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Vote:

Subcommittee No. 4 April 4, 2013
Issues Proposed for Vote Only:
2013-14 Staff
Issue Amount Fund Source | Recommendation
Department of Consumer Affairs(1110)
California State Board of
1 | Pharmacy $164,000 | Special Fund APPROVE
2 | Board of Accountancy -548,000 | Special Fund APPROVE
3 | Court Reporters Board $44,000 | Special Fund APPROVE
4 | Dental Hygiene Committee $72,000 | Special Fund APPROVE
Internal
5 | Physical Therapy Board 3.0 PY’s Redirect APPROVE
Internal
Redirect
Board for Professional (resultsin
Engineers, Land Surveyors, $15,000 in
6 | and Geologists 1.0 PY savings) APPROVE
Bureau for Private Post-
7 | Secondary Education $81,000 | Special Fund APPROVE
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Issues Proposed for Vote Only — Issue Descriptions

California Department of Consumer Affairs

Issue 1 — California State Board of Pharmacy

Governor's Budget Request: The Governor's 2013-14 budget is requesting one Pharmacy
Inspector position and $164,000 in order to comply with provisions of SB 1095 (Chapter 454,
Statutes of 2012).

Background: This is a request to fund additional workload requirements that will be assumed
by the California State Board of Pharmacy due to additional entities that may seek licensure or
renewal.

An Ambulatory Surgical Center (ASC) is a clinic that is not part of a hospital and that provides
ambulatory surgical care for patients that remain less than 24 hours. SB 1095 (Chapter 454,
Statutes of 2012), expanded the term clinic to include accredited or Medicare certified
Ambulatory Surgical Centers. Due to a 2007 court ruling (Capen v. Shewry), a large number
ASCs have fallen into a jurisdictional “gray-area”; the California Department of Public Health
(CPDH) no longer issues licenses to ASCs and the California Medical Board, the entity deemed
by the California Court of Appeals to be the appropriate regulator, does not have the statutory
authority to regulate the drugs stored in these facilities. The ASCs that fall into the jurisdictional
“gray-area” are those owned by physicians, which the Pharmacy Board estimates may be 90
percent of the ASCs in the state. As physician-owned clinics, the California Court of Appeals
determined that they do not qualify as surgical clinics within the meaning of Health and Safety
Code 1204(b)(1). SB 1095 clarified that the Board of Pharmacy is the state regulator of a clinic
setting that is not licensed by the CDPH and where the Medical Board has no jurisdiction over
the drug supply. Beginning January 1, 2013, physician-owned clinics will now be able to obtain
licensure with the Board of Pharmacy. Obtaining licensure will ensure that the clinics are
capable of legally purchasing drugs at wholesale prices and/or maintaining a commingled drug
stock.

The California State Board of Pharmacy oversees all aspects of the practice of Pharmacy in
California: the practitioner (pharmacist), the practice site (pharmacy), and the product (drugs
and devices). The Board has projected that the expanded definition of clinic will increase the
number of its currently licensed population by 450 clinics. Currently, the licensing fee for a clinic
is $400 and the renewal fee is $250. The cost of an additional Pharmacy Inspector will be nearly
offset by the continued revenue from renewals and licensing of clinics.

Issue 2 — California Board of Accountancy

Governor’'s Budget Request: The Governor's 2013-14 budget requests that one Office
Assistant position be eliminated and that the California Board of Accountancy’s (CBA) budget
authority be reduced by $48,000, as well. The reduction is a result of SB 1405 (Chapter 411,
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Statutes of 2012), which eliminated the notification and fee requirement of out-of-state certified
public accountants that practice in the state.

Background: SB 1405 (Chapter 411, Statutes of 2012) revised the practice privilege statutes
for the practice of accountancy to allow out-of-state licensees to practice in California with no
notice or fee paid to the CBA. Removing the requirement for a notice or fee to be paid to the
CBA will reduce the clerical workload of the board, which is reflected in the request to eliminate
1.0 Office Assistant position. However, the CBA does recognize that there will be an ongoing
need for some clerical functions, primarily related to communications as it relates to practice
privilege, which will be absorbed by the CBA'’s Licensing Division.

Issue 3 — Court Reporters Board

Governor’s Budget Request: The Governor's 2013-14 Budget requests the position authority
to hire a half-time (0.5) two-year limited-term staff services analyst. Additionally, the Court
Reporters Board is requesting $44,000 in FY 2013-14, and $35,000 in FY 2014-15 to administer
the extension of the Pro Per Pilot Project of the Transcript Reimbursement Fund (TRF).

Background: SB 1236 (Chapter 322, Statutes of 2012) is an extension of legislation passed in
2011 that provided low-income pro per litigants with limited access to the Transcript
Reimbursement Fund. Pro per applicants in qualifying civil cases can apply to have their court
or deposition transcripts paid for through the Transcript Reimbursement Fund. SB 1236 extends
the Board’s Pro Per Pilot Project to January 1, 2017. The amount for each case is limited to
$1,500. According to the Board, estimates originally assumed that requests for reimbursement
against the TRF would be approximately 10-15 percent and the workload increase would be
absorbable. However, the requests for reimbursement have exceeded 60 percent and have
created a workload that can no longer be absorbed by the existing Board staff.

The Transcript Reimbursement Fund was established in 1981 and is funded through the
Certified Shorthand Reporters annual license renewal fees. In accordance with Business and
Professions Code § 8030.2, $300,000 is transferred from the Court Reporters Fund to the
Transcript Reimbursement Fund at the beginning of each fiscal year.

Issue 4 — Dental Hygiene Committee of California

Governor’s Budget Request: The Governor's 2013-14 Budget requests one office technician
and $72,000 in 2013-14 and $65,000 ongoing to implement the provisions included in SB 1202
(Chapter 331, Statutes of 2012).

Background: SB 1202 (Chapter 331, Statutes of 2012) provides additional program functions in
registered dental hygiene licensing, dental hygiene school, and curriculum review. The
approved measure broadened the current authorities afforded to the committee, and, according
to the committee have created an additional workload requirement that cannot be absorbed by
staff. The committee projects that they will see an increased number of applications for various
special permits, in addition to a higher level of inquiries that will need to be addressed.
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Issue 5 — Physical Therapy Board

Governor’s Budget Request: The Governor’s 2013-14 Budget requests position authority for
three additional positions (one Office Technician and two Staff Services Analysts) in Fiscal Year
(FY) 2013-14 and ongoing.

Background: The Physical Therapy Board (Board) is requesting position authority for a total of
three positions for FY 2013-14 and ongoing. The positions will be within the Board's
Enforcement and Licensing units. The Board’s two core functions, licensing and enforcement,
were authorized 14.3 positions in the Current Year Budget.

Resource History

Program Budget FY 2010-11 FY 2011-12 FY 2012-13
Authorized Expenditures $2,791 $3,404 $3,321
Revenues $3,205 $3,119 $3,185
Personnel Years 16.5 15.4 14.3
Vacancies 5.9 0.4 0.0

It is the Board'’s intent to redirect resources currently used to support temporary staff members
that have been performing duties that are best suited for permanent staff. Currently, the
specified positions review applications (Applications and Licensing) and assign inquiries to a
specific enforcement analyst for processing (Enforcement). The Board cites the Continuing
Competency Audits that became effective on October 31, 2010, as a need for increased
response and enforcement related resources. The Board has been faced with a steadily
increasing investigative workload leading to a larger number of cases to remain pending. The
increasing backlogs hinder the Board’s future communications with complainants, investigators,
expert consultants and the Attorney General regarding case status. Additionally, the Licensing
Division has been faced with an increasing work load, creating a backlog for applicants to the
Physical Therapy Board.

Issue 6 — Board for Professional Engineers, Land Surveyors, and Geologists

Governor’s Budget Request: The Governor's 2013-14 Budget requests one position in Fiscal
Year 2013-14 and ongoing to serve as a senior registrar for the Geology and Geophysicists
program.

Background: In 2009, the Board for Professional Engineers, Land Surveyors and Geologists
(Board) assumed the responsibilities of the Geologists and Geophysicists Board. The Geology
program is now part of the Board and is allocated five staff. According to the Board the
additional staff member is necessary to provide technical review of applications, respond to
technical questions from the public, applicants, licensees, and other governmental agencies.
The new senior registrar will be designated as the head of the Geology Program within the
Board for Professional Engineers, Land Surveyors, and Geologists. Currently, the Geology
Program relies heavily on technical experts to assist with the review of exams, applications, and
development of the exams. The Board estimates that it assumed over $150,000 in technical
expert-related expenses. According to the Board, hiring one senior registrar with experience and
Senate Budget and Fiscal Review Page 5
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licensure as a professional geologist will relieve the Board of the technical expert-related costs,
and will allow the Board to reduce their Budget Authority by $15,000 in Fiscal Year 2013-14 and
ongoing.

Issue 7 — Bureau for Private Postsecondary Education

Governor’s Budget Request: The Governor’'s 2013-14 Budget requests one one-year limited-
term position and $81,000 in Fiscal Year 2013-14 in order to comply with provisions of AB 2296
(Block, Chapter 585, Statutes of 2012) that require the Bureau of Private Postsecondary
Education to research measures and standards for gainful employment and implement
regulations by July 1, 2014.

Background: The Bureau is responsible for the oversight of California’s private postsecondary
educational institutions. Currently, there are approximately 1,500 institutions regulated by the
Bureau. Many of the institutions governed by the Bureau are vocational institutions offering skills
training for entry-level positions in a variety of industries and trades. Existing law requires
institutions to disclose to prospective students information regarding the institution’s graduation,
placement, licensure examination passage, and salary rates. AB 2296 expands the
requirements to be met by private postsecondary educational institutions subject to state
oversight under the California Private Postsecondary Education Act (CPPEA) by expanding
disclosures related to unaccredited programs; expanding disclosure requirements for all
regulated institutions; establishing more stringent criteria for determining gainful employment
and calculating job placement rates; and, increasing institutional documentation and reporting
requirements around completion rates, job placement/license exam passage rates, and
salary/wage information for graduates.

1110/11 CALIFORNIA DEPARTMENT OF CONSUMER AFFAIRS

Department Overview: The Department of Consumer Affair's (DCA) Boards and Bureaus
provide exams and licensing, enforcement, complaint mediation, education for consumers, and
information on privacy concerns. DCA Boards and Bureaus establish minimal competency
standards for more than 250 professions involving 3.0 million professionals. The Department of
Consumer Affairs (DCA) consists of 36 regulatory boards, bureaus, committees, commissions,
and programs, all of which regulate more than 100 businesses and 200 industries and
professions, including doctors, contractors, private security companies, and beauty salons.

The boards and commissions are semi-autonomous regulatory bodies with the authority to set
their own priorities and policies. Members of the boards and commission are appointed by the
Governor and the Legislature.

Budget Overview: The Department’s Boards are budgeted under organizational code 1110,
and the total proposed budget for the Boards is $289.42 million (non-General Fund) and 1,538.2
Personnel Years for Fiscal Year 2013-14.

The Bureaus are budgeted under organizational code 1111, and the total proposed budget is
$283.01 million (non-General Fund) and 1,750.0 Personnel Years for Fiscal Year 2013-14.
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DCA Boards and Bureaus
(dollars in thousands)

April 4, 2013

Positions Expenditures
2012-13 | 2013-14 2012-13 2013-14

1 | Board of Accountancy 84.8 80.8 | $ 11,434 $ 11,870
2 | Architects Board 30.4 304 | $ 4,802 $ 5,007
3 | Athletic Commission 13.7 91| $ 1,407 $ 1,422
4 | Board of Behavioral Science 42.6 434 | $ 8,090 $ 7,898
5 | Chiropractic Examiners - 194 | $ S $ 3,860
6 | Barbering and Cosmetology 96.2 922 | $ 19,909 $ 20,511
7 | Contractors State Licensing 401.6 401.6 | $ 59,008 $ 61,872
8 | Dental Board 74.5 741 $ 13,555 $ 14,090
9 | Dental Hygiene Committee 7.2 82| $ 1,409 $ 1,529
10 | Guide Dogs for the Blind 15 15| $ 196 $ 197
11 | Medical Board 282.3 2823 | $ 56,673 $ 57,598
12 | Acupuncture Board 8.0 80| $ 2774 $ 2,820
13 | Physical Therapy Board 14.3 164 | $ 3,286 $ 3,259
14 | Physician Assistant Committee 4.6 45| $ 1461 $ 1,441
15 | Podiatric Medicine 5.2 52| $ 1,176 $ 1,402
16 | Psychology 17.5 173 $ 4,440 $ 4,523
17 | Respiratory Care Board 16.4 164 | $ 3,189 $ 3,269
18 | Speech-Language Hearing Aid 8.6 86| $ 1,89 $ 1,933
19 | Occupational Therapy 8.3 77| $ 1372 $ 1444
20 | Board of Optometry 10.5 104 | $ 1,699 $ 1,847
21 | Osteopathic Medical Board 8.5 84| $ 1,805 $ 1851
22 | Naturopathic Medicine Committee 1.0 10| $ 171 $ 165
22 | Board of Pharmacy 80.2 811 | $ 15,057 $ 16,091
23 | Engineers and Land Surveyors 63.7 64.7 | $ 10,604 $ 11,262
24 | Registered Nursing 132.0 130.8 | $ 30,999 $ 30,520
25 | Court Reporters Board 4.5 50| $ 1,097 $ 1221
26 | Structural Pest Control Board -- 29| % - $ 4,898
27 | Veterinary Medical Board 12.8 128 | $ 2,819 $ 2,972
28 | Vocational Nursing 68.7 679 | $ 12,656 $ 12,484
29 | Arbitration Certification Program 8.0 80| $ 1118 $ 1,153
30 | Security and Investigative 50.4 499 | $ 12,296 $ 13,199
31 | Private Postsecondary Education 57.0 58.0 | $ 10,147 $ 10,715

Electronic and Appliance Repair,
32 Home Furnishings, and Thermal

Insulation 41.9 419 | $ 7,073 $ 7,571
33 | Automotive Repair 594.8 594.8 | $ 181,862 $ 191,883
34 | Telephone Medical Advice Services

Bureau 1.0 10| $ 153 $ 173
35 | Cemetery and Funeral 21.5 215| $ 4,163 $ 4,456
36 | Real Estate Appraisers - 328 | @ - $ 5441
37 | Department of Real Estate - 3347 | - $ 47,801
38 | Professional Fiduciaries 1.7 171 $ 403 $ 440
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Issues Proposed for Discussion / Vote

Issue 1 — Performance-Based Budgeting

Governor’s Budget: The Governor's 2013-14 Budget draws upon the performance-based
budgeting approach and highlights a multi-year plan that has been developed by the
Department of Consumer Affairs (DCA) and the Department of Finance (DOF) to modify
programs within the DCA to achieve more efficiency and transparency. This plan stems from an
Executive Order, issued by Governor Brown in 2011, which directed the DOF to modify the state
budget process in order increase efficiency and focus on accomplishing program-related goals.

Background: Performance-based budgeting is an approach that creates incentives for
agencies to produce measurable results that lead to defensible spending levels. Although the
interest in this form of budgeting has waxed and waned over the past several decades, the most
recent period of budget stress has generated increasing interest among state legislators and the
executive branch. A performance-based budgeting approach provides for budget allocations
based on defined performance measures and allows for adjustments based on these pre-
established metrics. The procedures can also facilitate examining internal allocations within
budgets.

The DCA will assess enforcement needs based on the following criteria:

e Intake Cycle Time - Average number of days from receipt of the complaint to the
date the complaint was assigned for investigation;

e Investigation Cases - Average number of days from receipt of the complaint to
closure of the investigation process. Does not include cases resulting in formal
discipline.

e Formal Discipline Cases - Average cycle time to complete the entire
enforcement process for those cases closed by the Attorney General’s office
after referral by the program. This measure does not include declined, withdrawn
or dismissed cases.

Staff Comment: This is an informational item.

Issue 2 — Governor’s Reorganization Plan Number Two: Funding Support for
Business, Consumer Services, and Housing Agency

Governor’s Budget Request: The Governor's budget includes a request for $2.824 million
($106,000 General Fund) in expenditure authority and 15.0 positions beginning in 2013-14 for
the Business, Consumer Services and Housing Agency.

Senate Budget and Fiscal Review Page 8
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Background: The Business, Consumer Services and Housing Agency (Agency) was created
as part of the Governor's Reorganization Plan Number 2 of 2012 (GRP2). Pursuant to GRP2,
the State and Consumer Services Agency and the Business, Transportation and Housing
Agency are eliminated effective June 30, 2013. This request establishes funding and position
support for the new Agency, which is structured similarly to the two agencies that are being
eliminated.

Prior to GRP2, some agencies regulating businesses were part of the Business, Transportation
and Housing Agency; some licensing entities were part of the State and Consumer Services
Agency; and others overseeing businesses and professionals were scattered throughout
government. Under GRP2 these entities have now been consolidated into the Business,
Consumer Services, and Housing Agency which includes the following Departments:

Department of Consumer Affairs (DCA): Previously under the State and Consumer Services
Agency, the DCA oversaw licensing and enforcement of more than 200 professional licensing
categories and over 2.5 million individuals. GRP2 restructured the DCA to include four
additional entities within DCA: the Bureaus of Real Estate and Real Estate Appraisers, the
Structural Pest Control Board, and the Board of Chiropractic Examiners.

The Department of Housing and Community Development: Previously housed under the
Business, Transportation and Housing Agency, the Department of Housing and Community
Development assists the state’s residents with affordable housing options, administering several
general obligation bond programs, and financing options. Under GRP2, the California Housing
Finance Authority will be located within the Department of Housing and Community
Development.

The Department of Business Oversight: GRP2 created a new department comprised of the
Department of Corporations and the Department of Financial Institutions that will have
regulatory responsibility for financial entities such as securities brokers and dealers, financial
planners, mortgage lenders unaffiliated with banks, state-chartered banks, credit unions, and
money transmitters.

The Department of Fair Employment and Housing: The Department of Fair Employment and
Housing is responsible for protecting the people of California from unlawful discrimination in
employment, housing, and public accommodations, and from the perpetration of acts of hate
violence. The Department's jurisdiction extends to individuals, private or public entities, housing
providers, and business establishments within the state.

The Seismic Safety Commission: The mission of the commission is to lower earthquake risk
to life and property of Californians. The Commission works with federal, state, and local
agencies as well as the private sector on a variety of activities that guide and stimulate
earthquake risk reduction and management.

The California Horse Racing Board: The California Horse Racing Board regulates parimutuel
wagering for the protection of the public and promotes the horse racing and breeding industries.

The Department of Alcohol and Beverage Control: The department is vested with the

exclusive power to license and regulate persons and businesses engaged in the manufacture,
importation, distribution and sale of alcoholic beverages in the State of California.
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The Alcoholic Beverage Control Appeals Board: The Alcoholic Beverage Control Appeals
Board provides a forum of appeal to persons who are dissatisfied with the Department of
Alcohol Beverage Control's decisions to order penalties or issue, deny, condition, transfer,
suspend, and revoke any alcoholic beverage license.

Funding to support the Agency is proposed to come from departments and entities housed
under the Agency’'s umbrella as adjusted by GRP2. Funding support from the departments
under the Agency is primarily a mix of reimbursements and direct special fund appropriations.
Direct General Fund appropriations were provided for the share of the Agency costs to be borne
by the Department of Fair Employment and Housing and the Seismic Safety Commission.

Departmental Contributions to Support the Business, Consumer Services and Housing Agency

Department 2013-14 2014-15 Positions
Department of Consumer $1,828,000 $1,767,000 3300
Affairs

Seismic Safety Commission $4,000 $3,000 7
Department of Fair $102,000 $99,000 185
Employment and Housing

Housing and Community $298,000 $289,000 539
Development

Alcoholic Beverage Control  $237,000 $229,000 428
California Horse Racing $34,000 $33,000 61
Board

Department of Business $321,000 $310,000 579
Oversight

Total Expenditures $2,824,000 $2,730,000

Staff Recommendation: Approve as budgeted

Vote:

Issue 3 — BreEZe System

Governor’'s Budget Request: The Governor’s budget includes a request for $7.67 million
dollars in additional funding for continued support of the Department of Consumer Affairs,
Consumer and Client Services Division’s automated licensing and enforcement system. This
request also includes a request for $4.188 million in additional funding for all boards and
bureaus to fund credit card processing fees on behalf of users of credit card payments through
the BreEZe project. The total project cost for 2013-14 will be $11.995 million.

Background: The Department of Consumer Affairs is the umbrella agency for 37 business and

professional licensing entitites (collectively referred to as boards and bureaus) that regulate over
2.7 million businesses and professionals in over 250 license categories.
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The BreEZe project began with the approval of the Feasibility Study Report on November 30,
20009. In Fiscal Year 2010-11, the Department of Consumer Affairs gained approval of a Budget
Change Proposal to redirect funding from the existing iLicensing Project, plus augment budgets
for the BreEZe project to support the procurement and implementation of an integrated licensing
and enforcement system, in support of the Department of Consumer Affair's Consumer
Protection Enforcement Inititiative. Additionally, in Fiscal Year 2011-12, the department gained
approval to appropriate $1.2 million on a one-time basis, to the BreEZe project. BreEZe is
designed to bring all of the Department of Consumer Affairs’ Boards and Bureaus into an
integrated licensing and enforcement system.

More specifically, the BreEZe project includes the purchase and implementation of a
commercially integrated enterprise enforcement case management and licensing system that
can be fitted specifically for DCA’s needs. DCA is funded entirely by business and professional
licensing fees and receives no General Fund appropriations.

BreEZe Costs Budget Year 2013-14
DCA Boards $5,944
DCA Bureaus $1,823
Total $7,767

Credit Card Convenience Fees: This Budget Change Proposal also includes a request for
additional funding for all boards and bureaus to fund credit card processing fees on behalf of
users of credit card payments through the BreEZe system. The BreEZe system will interface
with a third-party payment processor which will provide DCA with the ability to accept electronic
payments, while meeting compliance with Payment Card Industry Security Standards, via the
third-party payment processor. The department is requesting $4.18 million dollars to support
credit card processing fees on behalf of users of credit card payments through the BreEZe
system. The $4.18 million for processing fees is included in the overall cost of the request.

Credit Card Convenience Fee Budget Year 2013-14
DCA Boards $3,564

DCA Bureaus $624

Total $4,188

Staff Comment: According to the most recent update to the Special Project Report (SPR), a
number of defects occurred while conducting User Acceptance Testing. The reported defects
that occurred during the User Acceptance Testing have caused a delay in the originally
proposed timeline. The 2009 Feasibility Study Report estimated a project go-live date of July
2012, and the most recent update to the SPR noted that the vendor, Accenture has proposed a
go-live date of May 2013. Overall project costs have not increased for BreEZe and, according
to the updated February 1 SPR, are estimated to be $45 million. There are nine boards and one
committee included in the first phase of the rollout; Medical Board of California, Board of
Registered Nursing, Board of Barbering and Cosmetology, Physician Assistant Board, Board of
Psychology, Naturopathic Medicine Committee, Osteopathic Medical Board of California,
Respiratory Care Board, Board of Podiatric Medicine and the Board of Behavioral Sciences.
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Due to the delay, an updated Special Project Report will need to be submitted. At this time it is
unclear whether or not the cost of the program will increase. However, it is certain that there will
be significant delays to the project's originally proposed timeline. At this time, staff would
recommend that the item be held open until the updated SPR, has been submitted by the
Technology Agency and has been reviewed by committee staff.

Staff Recommendation: Hold Item Open

Vote:

Issue 4 — Dental Hygiene Committee

Governor’'s Budget Request: The Governor's 2013-14 Budget requests to eliminate its
legislative licensing appropriation in the amount of $264,000 and increase their main budget act
appropriation by $264,000 to combine both their budget act and legislative appropriation into
one budget act appropriation.

Background: This Budget Change Proposal is a technical request. Both accounts are managed
by the same committee and there is no longer any need for two separate items of appropriation.
Prior to 2008, dental hygienists were regulated by the Committee on Dental Auxiliaries
(COMDA), which also regulated dental assistants. COMDA had one fund and one budget act
appropriation. AB 539 (Chapter 294, Statutes of 2004) created a separate annual appropriation
out of the COMDA fund specifically for licensing functions related to hygienists. SB 853
(Chapter 31, Statutes of 2008) removed the COMDA fund from statute, but it did not address
the separate appropriation specifically for hygienists. Subsequent clean-up legislation
addressed the issue of an appropriation being made against an account that no longer exists.
However, the appropriation remains a legislative appropriation against the committee’s fund
rather than an appropriation annually made through the budget act.

The Department of Consumer Affairs has requested that the following provision be added to the
budget act under item 1110-001-3140:

Provisions:
2. Of the amount appropriated in this item, $264,000 is in lieu of the appropriation
provided for operating expenses necessary to manage the Dental Hygiene licensing
examination pursuant to Section 109 of Chapter 307, of the Statutes of 2009.

Staff Recommendation: Include provisional budget bill language in the Budget Act.

Vote:
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Issue 5 — California State Athletic Commission

Governor’'s Budget Request: The Governor's budget includes a request for an $814,000
budget reduction for the California State Athletic Commission in Fiscal 2013-14 and ongoing.

Background: The commission is responsible for licensing fighters, promoters, managers,
seconds, matchmakers, referees, judges, timekeepers, and approves physicians. The
Commission protects consumers by ensuring that bouts are fair and competitive while protecting
the health and safety of participants.

During Fiscal Year 2011-12 the commission neared insolvency, which was only avoided
because of the severe cuts taken by the commission to end the year with 0.1 months ($23,000)
in the reserve. During that time the following actions were taken:

Laying off all temporary staff

Declaring lay off of two permanent full-time staff
Reducing staffing levels at regulated events
Reducing staff and Commission member travel

According to the Commission; restructuring expenditures will allow the commission to build up a
reserve of 2.9 months by the end of 2013-14.

Staff Comment: The reduction in budget authority represents nearly a 35 percent reduction in
in spending for Fiscal Year 2013-14, compared to the current fiscal year. While the commission
and the Department of Consumer Affairs, have both noted that the reduction in spending will be
temporary in order to allow the commission to rebuild its reserves, it is still unknown, what, if
any, measures will be taken to ensure future solvency of the commission’s primary fund source.
The Department of Consumer Affairs and the commission have committed to conducting a
thorough review of the Athletic Commission’s policies and procedures. The commission is
currently operating under very austere conditions that are not sustainable for a very long period.

As noted by the Bureau of State Audits, revenues were well below the annual projections and
expenditures far exceeded the actual revenue stream. This will lead to a structural deficit that
will cause additional action to be taken in the future if the commission does not restructure their
revenue and spending projections, payment structure to inspectors, and utilize resources in a
more judicious manner.

Staff Recommendation: Approve as budgeted with Supplemental Reporting Language to
include:

o The number of inspectors in the state and what type of event each inspector is capable
of regulating.

o The number of Athletic Commission staff required for each type of event.

e The amount required to provide training to athletic inspectors over the last three years.

Vote:
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Issue 6 — Governor’s Reorganization Plan No. 2 — Department of Real Estate and
Office of Real Estate Appraisers

Governor’s Budget Request: The Governor’s budget is requesting to transfer the budget and
position authority from the Department of Real Estate and Office of Real Estate Appraisers to
the newly-established bureaus with the Department of Consumer Affairs.

Background: Pursuant to the Governor’s Reorganization Plan No. 2, the Department of
Consumer Affairs is requesting to transfer the budget and position authority from the
Department of Real Estate and the Office of Real Estate Appraisers to the Department of
Consumer Affairs effective July 1, 2013. This reorganization requires the functions, authority
and resources of the Department of Real Estate and Office of Real Estate Appraisers to be
transferred to the Department of Consumer Affairs. Effective July 1, 2013 all positions and
allocated resources will be transferred to the newly-established Bureau of Real Estate and the
Bureau of Real Estate Appraisers within the Department of Consumer Affairs, eight positions
have been identified for consolidation and are estimated to result in $1.25 million in savings
annually.

Staff Recommendation: Approve as budgeted.

Vote:

0511 GOVERNMENT OPERATIONS AGENCY

Department Overview: The Government Operations Agency was created as part of the
Governor's Reorganization Plan Number 2 of 2012 (GRP2). GRP2, which took effect July 3,
2012, sought to better align departments and other entities with similar purposes. The agency
brings together the major components of state administration, including procurement,
information technology, and human resources.

The following departments are included under the agency:

Department of General Services: The Department of General Services provides centralized
services to state agencies as it pertains to the management of state-owned and leased real
estate, approval of architectural designs for local schools and other state buildings, printing
services, procurement of commodities, services, and equipment for state agencies, and
management of the state’s vehicle fleet.

Department of Human Resources (CalHR): CalHR is responsible for managing the state’s
personnel functions and represents the Governor as the “employer” in all matters concering
state employer-employee relations. CalHR is responsible for issues related to recruitment,
selection, salaries, benefits, and position classification and provides a variety of training and
consultation services to state departments and local agencies.

Department of Technology: The Department of Technology retains statewide authority to
centralize and unify the state’s information technology (IT) projects. Aligning it with other
administrative service programs will enhance its ability to develop, launch, manage and monitor
large IT projects. The director of the department remains subject to Senate confirmation, and is
still recognized as the state’s chief information officer.
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Office of Administrative Law: The Office of Administrative Law is responsible for reviewing
administrative regulations proposed by over 200 state regulatory agencies for compliance with
standards set forth in California’s Administrative Procedure Act, for transmitting these
regulations to the Secretary of State, and for publishing regulations in the California Code of
Regulations.

Public Employees Retirement System (PERS): The PERS administers retirement benefits for
over 1.6 million active employees and retirees of the state and local agencies in California.
PERS also provides health benefits for nearly 1.3 million active and retired state, local
government, and school employees.

State Teachers Retirement System (STRS): The primary responsibility of STRS is to provide
retirement-related benefits and services to over 850,000 active and retired educators in public
schools from pre-kindergarten through the community college system.

State Personnel Board (SPB): The five-member SPB is responsible for the state’s civil service
system. SPB ensures that the civil service system is free of political patronage and that
employment decisions are merit-based. Members of SPB are appointed by the Governor for a
ten-year term, as required by the California Constitution.

Franchise Tax Board (FTB): The mission of the FTB is to collect the proper amount of tax
revenue and operate other programs, as defined in statute.

Victims Compensation and Government Claims Board (Board): The Board provides
responsive financial compensation to remedy the financial burdens of victims of crime through a
stable Restitution Fund, and for those with claims against the State, an opportunity to resolve
those claims or proceed with other remedies.

Funding to support the agency is proposed to come from the departments and other entities
under the agency’s umbrella. Fund support for the agency is comprised of direct appropriations
from the General Fund ($1.336 million General Fund) and reimbursements from the respective
departments within the agency. The reimbursement funding formula utilized to support the
agency is based on the number of personnel at each entity.

Departmental Contributions to Support the Government Operations Agency

Department 2013-14 2014-15 Positions
Department of General $863,000 $785,000 3623
Services

Victims Compensation and  $64,000 $59,000 270
Government Claims

CalHR $58,000 $52,000 242
Department of Technology  $296,000 $269,000 1242

State Personnel Board $17,000 $15,000 70

State Teachers Retirement  $215,000 $196,000 904

System

Public Employees $580,000 $528,000 2435
Retirement System

Office of Administrative Law  $5,000 $4,000 20
Franchise Tax Board $1,331,000 $1,210,000 5587

Total Expenditures $3,429,000 $3,118,000
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Governor’s Budget Request: The Governor's 2013-14 Budget requests funding support for
the Government Operations Agency. Specifically, the Governor's Budget is requesting
expenditure authority of $3.429 million ($1.336 million General Fund) and 17.0 positions
beginning in 2013-14 for the Government Operations Agency.

Staff Recommendation: Approve as budgeted.

Vote:

1701 DEPARTMENT OF BUSINESS OVERSIGHT

Department Overview: Effective July 1, 2013, pursuant to the Governor's Reorganization Plan
No. 2 of 2012, the Department of Financial Institutions and the Department of Corporations are
merging to create this Department.

Budget Overview: The Governor's 2013-14 Budget includes a request for $79.52 million in
order to support the newly-created Department of Business Oversight. Additionally, the request
includes positional authority of 582.0 personnel years.

Issue 1 — Governor’s Reorganization Plan No. 2

Governor’'s Budget Request: The Governor's 2013-14 Budget requests the transfer of all
budget authority from the Department of Financial Institutions (Org Code 2150) and the
Department of Corporations (Org Code 2180) to the newly-created Department of Business
Oversight (Org Code 1701), effective July 1, 2013.

Background: Pursuant to the enactment of the Governor’'s Reorganization Plan No. 2 (GRP2),
on July 1, 2013, the Department of Corporations and the Department of Financial Institutions
will reorganize to create the Department of Business Oversight (DBO). The DBO will be created
by transferring day-to-day staff operations of the Department of Corporations and Department of
Financial Institutions into one consolidated department. GRP2 will not impact the mission of
each respective department; the Department of Corporations will continue to support a fair and
secure financial marketplace for the state’'s residents and the Department of Financial
Institution’s will continue to protect and serve the state’s citizens through the effective regulation
and supervision of financial institutions licensed by the Department of Financial Institutions.

Staff Recommendation: Approve as budgeted.

Vote:
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Issue 2 - Implementation of the Homeowner Bill of Rights

Governor’'s Budget Request: The Governor's 2013-14 Budget includes a request for six
positions within the Department of Corporations Lender-Fiduciary Program and $911,000 (State
Corporations Fund) to implement and enforce provisions of the Homeowner Bill of Rights in
California SB 900 and AB 278 (Chapter 87, Statutes of 2012 & Chapter 86 Statutes of 2012).

Background: In accordance with the California Finance Lenders Law (CFLL), the Department
of Corporations is responsible for the licensing and regulation of consumer finance lenders,
mortgage brokers, and mortgage loan originators. The Department is also responsible for the
regulation of mortgage bankers, mortgage servicers, and mortgage loan originators under the
California Residential Mortgage Lending Act (CRMLA). The Department estimates that nearly
35 percent of the residential mortgage loans in the state are serviced by a licensee under either
the California Residential Mortgage Lending Act or the California Finance Lenders Law.

SB 900 and AB 278 modified several components of California’s non-judicial foreclosure
process to require various procedural requirements before a residential mortgage loan servicer
can proceed with a foreclosure. According to the Department of Corporations, the additional
resources have been requested to meet the increased workload associated with the reforms of
regulatory examinations, and the resources will also serve to provide an adequate level of
industry regulation and consumer protection in the state.

The foreclosure legislation set forth different requirements for companies with more than 175
foreclosures per year and with companies that have less than 175 foreclosures per year.
According to the department, there were 61 mortgage servicers licensed under CFLL and 80
licensed under the CRMLA. The foreclosure legislation resulted in an increase in the need for
examinations. Five of the six requested positions are proposed to be utilized to address the
increased workload requirements stemming from the foreclosure legislation. The sixth position
will be one staff counsel who will assist in interpreting regulatory notices, rulemaking, and
conduct external outreach, as needed.

Staff Recommendation: Approve as budgeted.

Vote:

Issue 3 - Hard Money Lending

Governor’s Budget Request: The Governor's 2013-14 Budget includes a request for two
positions and $281,000 to implement and enforce SB 978 (Chapter 669, Statutes of 2012).

Background: The intent of SB 978 (Chapter 669, Statutes of 2012) was to address abuses that
have been identified in some instances of “hard money” lending. Hard money lending is the term
used to describe the practice of nontraditional lending to persons that are unable to obtain
conventional loans. The changes made in SB 978 are intended to increase real estate investor
protections and would require the Department of Corporations to focus greater scrutiny on the
activities of those who solicit investors in connection with real estate investments, which are
most often the form of collateral utilized in a hard money loan.
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According to the Department, the two positions requested will be utilized to examine the
securities issuers to whom the department currently issues permits. The Department will also
now be required to issue an annual report related to the data collected from persons to whom it
issues permits.

Staff Recommendation: Approve as budgeted.

Vote:

8940 CALIFORNIA MILITARY DEPARTMENT

Department Overview: The California Military Department is responsible for the command,
leadership, and management of the California Army and Air National Guard and five other
related programs. The purpose of the California National Guard is to provide military service
supporting this state and the nation. The three missions of the California National Guard are to
provide: 1) mission ready forces to the federal government as directed by the President; 2)
emergency public safety to civilian authorities as directed by the Governor; and, 3) support to
the community as approved by a proper authority. The California Military Department is
organized in accordance with federal departments of the Army and the Air Force staffing
procedures.

Budget Overview: The Governor's Budget proposes $153.45 million ($44.9 million General
Fund) and 812.7 personnel years. This reflects a decrease of $3.9 million and an increase of
five positions as compared to the 2012-13 budget.

Fund Source 2011-12 2012-13 2013-14 (proposed)
General Fund $42,902 $44,004 $44,918
Federal Trust Fund $72,651 $94,265 $97,695
Reimbursements $8,552 $17,668 $9,068
Mental Health Services $539 $561 $1,351
Fund
Other Funds $91 $422 $424
Total Expenditures $122,090 $140,323 $130,773
Personnel Years 683.2 807.7 812.7

The Military Department also receives Federal Fund support. These funds are not allocated by
the state or deposited in the State Treasury and are not included in program or statewide totals.
All of the other federal funds are received from the Federal Government for the support of the
federal component of the California National Guard.

Senate Budget and Fiscal Review Page 18



Subcommittee No. 4 April 4, 2013

Federal Funds — California Military Department

2011-12 2012-13 2013-14
Expenditures $911,643 $770,484 $786,665
Personnel Years 4,109.9 4,109.9 4,109.9

Issue 1 - Behavioral Health Crisis Action Team

Governor’s Budget Request: The Governor's 2013-14 Budget includes a request for five
positions to hire needed behavioral health officers. The Military Department is also requesting
an $815,000 increase in expenditure authority to fund the behavioral health officer positions.

Background: Currently, the Military Department employs three permanent positions and two
temporary positions to provide behavioral health services to the 21,262 members of the
California National Guard. The Military Department is requesting to convert the two temporary
positions to permanent status and hire an additional three licensed behavioral health staff. This
will provide the Military Department with a total of eight licensed behavioral health staff. The
Military Department estimates that the additional licensed staff will be able to provide a 75
percent increase in the Military Department’s behavioral health capability statewide.

Staff Comment: According to the Military Department, there were 20 suicides or suicide
attempts during the 2012 calendar year. There is clearly a need for additional resources,
particularly in the more rural communities in the state, where the Military Department has
proposed providing coverage.

Staff Recommendation: Approve as budgeted.

Vote:

Issue 2 — State Active Duty Employee Compensation Increase

Governor’s Budget Request: The Governor's 2013-14 Budget includes a request for a $1.2
million ($526,000 General Fund) augmentation to cover the estimated State Active Duty (SAD)
employee compensation increases to be granted effective January 1, 2013.

Background: The California Military Department (CMD) is authorized to have 808 positions.
The positions are both civil service (271) and State Active Duty (537) positions. The SAD
employees are active members of the National Guard or State Military Reserve and carry out
various administrative, training, security, and other functions within the CMD. Funding for the
State Active Duty employees is provided by a mixture of both Federal and State funds.

In accordance with state law, the salary ranges for SAD employees are set equivalent to the
federal pay ranges for active duty military personnel. The annual budgets for most state
agencies assume that, on average, their employees receive salaries in the middle of their salary
ranges, since agencies will generally have a mix of newer and more senior employees within
each classification. According to the Legislative Analyst's Office (LAO), this is not how the CMD
has calculated pay for State Active Duty. The LAO has found that SAD employees at CMD earn
salaries at the top of the available salary range rather than the more typical midrange.
According to the Administration, this is because most SAD employees are believed to be more
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senior with salaries at or near the upper limit for their ranks. However, based on research
conducted by the LAO of actual CMD expenditures for SAD positions in 2011-12, SAD
employees, on average, actually receive salaries somewhat below the middle step for their rank.
Consequently, the proposed budget for CMD includes more than is necessary to fund its
authorized SAD positions. The LAO estimates that the CMD has projected their budget to be
about $1.3 million higher in the budget year because of the discrepancy in their pay
calculations.

LAO Recommendation. Reduce CMD’s budget in 2013-14 to reflect the middle salary range of
SAD employees, consistent with CMD’s actual expenditures and the practice in most state
departments. Reduce CMD'’s budget by $600,000 in General Fund and $700,000 in federal
funds.

Staff Comment: The Military Department has conveyed that the proposed employee
compensation increases could be absorbed internally for the Budget Year. This will provide the
Military Department with an opportunity to reassess salary ranges at a more appropriate mid-
classification salary range in the event that a pay raise is needed in subsequent budgets.

Staff Recommendation: Deny without prejudice.

Vote:

Issue 3 — Federal Trust Fund Authority Increase

Governor’s Budget Request: The Governor's 2013-14 Budget includes a request for a $17
million baseline increase to the Military Department’s Federal Trust Fund Authority.

Background: The Military Department maintains an agreement with the National Guard Bureau
that allows for state reimbursement for activities the federal government sees as required to
support the federal mission of the California National Guard including; maintaining armories,
logistical facilities, and training site management. The Military Department is forecasting to
receive $52.6 in federal funds for the facilities program, however, the current Federal Trust Fund
Authority for this program is $35.62 million. Recent changes at the United States Property and
Fiscal Office necessitate the use of the state’s contracting process, resulting in the department’s
request for the augmentation in federal fund authority.

Staff Recommendation: Approve as budgeted

Vote:
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