $700,000 in
General Fund savings towards the Governor’s unallocated reduction.

Vote. 2-0 (Ackerman absent)

3. Temporary Space - Third Appellate District

Action. Approved this budget proposal.

Vote. 2-0 (Ackerman absent)

4. Equipment for New Courthouse - Fourth Appellate District
Action. Approved this budget proposal.

Vote. 2-0 (Ackerman absent)
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Habeas Corpus Resource Center

1. Budget Balancing Reductions

Action. Rejected the proposed unallocated reduction to the HCRC. The intent is that this
action has no impact to the overall budget balancing reduction target set by the Governor.

Vote. 2-0 (Ackerman absent)

2. Caseload Tracking

Action. Approved this budget proposal.

Vote. 2-0 (Ackerman absent)

Administrative Office of the Courts: Office of Court
Construction and Management

1. Court Infrastructure Bond—Informational Item
Action. No action needed, this is an informational item.

2. Appellate Courts Capital Outlay—Informational Item

Action. No action needed, this is an informational item.

3. Trial Courts Facility Transfers and Capital Outlay

Action.

e Rejected without prejudice the four bond-funded projects pending authorization of a
court construction bond.

e Approved the 11 projects funded by the State Court Facilities Construction Fund,
including the Finance Letter related to the Mono — New Mammoth Lakes Court project.

e Approved draft trailer bill language to ensure that courthouse facilities being replaced
transfer to the state before funding for construction of new courthouses is released.

Vote. 2-0 (Ackerman absent)

4.  Court Facility Operations and Maintenance

Action.
e Approved the Governor’s budget and Finance Letter adjustments for additional CFPs.
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e Approved the funding for new facilities transferred to the state.
e Approved the funding for court facility modifications.

Vote. 2-0 (Ackerman absent)
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8550  California Horse Racing Board

Background. The California Horse Racing Board (CHRB) licenses racing industry participants,
enforces racing rules related to drugs and other offenses, administers efforts to protect racing
horses, and oversees programs to improve the health of jockeys and other industry employees.
The CHRB regulates operations at 14 racetracks, 20 simulcast facilities, and advance deposit
wagering services (available via telephone or on-line).

Governor’s Budget. The Governor’s budget proposal includes $11.5 million to support the
CHRB in 2008-09. This is about 4.5 percent more than is estimated for expenditure in the
current year due to a proposal to augment the rates paid to stewards and veterinarians, employee
compensation adjustments, and a price increase.

Excess revenues from unclaimed pari-mutuel tickets (Racetrack Security Fund, also called the
Special Deposit Fund) are transferred to the General Fund. The Governor’s Budget estimates
that $400,000 will be available for transfer to the General Fund, which is $100,000 more than is
estimated for transfer in the current year.

Summary of Expenditures

(dollars in thousands) 2007-08 2008-09  $ Change % Change
Type of Expenditure
California Horse Racing Board $11,050 $11,546 $496 4.5
Administration 8,937 9,340 403 4.5
less distributed Administration -8,937 -9,340 -403 0.0
Subtotal $11,050 $11,546 $496 4.5

Funding Source

Special Funds $9,519 $10,131 $612 6.4

Budget Total 9,519 10,131 612 6.4
Special Deposit Fund 1,531 1,415 -116 -7.6
Subtotal $11,050 $11,546 $496 4.5

1. Steward and Veterinarian Contract Increases

Background. The California Horse Racing Board (CHRB) contracts with professional stewards
and licensed veterinarians to ensure the safety and integrity of on-track racing. Official state
veterinarians supervise all veterinary phases of racing operations at the horse racing meetings.
The Boards of Stewards supervise all phases of racing operations at the horse racing meetings
and hold administrative hearings to conduct fact-finding and adjudicate CHRB rules and
regulations.
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Governor’s Budget. The Governor’s budget proposal includes $430,000 from the Fair and
Exposition Fund to support a pay increase for contracted stewards and veterinarians. This level
of funding would support an average pay increase of 19 percent to 25 percent for the stewards
and veterinarians. This funding would also be used to support an additional contract assistant
steward in southern racing arenas to liaise between the stewards’ stand and the backstretch.

No Rate Increases Given Recently. The board indicates that the stewards and veterinarians
have received the same daily rates since 1999-00. Currently stewards and veterinarians are paid
approximately $420 and $400 per day, respectively. The price increase proposed by the
Governor would increase this rate to $500 per day, which would result in contract payments of
approximately $100,000 annually (assuming 200 racing days a year). The board indicates that it
needs this rate increase to ensure that it can continue to recruit qualified stewards and
veterinarians.

Additional Steward Piloted. The board indicates that it piloted the use of an assistant steward
at the Del Mar Thoroughbred Club meeting in the current year. This assistant steward was used
as a liaison between the stewards’ stand and the backstretch and was responsible for identifying
three instances of inappropriate race day treatments that disqualified horses from racing. The
board would like to make this position permanent for the southern racing arenas.

Fair and Exposition Fund. The Fair and Exposition Fund currently has a structural deficit, that
is annual expenditures from the fund are projected to exceed annual expenditures from the fund
by about $700,000 in the budget year.

The board has indicated that two pieces of legislation passed in 2007 may enhance revenues to
the Fair and Exposition Fund. Chapter 594, Statutes of 2007 (AB 241, Price) authorizes fairs to
operate up to 45 new mini-satellite wagering facilities on leased premises within the boundaries
of the fair. This expansion in satellite wagering could generate additional revenues for the Fair
and Exposition Fund. The board estimates that revenues could increase by $3.6 million annually
from this legislation. The Legislature also enacted Chapter 613, Statutes of 2007 (AB 765,
Evans) which authorizes a fair, or an association conducting racing at a fair, to deduct an
additional 1 percent from its handle to be used for maintenance and improvements at a fair’s
racetrack enclosure. Analyses by the legislature indicated that this new law could generate $1.5
million in additional revenues for racetrack improvements, which could reduce reliance on the
Fair and Exposition Fund. Nevertheless, the Governor’s budget does not reflect an increase in
revenues due to this legislation.

Staff Comments. Staff finds that the Governor’s budget includes $160,000 to fund a general
price increase for the board. Staff finds that this price increase could help provide for a marginal
increase in the contracted rates paid to stewards and veterinarians. Furthermore, the board has
not presented information to the staff that it is currently having problems recruiting stewards and
veterinarians at the current contract rate. Furthermore, there is currently not enough revenue in
the Fair and Exposition Fund to support this augmentation in the future.

Staff Recommendation. Staff recommends that the Subcommittee:
e Reject the budget proposal.
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1870  California Victim Compensation and
Government Claims Board

Background. The California Victim Compensation and Government Claims Board’s (VCGCB)
primary functions are to compensate victims of violent crime and consider and settle civil claims
against the state. The Board consists of three members: the Director of General Services who
serves as the chair, the State Controller, and a public member appointed by the Governor.

The board also determines equitable travel allowances for certain government officials, responds
to protests against the state alleging improper or unfair acts in the procurement process, and
provides reimbursement of counties’ special election expenses.

Governor’s Budget. The Governor’s budget includes $167.5 million to support the VCGCB’s
activities. This is a slight decrease from estimated expenditures in 2007-08 due to one-time
payments to reimburse local governments for special elections in the current year.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure

Citizens Indemnification $156,954 $156,802 -$152 -0.1
Quality Assurance and Rev Recovery

Div 9,570 9,332 -238 -2.5
Civil Claims Against the State 1,344 1,373 29 2.2
Citizens Benefiting the Public 20 20 0 0.0
Administration 9,448 9,688 240 2.5
less distributed Administration -9,973 -10,223 -250 0.0
Executive Office Administration 525 535 10 1.9
Counties' Special Election Reimb 2,643 - - -
Total $170,531 $167,527 -$3,004 -1.8

Funding Source

General Fund $2,643 - - -
Restitution Fund 134,357 133,967 -390 -0.3

Budget Total 137,000 133,967 -3,033 -2.2
Federal Trust Fund 32,187 32,187 0 0.0
Reimbursements 1,344 1,373 29 2.2
Total $170,531 $167,527 -$3,004 -1.8
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1. Restitution Fund

Background. A defendant found guilty of a criminal offense is usually ordered by the court to
pay various fines and penalties. The money collected is divided in accordance with state law as
determined by a judge, among various recipients, and sometimes includes direct payments of
restitution to the victim of the crime. In addition, both state and local government agencies
finance a number of programs from the fine and penalty money that they receive. A portion of
the money collected from defendants is deposited in the Restitution Fund, which was established
to compensate those injured by crime.

The Restitution Fund is the primary source of funding for the Victims Compensation Program
(VCP). These monies are continuously appropriated, which means they are not subject to
appropriation by the Legislature in the annual Budget Act. The Restitution Fund revenues are
used as a match to draw down federal funds under the Victims of Crime Act (VOCA) grant
program. The VCP receives 60 cents in federal VOCA grant funding for each dollar spent to
provide victims with services.

In addition to the VCP, the Restitution Fund has more recently supported the following new
initiatives:

e Office of Emergency Services: (1) $9.5 million for the California Gang Reduction,
Intervention, and Prevention (CalGRIP) initiative that provides grants to local entities; (2)
$1 million to support four Internet Crimes Against Children taskforces in San Diego,
Sacramento, San Jose and Los Angeles.

e Department of Justice: (1) $6.7 million for the California Witness Protection Program.

Governor’s Budget. The Governor’s budget proposal projects $123 million in revenues and
$151 million in expenditures to and from the Restitution Fund in 2008-09. This is similar to the
level of revenues and expenditures estimated from the Restitution Fund in the current year.

LAO Finds Budget Overstates Expenditures and Understates Revenues from Restitution
Fund. The LAO finds that the Governor’s budget overstates expenditures from the Restitution
Fund and understates revenues to the Restitution Fund in the current year and budget year. The
board and DOF concur that expenditures from the Restitution Fund are overstated in the
Governor’s budget. The department estimates that expenditures have been overstated by over
$25 million each year starting in 2006-07. If the expenditures are revised as per the
recommendations by the LAO and DOF, the fund will end the budget year with a reserve of $124
million.

The LAO also finds that revenues are likely to be understated. If revenues are understated, this
could increase the reserve balance by another $18 million to a total of $142 million at the end of
the budget year.

LAO Finds Increased Victim Claims and Support for Other Programs May Leave Fund
Short in the Future. The LAO finds that the Restitution Fund may face a shortfall in the next
five years if changes are not made to help move the Restitution Fund towards long-term
solvency. The LAO identifies that the main source of the problem is the likelihood that
expenditures will grow faster than the relatively stable revenues flowing into the fund. The
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increased expenditures are due to (1) increased awareness of the services provided by the board,
(2) various rate increases to the board’s service providers (medical providers are now reimbursed
at Medicare plus 20 percent, mental health providers are paid $90 to $130 per hour), and (3)
increased use of the Restitution Fund in recent years to support other new state programs.

State Missing Federal Matching Opportunity. The VCP receives 60 cents in federal VOCA
grant funding for each dollar spent to provide victims with services. The LAO finds that this is
not the case for Department of Justice (DOJ) and Office of Emergency Services (OES)
expenditures from the Restitution Fund. The LAO estimates that the $17 million spent on these
projects potentially reduces the federal grant revenue the fund would otherwise receive if the
money was actually spent on qualifying services for victims by as much as $10 million annually.

The LAO has identified that one of the purposes of the Witness Protection Program administered
by DOJ is to assist crime victims, as witnesses are often crime victims themselves. Therefore,
the LAO has identified that some of the Restitution Fund expenditures in support of the Witness
Protection Program may qualify for federal matching funds under the VOCA program if the
program was administered by the Board and not DOJ.

Other LAO Options for Moving the Restitution Fund Towards Long-Term Solvency. The
LAO has also identified other options for moving the Restitution Fund towards long-term
solvency. One of the options is to increase the local match required for the Witness Protection
Program currently administered by DOJ. State law currently requires a 25 percent local match
for local agencies that apply for reimbursement from the state for witness protection
expenditures.

The LAO also recommends that the Legislature evaluate the other programs supported by the
Restitution Fund and determine whether they should be supported over the long-term by the
Restitution Fund. Finally, the LAO recommends that the Legislature also evaluate the higher
rates paid to providers of victim compensation services to determine if these rates can be
sustained over the long-term.

LAO Budget Option. As mentioned above, the LAO estimates that the Restitution Fund will
become insolvent in the next five years if actions are not taken to reduce expenditures and/or
increase expenditures to the fund. Nevertheless, the LAO recommends that the Legislature
consider, as an option, a transfer of as much as $45 million from the Restitution Fund to the
General Fund as a one-time budget solution. The LAO finds that the Restitution Fund will face
insolvency whether or not a portion of the fund’s balance is transferred to the General Fund.

Restitution Fund Bailed Out in 1993-94. Staff finds that the Restitution Fund was bailed out
by the General Fund in 1993-94. The Governor and the Legislature agreed to appropriate $44
million from the General Fund to eliminate a backlog of approved claims. The next year statute
was enacted to impose a new diversion restitution fee to be charged to any person charged with a
felony or misdemeanor whose case was diverted by the court. This statute change was estimated
to generate $20 million in additional revenues annually and helped to make the fund solvent.
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LAO Finds Restitution Collection Could Be Improved. The LAO finds that it is possible to
improve the solvency of the Restitution Fund by increasing the collection of some of the
revenues that flow into the fund from the collection of restitution orders. The LAO has
recommended that the Legislature evaluate several alternatives for improving the collection of
restitution. These alternatives include the following:
e Impose additional financial asset disclosure requirements on criminal defendants.
e Increase county financial incentives (currently 10 percent of what is collected) for
participation in collection efforts.
e Model restitution collection efforts on those used in the collection of child support.
e Extend the ability of state and local agencies to continue collection efforts after a
defendant has been released on parole or from probation.
e Improve recordkeeping on the amount owed by defendants that is accessible to state and
local officials involved in collection efforts.
e Encourage superior court judges to garnish the wages of individuals who are behind in
restitution payments.
e Require defendants to appear before a judge if they fail to pay restitution as is currently
done in Alameda and Santa Clara Counties.

The LAO recommends that the Legislature request an audit to explore the feasibility of pursuing
one or more of the alternatives listed above to improve the state’s collection of restitution
payments. An audit of the VCGCB was recently approved by the Joint Legislative Audit
Committee. However, the audit did not include in its scope, efforts to improve restitution
recovery.

Staff Comments. Staff finds that the Restitution Fund has a significant reserve and a one-time
transfer to the General Fund would not have a significant impact on the long-term solvency of
the Restitution Fund if other changes are not made to reduce expenditures or increase revenues to
the fund.

Staff Recommendation. Staff recommends that the Subcommittee:

e Request that staff, with input from the LAO, DOF, and the board, consider options for
transferring a portion of the reserves in the Restitution Fund to the General Fund on a
one-time basis.

e Approve trailer bill language and budget changes to transfer the administration of the
Witness Protection Program from DOJ to the VCGCB and require that the board
structure the program to maximize federal matching funds.

e Reduce Restitution Fund support by $3 million to its 06-07 funding level and increase
federal fund $1.8 million support by a like amount for the Witness Protection Program.
Approve trailer bill language to increase the local matching requirement from 25 percent
to 75 percent to help address structural deficit in the Restitution Fund.

e Request that staff, LAO, DOF, and the board develop an audit request to explore options
for enhancing revenue collections to the Restitution Fund.
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2. Administrative Costs

Background. The VCGCB does not separately track the administrative costs of the VCP and
the Government Claims Program. In addition, administrative expenditures and direct payments
to crime victims are also commingled in the same budget item, which makes it extremely
difficult to track the efficiency of the current VCP.

Governor’s Budget. It is not possible to identify total administration costs with complete
accuracy. The Governor’s budget labels $10.2 million as administrative expenditures for the
budget year. However, the expenditures labeled as administrative expenditures are not
representative of all of the administrative expenditures of the board.

LAO Finds VCP Administrative Expenditures Relatively High. The LAO has estimated that
administrative costs for the VCP were about $39 million or 31 percent of the state and federal
funding it receives annually for the program. The LAO found that this level of administrative
costs was relatively high when compared with other states that had administrative costs that
ranged from 5 percent to 32 percent. The LAO does note that victim compensation programs
vary widely among states; thereby what constitutes administrative costs can also vary
significantly across different states. Furthermore, the board indicates that it engages in many
state functions that are not direct services to victims, but are also not strictly administrative
functions. For example, the board engages in the development of educational materials and the
ongoing development of local victim service providers.

The board has also indicated that it is taking steps to reduce administrative costs and improve the
effectiveness of its programs. For example, the board recently completed its transition to an
Internet-based system for processing claims. The board also intends to reorganize the manner in
which it assigns employees to process claims, which should improve the efficiency of the board.

The LAO recommends that the Legislature direct the Administration to establish separate budget
items and displays in the Governor’s budget for the administrative costs of the VCP and
Government Claims Board. The LAO recommends supplemental report language to direct this
change. The Administration concurs with this recommendation and has agreed to make these
changes in the next budget.

Audit of VCP Approved. On March 12, 2008, the Joint Legislative Audit Committee (JLAC)
approved an audit of the VCGCB that was submitted by Assembly Member Leno and Senator
Calderon. The audit will focus on the expenditures made out of the Restitution Fund, including
an analysis of the VCP administrative expenditures. The audit will also focus on the board’s
current process for outreach to victims of violent crime and review the application and approval
process of the board. The LAO has also recommended that an audit be conducted to determine
the relative efficiency of the board’s processing of victim claims. Staff finds that this audit
should address the administrative issues raised by the LAO.

In addition, staff finds that during 2007 budget deliberations this Subcommittee inquired about
alternative ways the board was outreaching to victims, especially vulnerable populations like the
homeless. At that time, the board indicated that it was working on a report to assess the cost of
replicating the Trauma Recovery Center pilot that had been conducted at San Francisco General
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Hospital. This report was requested by the Governor in his signing message of Chapter 884,
Statutes of 2006 (AB 50, Leno). This report was never received by the Subcommittee and it is
unclear to staff whether this report was ever completed. Staff finds that the JLAC audit will
focus specifically on the board’s outreach efforts and how it currently targets its efforts to reach
the most vulnerable populations in the state.

Staff Recommendation. Staff recommends that the Subcommittee take the following actions:
e Approve supplemental report language regarding a new budget display for the board that
includes administrative costs.
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8120 Commission of Peace Officer Standards and
Training

Background. The Commission on Peace Officer Standards and Training (POST) is responsible
for raising the competency levels of law enforcement officers in California by establishing
minimum selection and training standards, improving management practices, and providing
financial assistance to local agencies relating to the training of law enforcement officers.

Governor’s Budget. The Governor’s budget proposal includes $63.6 million from special funds
to support POST in the budget year. This is about the same level of funding that is estimated for
expenditure in the current year.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure

Standards $5,557 $5,675 $118 2.1
Training 36,015 35,952 -63 -0.2
Peace Officer Training 21,944 21,944 0 0.0
Administration 6,334 6,484 150 2.4
less distributed Administration -6,334 -6,484 -150 0.0
Total $63,516 $63,571 $55 0.1

Funding Source

Peace Officers' Training Fund 61,757 60,312 -1,445 -2.3
Antiterrorism Fund 500 2,000 1,500 300.0

Budget Total 62,257 62,312 55 0.1
Reimbursements 1,259 1,259 0 0.0
Total $63,516 $63,571 $55 0.1

1. Anti-Terrorism Training—Informational Item

Background. Recent legislation (Chapter 392, Statutes of 2007 [AB 587, Karnette])
appropriated $5 million from the new Anti-terrorism Fund to develop anti-terrorism training
courses and to reimburse local public safety agencies for anti-terrorism training activities.
Approximately $2.5 million was allocated to the Office of Emergency Services for the California
Fire Fighter Joint Apprenticeship Program. The other $2.5 million was allocated to POST to
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develop anti-terrorism training courses and reimburse local law enforcement agencies that
employ peace officers that participate in the training program.

The Anti-Terrorism Fund was created by Chapter 38, Statutes of 2002 (AB 1759, Wesson) and is
supported by the sale of Memorial license plates honoring the victims of the September 11, 2001
terrorist attacks.

Governor’s Budget. The Governor’s budget assumes that $2 million from the Anti-terrorism
Fund will be expended in the budget year. These funds were appropriated in legislation (AB
587, Karnette) passed last year so there is no budget change proposal accompanying this budget
change.

2. Peace Officers’ Training Fund

Background. The Commission’s main funding source is the Peace Officers’ Training Fund.
The main revenues supporting this fund are state penalties and fines. Current law allocates a
portion of the penalties and fines collected by the state directly to the Peace Officers’ Training
Fund. In addition, the budget Control Section 24.10 also allocates a portion of the fines and
penalties deposited in the Driver Training Penalty Assessment Fund to the Peace Officer’s
Training Fund. If statute did not dictate how these fines and penalties were directed these
revenues would be deposited in the General Fund.

Governor’s Budget. The Governor’s budget projects that revenues to the Peace Officers’
Training Fund will be $56.6 million in the budget year. The Governor’s budget also includes
Control Section 24.10 that proposes to allocate $14 million from the Driver Training Penalty
Assessment Fund to the Peace Officers’ Training Fund in the budget year. The Peace Officers’
Training Fund is projected to end the budget year with a reserve of $22 million.

Staff Comments. Staff finds that the Governor did not propose a 10 percent reduction to the
budget for the Commission even though support for the Commission is from revenues that can
be transferred to the General Fund. Staff finds that a 10 percent reduction to the Commission’s
budget would require the Commission to reduce training offerings and reimbursements to local
governments in the budget year.

Staff Recommendation. Staff recommends that the Subcommittee take the following actions:

e Amend Control Section 24.10 to reduce the allocation of Driver Training Penalty
Assessment Fund revenues to the Peace Officers’ Training Fund by $6 million. This will
approximate a 10 percent reduction for the Commission and will increase General Fund
revenues accordingly.
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0552 Office of the Inspector General

Background. The Office of the Inspector General (OIG) oversees the state’s correctional
system through audits, special reviews, and investigations of the California Department of
Corrections and Rehabilitation (CDCR). The Office is also charged with evaluating the
qualifications of candidates being considered by the Governor for appointment to warden of a
correctional facility or superintendent of a juvenile facility. The Office also monitors internal
affairs investigations conducted by CDCR to ensure they are performed in a timely and
professional manner.

Governor’s Budget. The Governor’s budget proposal includes $23.9 million General Fund to
support the OIG in the budget year. This is a 25 percent increase over estimated expenditures in
the current year. This increase is primarily due to an augmentation to fully fund the OIG’s audits
and investigation workload and to implement new monitoring programs directed by court
monitors in CDCR lawsuits.

Summary of Expenditures

(dollars in thousands) 2007-08 2008-09  $ Change % Change
Type of Expenditure
State Operations $19,170 $25,552 $6,382 33.3
Total $19,170 $25,552 $6,382 33.3

Funding Source

General Fund $19,170 $25,552 $6,382 333

Budget Total 19,170 25,552 6,382 33.3
Total $19,170 $25,552 $6,382 33.3
Budget Balancing Reduction 0 -1,672 -1,672 0.0
Total $19,170 $23,880 $4,710 24.6

1. Bureau of Audits and Investigations and General

Administration

Budget Balancing Reductions. The Governor is proposing a 10 percent reduction to OIG’s

budget. The OIG is planning to reduce its Bureau of Audits and Investigations by $1.5 million

and its Executive Administration by $202,000. The reduction to the Bureau of Audits and
Investigations would reduce the OIG’s audit capacity as follows:

¢ Reduce the audit cycle from every four years to every five years for audits of the adult
and juvenile institutions and warden and superintendents.
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e Reduce Special Review reports from 14 to 13 per year.

e Reduce follow-up audits of Management Review audits by 25 percent.

e Reduce number of warden candidates that can be vetted annually from 12 to 10 and
reduce number of superintendent candidates that can be vetted annually from 10 to 8.

e Perform one less large-scale investigation and one less fraud investigation per year.

In addition, the OIG estimates that it will reduce the amount of complaints it can process
annually by about 11 percent. The Governor has proposed trailer bill language to implement this
reduced audit schedule.

The OIG reports that the impacts of the reduction to the Executive Administration will result in
delays in various human resource processes and a general reduction in the OIG’s ability to
support its staff administratively.

Governor’s Budget. The Governor’s budget also includes several budget proposals to augment
the OIG’s budget. These proposals include a total of $6.4 million from the General Fund, which
includes $1.8 million for court-driven expenditures (see description below). The remaining
budget augmentations are to the Bureau of Audits and Investigations ($3.8 million) and general
administration ($690,000).

The augmentation to the Bureau of Audits and Investigations is based on a workload analysis
that finds that its current staffing resources are short approximately 20 positions to implement all
of its statutorily mandated work. The augmentation for general administration would support six
positions to support ongoing administrative and information technology functions that have
suffered from under-investment as the office has grown over the past decade.

These budget augmentations, taken together with the budget balancing reductions, provide the
Bureau of Audits and Investigations with an additional $2.3 million General Fund in the budget
year. General administration would be augmented by $488,000 General Fund.

LAO Recommendation. The LAO reports that the OIG is currently performing most of its
mandated work audits and investigations work within its existing resources. Furthermore, the
LAO reports that the OIG has provided little evidence that the OIG has been unable to complete
its work at its current administrative and information technology staffing levels. Therefore, the
LAO recommends denying the augmentations proposed for the Bureau of Audits and
Investigations and general administration.

Furthermore, the LAO also recommends that the Legislature adopt the budget balancing
reductions. If the budget proposals are rejected and the budget balancing reduction is adopted
this will result in a real reduction to the OIG’s budget of $1.5 million and $202,000 in the Bureau
of Audits and Investigations and general administration, respectively. The LAO’s analysis finds
that the OIG could sustain this level of reductions with relatively minimal impact on operations
because of existing vacancies in its Bureau of Audits and Investigations. Furthermore, given the
state’s fiscal condition, the LAO believes that the modest reduction to the OIG’s administration
resources is also warranted.
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Staff Comments. Staff finds that the proposed reductions to the OIG’s audit functions do
reduce its overall audit oversight by reducing the frequency in which audits are performed.
Nevertheless, given the significant structural deficit the state is facing and the expanded duties
the OIG is being directed to implement by the courts, the budget balancing reductions proposed
by the Governor appear to have the least impact on the OIG’s oversight responsibilities.

Staff finds that the augmentation proposed for the Bureau of Audits and Investigations is
justified on a workload basis. Evidence does suggest that the OIG is completing most of its
mandated workload. Nevertheless, the OIG has indicated to staff that this level of work is not
sustainable over the long-term and could have impacts on the ability of OIG to retain staff.

Staff finds that OIG’s staffing has increased significantly over the past several years. This
increase has put increased strain on its administrative resources including information
technology. Furthermore, the OIG reports that the current low ratio of administrative staff
reduces productivity of the inspectors general because they have to spend considerable time on
administrative tasks. Nevertheless, staff concurs with the LAO that a workload analysis has not
been submitted to justify the additional positions.

Staff Recommendations. Staff recommends that the Subcommittee take the following actions:

e Approve half of the proposed augmentation for the Bureau of Audits and Investigations
and approve the budget balancing reduction to this item, which would result in a
$400,000 augmentation to the OIG’s budget.

e Reject the proposed augmentation for general administration and reject the budget
balancing reduction to this item, which would result in no net change to the OIG’s
administrative resources.

e Approve trailer bill language to implement the budget balancing reductions for the
Bureau of Audits and Investigations.

These actions would result in $2.4 million in additional savings as compared to the Governor’s
budget.

2.  New Court-Ordered Functions

Background. It is well know that CDCR has faced increased scrutiny from the federal courts
over the past decade for various violations of the U.S. Constitution, including the Eighth
Amendment (prohibition of cruel and unusual punishment) and the Fourteenth Amendment
(right to due process and equal protection). Two of the class action lawsuits that have been
brought against the state included the Madrid case that alleged CDCR condoned a pattern and
practice of using excessive force against inmates and the Plata case that alleged that inmates
were denied constitutionally adequate health care. In both cases the federal courts found
evidence to support the alleged claims and appointed a Special Master and a Receiver,
respectively, to develop and implement a plan to remedy the violations of the U.S. Constitution.

Under the Madrid case, CDCR has faced continued scrutiny from the federal court for failing to
regularly and adequately review use-of-force incidents and for not imposing adequate
disciplinary action when allegations of excessive force are proven. In January 2005 the Bureau
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of Independent Review was created within the OIG to oversee CDCR’s process for addressing
use-of-force incidents. In May 2007 revised protocols were adopted to require OIG special
assistant inspectors general to attend CDCR use-of-force committee meetings on a regular basis
at each adult institution.

Under the Plata case, CDCR has agreed to implement a medical investigation pilot project. As
part of this project, the CDCR Office of Internal Affairs (OIA) is establishing a Medical
Investigations Unit to perform expedited investigations of misconduct by CDCR health care
staff. In addition, the CDCR Employment Advocacy and Prosecution Team (EAPT) is
establishing a Medical Prosecution Unit to perform expedited disciplinary actions if warranted.
The Receiver has furthermore requested that the OIG conduct independent oversight of the new
OIlA and EAPT similar to the way it is currently reviewing CDCR’s process for addressing use-
of-force incidents.

Governor’s Budget. The Governor’s budget includes two budget proposals to address increased
workload driven by the federal courts. These budget proposals include the following:

e Madrid — $890,000 General Fund ($784,000 one-time) to establish four new positions to
ensure regular attendance at as many use-of-force committee meetings as possible, but no
less than monthly at each adult institution.

e Plata - $878,000 General Fund to establish five new positions to implement a new pilot
project to monitor CDCR’s investigatory and disciplinary processes of CDCR health care
staff.

LAO Recommendation. The LAO recommends approving the two budget proposals related to
compliance with the Madrid and Plata cases, respectively.

Staff Recommendation. Staff recommends that the Subcommittee approve both the budget
proposals related to the Madrid and Plata cases.
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0820 Department of Justice

Background. The Department of Justice (DOJ) is under the direction of the Attorney General.
The Attorney General is elected by the public and is required by the California Constitution, as
the chief law officer of the state, to ensure that California’s laws are uniformly and adequately
enforced. The DOJ also serves as the state’s primary legal representative and provides various
services to assist local law enforcement agencies. The DOJ is organized into the following seven
programmatic functions:

e Civil Law—Represents the state in civil matters and is organized in the following
sections: Business and Tax; Correctional Law; Employment, Regulation and
Administration; Government Law; Health, Education and Welfare; Health Quality
Enforcement; Licensing; and Tort and Condemnation.

e Criminal Law—Represents the state in all criminal matters before the Appellate and
Supreme Courts. The Criminal Law Program also assists district attorneys and conducts
criminal investigations and prosecutions where local resources are inadequate.

e Public Rights—Provides legal services to all state agencies and constitutional officers
and is organized in the following issue areas: Civil Rights and Enforcement; Charitable
Trusts; Natural Resources; False Claims; Energy and Corporate Responsibility; Indian
and Gaming Law; Environmental Law; Land Law; Consumer Law; Antitrust Law; and
Tobacco Litigation Enforcement.

e Law Enforcement—Provides various services to local law enforcement and is organized
into the following five elements: (1) the Bureau of Investigation conducts criminal
investigations of statewide importance; (2) the Bureau of Narcotic Enforcement provides
leadership, coordination, and support to law enforcement to combat the state’s narcotic
problem; (3) the Bureau of Forensic Services provides evaluation and analysis of physical
crime evidence for state and local law enforcement; (4) the Western States Information
Network provides an automated database of suspected criminal elements to law
enforcement in neighboring states; and (5) the Criminal Intelligence Bureau shares
criminal intelligence regarding organized crime, street gangs, and terrorist activity to
other law enforcement agencies.

e California Justice Information Systems—Provides criminal justice information and
identification services to law enforcement, regulatory agencies, and the public.

e Gambling Control—Regulates legal gambling activities and ensures that gambling on
tribal lands is conducted in conformity with a gaming compact.

e Firearms—~Provides oversight and regulation of firearms in California.
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Governor’s Budget. The Governor’s budget proposal includes $791 million to support DOJ in
2008-09. General Fund support for the department is about $380.8 million, which is about $36
million less than what is estimated for expenditure in the current year. The DOJ has a large
increase in Directorate and Administration due to a proposed consolidation of various
administrative functions that were previously budgeted in various other programs. The reduction
in General Fund support is due to the Governor’s across-the-board 10 percent reduction proposed
for agencies supported by the General Fund.

Summary of Expenditures
(dollars in thousands) 2007-08 2008-09  $ Change % Change

Type of Expenditure

Directorate and Administration $30,570 $96,117 $65,547 214 .4
less distributed Administration -30,570 -96,117 -65,547 0.0
Legal Support and Tech Admin 54,036 0 -54,036 -100.0
less distributed Legal and Tech -54,036 0 54,036 0.0
Executive Programs 16,469 0 -16,469 -100.0
Civil Law 146,992 149,321 2,329 1.6
Criminal Law 123,130 136,879 13,749 11.2
Public Rights 89,824 91,352 1,528 1.7
Law Enforcement 269,209 280,141 10,932 4.1
California Justice Information Services 189,276 175,257 -14,019 -7.4
Subtotal $834,900 $832,950 -$1,950 -0.2
Budget Reduction Proposals 0 -41,605 -41,605 0.0
Total $834,900 $791,345 -$43,555 5.2

Budget Balancing Reductions. The Governor is proposing a 10 percent unallocated General
Fund reduction to DOJ’s budget. This would result in a reduction of $41.6 million General Fund
across all program areas. This would reduce DOJ expenditures to a level below estimated
expenditures in the current year.

The Governor has proposed a few General Fund augmentations to DOJ’s budget in 2008-09.
Nevertheless, if the Governor’s budget was adopted, DOJ would still realize a net reduction in
General Fund expenditures of about $36 million.

Likely Impact of Reduction. The LAO estimates that a reduction of this magnitude would
likely impact DOJ’s operations, which fall primarily into two categories: (1) legal representation
of the state and its various departments, and (2) law enforcement. The LAO notes that
reductions to DOJ’s ability to provide legal representation may actually result in increased state
costs since some state agencies may have to retain more costly private counsel instead of
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retaining DOJ attorneys for legal representation. Therefore, the LAO estimates that any sizeable
reduction to DOJ operations would be borne mainly by its law enforcement programs.

The LAO has put forward two options for reducing DOJ’s budget that minimize the impacts on
DOJ’s ability to fulfill its mission of representing the state’s legal interests and protecting public
safety. These options include: (1) eliminating vacant positions, and (2) charging state and local
agencies lab fees.

1. Eliminate Vacant Positions

LAO Option — Eliminate Vacant Positions. The LAO has identified that department-wide,
DOJ, has a relatively high vacancy rate (15 percent). This vacancy rate translates to 860-plus
vacant positions as of January 2008. Generally, the state budgets for a 5 percent vacancy rate,
which assumes a normal level of delays in hiring and turnover.

The LAO has identified nine sections and bureaus within DOJ that have an average vacancy rate
of 20 percent and represent almost 60 percent of the total vacancies in the entire department.
The salary and benefits of these positions represent nearly $32 million. The nine sections and
bureaus with high vacancy rates are listed in the table below:

Total
Vacant Authorized Vacancy

Section/Bureau Positions Positions Rate

Legal Secretaries (Executive Unit) 25.9 36.9 70%
Bureau of Medi-Cal Fraud and Elder Abuse 34.0 204.0 17%
California Bureau of Investigation 23.0 129.5 18%
Mission Support Branch 36.1 122.1 30%
Bureau of Narcotics Enforcement 114.3 411.8 28%
Bureau of Forensic Services 79.0 405.0 20%
Criminal Intelligence Bureau 53.0 166.1 32%
Hawkins Data Center Bureau 48.0 336.3 14%
Bureau of Criminal Identification and Information 94.5 708.0 13%
Totals 507.8 2,519.7 20%

The LAO recommends eliminating about 200 of the 500 positions identified in the nine sections
and bureaus with high vacancy rates. Under the LAO’s recommendation, there would be $13.5
million in General Fund savings and each of the sections and bureaus would still be left with
sufficient funds to support a higher than normal 10 percent vacancy rate.

Staff Comments. Staff finds that there are long standing recruitment and retention issues in
various classifications at DOJ and many of these positions have likely been vacant for years. In
2007 the LAO reported that 41 percent of DOJ’s criminalist positions at the central DNA
laboratory in Richmond, California were vacant. Many of DOJ’s positions are considered hard
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to fill positions, which makes them exempt from current law that abolishes positions that have
been vacant for six consecutive months.

Staff finds that in many cases there is a need for the services that would be provided if the vacant
positions were filled. However, if the department fails to fill these positions year after year the
increased level of service is never provided and the funds to support the positions continue to be
budgeted. The LAO has found that its review on vacant positions that in many cases,
departments have redirected vacancy savings to fund other department activities. This practice
reduces legislative oversight over state expenditures.

The LAO has also recommended the following options for generally addressing departments
with long standing vacant position problems: (1) regular examination of department vacancies
during the budget process; (2) requesting audits of departments with vacancy problems, and (3)
periodic zero-based budgeting for departments with vacancy problems.

Staff finds that the LAO’s recommendation to eliminate some of DOJ’s long-standing vacant
positions is a reasonable plan for achieving short-term budget savings. However, it will be
important for the Legislature to evaluate the services currently being provided by DOJ to
determine if they are adequately meeting statutory mandates. If the current level of staffing is
not sufficient to meet statutory mandates, additional positions may need to be restored in the
future, provided the department is able to successfully recruit and retain qualified candidates for
the positions.

Staff Recommendation. Staff recommends that the Subcommittee take the following actions:

e Approve the LAO’s recommendation to eliminate vacant positions and reduce DOJ’s
budget by $13.5 million General Fund. (This reduction should be counted towards the
across-the-board target set by the Governor.)

e Request staff, the LAO, DOF, and DOJ to work on a process for identifying positions for
elimination and budget bill language to guide this process.

2. Charging State and Local Agencies Lab Fees

Background. The DOJ’s Law Enforcement Section has a Bureau of Forensic Services that
operates 11 full-service criminalistic laboratories throughout the state. These laboratories
provide analysis of various types of physical evidence and controlled substances, as well as
analysis of materials found at crime scenes.

While the DOJ labs provide some services to state agencies, they primarily serve local law
enforcement agencies in jurisdictions without their own crime labs. These local agencies are
found in 46 out of the 58 counties representing approximately 25 percent of the state’s
population. All of the major urban areas in California have their own crime labs or maintain
contracts with other agencies for laboratory services.

The DOJ crime labs generally do not charge for the services they provide to state and local
agencies, except for blood alcohol and some drug toxicology tests that have been paid for by
local agencies since 1977.
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Governor’s Budget. The Governor’s budget includes $92 million to support DOJ’s 11
criminalistic laboratories. The budget assumes that 70 percent of this budget will be supported
by the General Fund ($64 million).

The Governor’s budget also includes $646,000 one-time from the General Fund to support
maintenance and repairs for the department’s forensic laboratories.

LAO Option — Charge State and Local Agencies Lab Fees. The LAO recommends that the
Legislature require state and local agencies to pay for the laboratory services provided them by
DOJ. The LAO estimates that by charging local law enforcement agencies for lab services, the
Legislature could reduce General Fund support for the state’s criminalistic labs by approximately
$41 million due to (1) the creation of new revenue and (2) a reduction that is likely to result in
the number of cases processed by the labs. The LAO finds that in 1992-93 when DOJ started
charging the true cost of processing blood alcohol tests, the number of tests declined by 29
percent the next year. The LAO finds that many agencies started contracting with other
providers who charged less than the state, thereby saving the state and the local agency money.

The LAO indicates that they have consistently made this recommendation because developing
physical evidence through laboratory analysis is part of local law enforcement responsibility for
investigating and prosecuting crimes. Therefore, the LAO finds that these expenditures should
be borne by the counties and cities regardless of the state’s fiscal condition. The LAO also
points out that law enforcement agencies in 12 counties already do obtain laboratory services
through the operation of their own laboratories or by relying on other agencies. The LAO also
notes that the Federal Bureau of Investigation offers local law enforcement, free of charge, all
forensic services in criminal matters, unless the request for assistance originates in a laboratory
that could handle the matter itself.

The LAO has raised several implementation issues that will need to be addressed if the
Legislature were to move toward a fee-based system for financing the state’s criminalistic labs.
These issues include the following:

e Fee structure should mitigate unusually high costs for complex investigations.

e Efforts should be made to ensure stable funding is provided to support the state’s
criminalistic labs.

e Fees for services should be commensurate with the costs to provide the service.

e The budgets for other state agencies that utilize DOJ’s criminalistic labs should be
adjusted to cover the cost of the new fee schedule.

Staff Comments. Staff finds that the LAQ’s option would minimize the public safety impacts of
the Governor’s proposed reduction to DOJ’s budget. Given the magnitude of the proposed
reduction it is likely that DOJ would have to reduce its lab efforts, which may increase the
backlog of services it provides to local law enforcement and other state agencies. If an
appropriate fee schedule was put in place the department would be able to maintain its lab
services and may actually be able to enhance certain services.
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Staff finds that DOJ currently does not have a base budget for operations and maintenance of its
forensic facilities. Therefore, DOJ submits annual requests for relatively routine maintenance of
its buildings.

Staff Recommendation. Staff recommends that the Subcommittee take the following action:
e Request that staff, LAO, DOF, and DOJ develop a plan for reducing the Gen