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ITEMS TO BEHEARD
VOTE ONLY

0559 S CRETARY FOR LABOR AND WORKFORCE DEVELOPMENT AGENCY

Issue 1:Associate Secretary for Farmworker and Immigrant Sevices

Governor’s Budget Proposal.The Governor proposes to make the 2015-16 linteea agency
secretary position permanent, by providing the agean increase of $205,000 (reimbursement
authority) and one position to identify and prevahtises in the recruitment of H-2A temporary
workers and to coordinate the programs within thgercy that are responsible for serving
farmworkers and immigrants.

Background. The U.S. Department of Labor's H-2A temporary agjtieral worker program
allows agricultural employers who anticipate a $shge of domestic workers to bring
nonimmigrant foreign workers, typically from Mexicto the U.S. to perform agricultural labor
of a temporary or seasonal nature that lasts ngelothan one year. Employers must pay all
travel costs and provide these workers with a adfgheir contract, free housing, and three low-
cost meals per day. To secure H-2A workers, empsaygically rely on recruitment agencies to
find and contract the workers on their behalf. Unthee federal program, it is unlawful for
recruiters or recruitment agencies to charge reguent fees to H-2A workers. California’s usage
of the program has more than doubled since 2012-2012011-12 there were 58 job orders,
accounting for 3,337 requested workers, of whictv3,were certified; in the current program
year 2015-16 there have been 261 job orders, atoguior 9,606 requested workers, of which
8,179 have been certified. In July 2014, GoverncmvwB signed a letter of intent to cooperate
with Mexico’s Secretary of Labor and Social Welfaceprotect the rights of Mexican H-2A
temporary workers in California.

The 2015-16 budget provided the agency a two-yieateld-term funding to hire the agency
secretary for Farmworker and Immigrant Serviceslésign and implement a voluntary pilot
program in the Salinas and Santa Maria areas tooweptransparency and accountability in the
recruitment chain of these workers, to reduce atgilon, and prevent labor violations among
this vulnerable workforce. Upon being hired, theragy secretary engaged stakeholders from the
advocate community, agricultural industry, bi-naib worker advocates, the Mexican
government and internal state entities to develoggurey instrument that best captures the
demographic and compliance information necessarydeéatify bad actors and make policy
recommendations.

The agency secretary is also responsible for impigimg and overseeing the directives of the
Director of Immigrant Integration within the agenend coordinating agency programs and
resources that can be used to assist Califormasigrant population in obtaining employment,
labor rights protections, and accessing employnteaihing resources. There are multiple
programs within the agency serve farmworkers, uiclg: 1) The Agricultural Services Unit,

and the Monitor Advocate Office at the EmploymemvBlopment; 2) The Division of Labor

Standards Enforcement, and the Division of Occopati Safety and Health at the Department

Senate Committee on Budget and Fiscal Review Page



Subcommittee No. 5 March 30, 2017

of Industrial Relations, 3) the Workforce Developth8oard, and 4) the Employment Training
Panel.

In February 2017, the agency secretary is launcthiegfirst intra-agency farmworker cross-
training effort. This training will include a disssion on outreach best practices, engaging with
indigenous farm workers, and best practices imaboltation and areas where these departments
can collaborate more effectively. This initial treng will also set the stage for regularly
scheduled quarterly farmworker coordination meetitigat will follow. The quarterly meetings
will provide an opportunity for ongoing trainingrfetaff and coordination amongst departments
interfacing with farm workers, paying particulateaition for opportunities for multiple remedies
across departments when it comes to farm workeegtions.

The agency secretary will work with the state’s kforce partners to identify gaps in services
and programs, develop solutions and identify, prienand implement best practices to expand
access to workforce programs for the immigrant jpegpan. This position will also actively
engage with immigrant rights stakeholders, and ¥oode partners to ensure collaboration in
development and implementation of programs. The@&gsecretary will also be responsible for
crafting and implementing a workforce navigatorgyeon which will be piloted in 2017-18. This
pilot will help fund two to three locations wheichl boards can increase their staff capacity to
hire “navigators” that can help increase the paguditton of immigrant and LEP participants in
workforce programs. This pilot project will be inephented in targeted locations of the state that
have a high density of LEP and Immigrant workerd waill include a comprehensive program
evaluation component to enable the agency secriet@yaluate and identify which practices are
most effective at serving the target populatione Goal for the pilot project is to ensure that
navigators are the liaison for the LEP and immitgamrolled in their programs, and that the
navigator is properly trained to recruit, engagel anpport immigrant and English language
learner participants through the workforce systerd mcrease enrollment and completion by
this population. One key component of the naviggagram will be the ability to connect
program participants with wrap around services|umiog transportation, housing, and other
supportive services to ensure the participant hastdols needed to succeed and complete the
training program.

Staff Recommendation Approve as budgeted.
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7501 DEPARTMENT OF HUMAN RESOURCES

Issue 2: Employee Outreach

Summary. The Administration requests $135,000 in reimbursgna@thority for 2017-18 and
ongoing, to continue implementing a Statewide Erygdo Engagement Survey program that
began in 2015.

Background. In 2015, the state hired a consultant to implentkatfirst statewide employee

engagement survey. The Governmental Operations dygpaid $48,000 for the survey, and
included 5,000 randomly selected employees. Thigesuprovided a broad perspective on the
level of engagement in California’s workforce. Téimte must build on this first engagement
effort by greatly expanding on the survey’s ability deliver more agency and department
specific results on a reoccurring basis. The stats not currently provide department with their
own workforce employee engagement data, or thestaold guidance needed to improve
engagement, departments either expend resouragedte their own surveys or don’t seek to
improve performance through engagement. Withoutprelrensive engagement data, CalHR
notes that departments cannot benchmark theirtsesith other organizations.

The reimbursement authority will allow CalHR to ate and implement an ongoing program to
survey the state’s workforce on key engagementatdrs. Additionally, CalHR will provide
recommendations for standardized tools, resouraa$ g@uidance to support individual
departments efforts to improve employee performahosugh engagement. The primary short-
term outcome of the requested resources is to oleval consistent state-wide survey for
measuring employee engagement, along with a rdgegbaocess for administering the survey
in all state organizations. The long-term expea®ettome includes improvement of employees
and organizational performance as a result of dgzgéons having and acting on employee
engagement.

CalHR anticipates that by April 2017, they will ddop and release a request for proposal for a
statewide engagement survey, and have a vendolage oy July 2017, to support CalHR'’s
engagement services.

Staff Recommendation Approve as budgeted.

Senate Committee on Budget and Fiscal Review Page



Subcommittee No. 5 March 30, 2017

Issue 3: Statewide Training Center

Summary. The Governor's budget includes $2.82 million inmeirsement authority and three
positions in 2017-18, and $2.79 million in reimkment authority in 2018-19, and ongoing, to
continue expanding the Statewide Training Cent&C)S0 accommodate increasing enroliment.

Background

In 2006, the original STC closed due to budget.clris2012, the STC reopened, however
training functions became decentralized as depaitsnieuilt their own training programs and
established vendor contracts for outsourcing engdayevelopment services. The decentralized
model resulted in system-wide inefficiencies, retamcy and inconsistencies in how the state
develops the competencies of California’s civilvess workforce.

The STC’s mission is to provide the state civilvém¥ workforce with low cost, relevant and
appropriate soft skills, leadership and human nesotechnical training. The Administration
notes that most departments do not have resourcenttuct their own training programs. While
these departments do not have staff to providensig they do have funding available to send
their staff to training. The STC offers training ameimbursable basis. The new business model
proposed by CSI will provide CalHR with greaterdeeship over statewide training curriculum
in order to supply training. Under the Governortegmsal, the STC will develop centralized
training models and content to address statewidglsnas determined by CalHR statewide
workforce planning data and training needs assassmehe STC will offer state-taught classes
that will complement, or in some cases replacestig vendor training. The STC will continue
to partner with vendors to deliver requested trggnbeyond CalHR'’s capacity, but the content
will be owned by CalHR leadership and oversight.

The chart below displays participants at STC.

2012-2013 2013-2014 | 2014-2015| 2015-2016 | 2016-2017 Actual
Actual Actual Actual Actual (July - January)

Participants 3,099 6,790 7,780 10,465 10,965

CalHR has developed the following multi-year phasggroach to successfully perform its
statewide mission:

e Phase | - 2012-20170ffer state employees a wide variety of vendorpsuied STC
training classes.

e The STC has been successful during Phase |. A @@&l@raining initiative has helped
expand STC training to four new regions acrossstiage, creating greater demand for
vendor supported STC classes.

e Phase Il — 2016-17.Create statewide leadership, staff training andeld@ment
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programs in order to analyze civil service trainimgeds, oversee training curriculum
design and evaluation, and facilitate sharing asithlsoration on employee development
solutions.

e Phase Ill — 2017-180ffer a variety of leadership and staff developtresining classes
through the STC taught by state employees.

CalHR is requesting three Training Officer Il pasit to provide leadership and staff training
through STC. Currently, the STC has no dedicataithérs to deliver revenue-producing state
taught classes. CalHR estimates that these thre#igms will provide about 2,400 hours in
2017-18 in training classes. The Administrationesathat of the $2.8 million in reimbursement
authority, about 85 percent is for training.

Staff Recommendation Approve as Budgeted.
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Issue 4: Blanket Position Conversion for CalCareeBervices

Summary. The Administration is proposing to convert thressipons from limited-term to
permanent to address recruitment and retentioresssuithin CalCareer Services unit. The
Administration is requesting position authority ynbnd the costs will be absorbed by the
department.

Background. The CalCareer Services unit is responsible forigiog the public with assistance
with walk-in career search inquiries in the Job €erand providing proctoring services and
administrative support to the in Testing CenterlGaeeer Services is the first line of support to
help applicants navigate the California State Jobbsite. Specifically, CalCareer Services is
responsible for answering and responding to stade-whcoming calls and emails regarding
general questions on the civil service examinagimotess, CalCareer account profiles, Limited
Examination Appointment Process (LEAP), and Vetgr&mneference program.

The CalCareer Services unit has had recruitment ratehtion challenges. Many applicants
accept permanent intermittent or limited-term empient within CalCareer Services as a means
to gain initial state employment and experience, dantinue to seek full-time employment.
Since January 2014, 11 staff has left CalCareeri@sr for full-time employment. Turnover is
costly due to the onboarding process, and the ressut takes to train and develop staff that
ultimately leave for full-time employment elsewhefeurrently, CalCareer Services has three
permanent full-time positions, and three limitedxigpositions to provide statewide assistance to
departments and the public. This combination offiata has been insufficient to provide the
high level of customer services expected from CalBRIHR notes that the average wait time
for calls in 2016 was 26 minutes, and the goabisetuce the wait times and complete calls in
10 minutes or less. Additionally, CalHR notes timaR016, an average of 93 calls a month are
dropped or abandoned.

Staff Recommendation Approve as Budgeted.
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Issue 5:Dependent Re-Verification Process.

Summary. The Governor's budget includes one position and5®0D in reimbursement
authority for 2017-18, $118,000 and in 2018-19, andoing, to perform the new workload to
develop, implement and administer the dependenerdication process.

Background. In January 2011, CalPERS Board of Administratiodagsed the Health Benefits
Purchasing Review (HBPR) project to develop stiagegand initiatives to ensure the
continuation and sustainability of the CalPERS HeBknefits Program. The HBPR resulted in
the development of 21 initiatives, including depemd eligibility verification designed to
influence health care delivery, improve health oates, and delivery sustainable programs. The
purpose of the dependent eligibility verificatioroject was to ensure all dependents enrolled in
a CalPERS health plan met CalPERS’ eligibilityemita and to prevent members and employers
from having to pay health care costs for those Wwhmot qualify. During verification, each
subscriber with at least one dependent enrolledheir health plan was required to provide
specific supporting documentation based on depéngyge (e.g., spouse, domestic partner,
child, parent-child relationship). The 2013-15 RS Dependent Eligibility Verification
project disenrolled 8,379 ineligible state emplogependents from the CalPERS health plans
for a savings of over $60 million.

Senate Bill 98, (Committee on Budget and Fiscal i®ey Chapter 28, Statutes of 2015
designates CalHR to establish standards for theloging office of the state employee to
conduct health dependent eligibility at least omseery three years for spouses, domestic
partners, children, stepchildren, and domesticnegarthildren; and at least once annually for
other children enrolled as dependents under patglt-relationship. Eligibility is the same for
dental benefits as it is for health benefits.

CalHR is requesting funding to perform project ngaraent and other duties to administer
dependent re-verification process and workload aasal with oversight to ensure that
departments are removing ineligible dependents fieaith and dental benefits. CalHR will hire
a full-time staff personnel program analyst (SPPa)lassification that is responsible for the
most complex and difficult personnel managemerigassents at the statewide human resources
leadership level. The SPPA will conduct biweeklyojpct meetings with CalPERS and
departmental HR representatives, creating policynose training and procedural manuals, user
guidance, and assisting state departments witren@eation process issues. On a continuing
basis the SPPA will analyze enrollment data, merdepartmental compliance with health and
dental dependent enrollments, train department KK en eligibility rules and enrollment,
verification and termination procedures.

CalHR notes that on August 2017, the SPPA will bagpnitoring departments to ensure that
they are removing ineligible dependents from debgadefits, and develop a procedural manual
to for the re-verification process, and conducttirdgpartmental trainings. From 2018 onward,
the SPPA will begin the re-verification processoag other duties described above.

Staff Recommendation: Approve as budgeted.
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7300 AGRICULTURAL L ABOR RELATIONS BOARD

Issue 6: Funding for Agricultural Labor Relationgasd

Governor’'s Budget proposal The Agricultural Labor Relations Board (ALRB) rexpts the the
current limited term funding of $573,000 Generah&dor limited-term positions: 1.5 hearing
officer 1l positions and one Attorney IV positiore made permanent. The workload for these
positions has not decreased and is projected tease as new satellite offices are fully opened
and education and outreach efforts are increased.

Background. In 2015-16, ALRB received a temporary budget agigtation for three positions:
two full-time hearing officer positions to addrabe backlog and ongoing caseload and one full-
time attorney IV position to address the increastate and federal court litigation. These
positions were authorized as limited-term for tveass.

ALRB is requesting permanent augmentation for l&rimg officer Il positions, which would
bring the ALRB’s total permanent hearing officesffhg to three hearing officer positions. The
hearing officer is the presiding administrative lawdge and every case that comes before a
hearing officer is fact-specific and unique in twmplexity of the law involved. Hearing officer
decisions are multifaceted and complex as caseswalve thousands of employees, resulting
in numerous legal questions within a single case.

The ALRB notes that three permanent full-time hsgrofficer positions will allow them to
timely schedule, preside over, and provide a fohatision all in support of the protection of
rights of California farmworkers. Moreover, ALRBcently opened a Santa Rosa sub-regional
office, and is planning to open another office e tindio sub-region, and notes that these
additional offices will likely generate additionahfair labor practice filings, and increased
workload through their presence in the area, a$ ageincreased outreach to communities. Prior
to the 2015-16 budget, it took 200 to 600 days dbedule a hearing. However, with the
additional limited-term positions, hearings wer&estuled within a 60 to 90 day time frame,
which provided greater assurances to farmworkeltd@iavailable to participate in a hearing.

ALRB is also requesting permanent augmentatiortHferattorney IV position. In January 2014,
to address the ALRB’s increased state and federait ditigation workload, the Labor and
Workforce Development Agency (LWDA) temporarily nextted resources to provide a limited-
term Attorney IV position to the board to overseeprdinate, and assist board counsel and
attorneys assigned from the Office of the Attorriggneral to handle litigation. The 2015-16
budget provided a two year limited term attorneygdsition for the ALRB, which expires in
July. The primary responsibility of the attorney &/ appellate work where the position works
with the three board vounsel positions to repref@tALRB in the most sensitive and complex
matters.

Staff Recommendation Approve as budgeted
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7350 DEPARTMENT OF INDUSTRIAL RELATIONS

| SSUE7: ENHANCED ENFORCEMENT COMPLIANCE AND APPRENTICESHIP SERVICES |

Summary. The Department of Industrial Relations requestpdsitions and $1.7 million special
funds in 2017-18, 25 positions and $3.4 millioncsgkefunds in 2018-19, with 19 positions and
$2.6 million special funds ongoing, to fulfill therovisions of recently chaptered legislation
including:

e Assembly Bill 1066 (Gonzalez), Chapter 313, Statwi€ 2016: Phase-In Overtime for
Agriculture Workers

e Assembly Bill 1978 (Gonzalez), Chapter 373, Statutéd 2016: Property Service
Workers

e Senate Bill 693 (Hueso), Chapter 774, Statute®a62Workforce Expansion

e Senate Bill 1001 (Mitchell), Chapter 782, Statutes 2016: Immigrant Workers
Document Protections

e Senate Bill 1063 (Hall), Chapter 866, Statutes@#f2 Equal Pay — Race and Ethnicity

e Senate Bill 1167 (Mendoza), Chapter 839, Statut@9b6: Indoor Heat Regulations

Background.

Assembly Bill 1066 (Gonzalez)AB 1066 removes an exemption for agricultural erngpés
regarding hours, meal breaks, and other workingditioms. The bill includes specific wage
requirements, bringing farmworkers in line with tihejority of employees in California who are
protected by the existing mandate that any hounkeebin excess of eight hours per day or 40
hours per week be paid at 1.5 times the regular Pag bill provides for a phase-in approach for
overtime requirements that gradually implementetgit hour workday for farmworkers over a
four-year period.

The department requests $40,000 for outreach i7-281 and two positions and $308,000 in
2018-19, with $267,000 ongoing to support its Divis of Labor Standards Enforcement
(DLSE) for increased workload created by the passdd\B 1066.

Assembly Bill 1978 (Gonzalez) AB 1978 establishes specific standards and piiotectfor
property service workers (otherwise known as jas)toThe intent of the new law is to combat
wage theft, ensure compliance with existing labmwd, and also lower instances of sexual
harassment, sexual violence, and human traffickirthe property services industry, where it is
particularly prevalent. The bill requires biennialperson sexual violence and harassment
training requirement for employees and employesswell as requiring the registration of
janitorial contractors with DIR.

The department requests an augmentation of thre#igpes and $442,000 in 2017-18, nine
positions and $1 million in 2018-19, with nine gasis and $967,000 ongoing. These positions
will support DLSE in implementing the requiremeuntsler AB 1978.
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Senate Bill 693 (Hueso).The Division of Apprenticeship Standards (DAS) mates and
develops apprenticeship training and enforces mimnapprenticeship standards. Among other
mandates, DAS is the division within DIR responsilibr approving new apprenticeships
programs, ensuring that programs are adheringst@pproved training standards, registering
apprentices in approved programs, investigatingegjge complaints against programs, and
issuing State certificates of completion to gradsaif programs.

Because only registered apprentices may be patdvar|prevailing wage on publicly-funded
“public works” projects, DAS regularly receives uiges from the public to verify that a worker
is a registered apprentice. Employers also com&& when they wish to confirm that worker
has completed an apprenticeship and has gradusdted journeyperson. SB 693 allows a public
entity to require a bidder, contractor, or othetitgrto use a skilled and trained workforce to
complete a contract or project. DIR notes thatatiditional resources will allow the department
to respond to inquiries and verification regardd®S approved programs.

The Department requests one position and $123r02017-18, ($116,000) to provide resources
for DAS to address additional workload as a res§B 693.

Senate Bill 1001 (Mitchell).SB 1001 created a new protection that makes dotuatrise a
strict liability violation regardless of intent. &gifically, this bill expands protection to
immigrant applicants seeking employment by expligtating that it is unlawful to request more
or different documents than required by federal &sva prerequisite to employment. The bill
provides that an applicant for employment or an legge who believes their rights have been
violated under this law may file a complaint with.BE for equitable relief and penalties not to
exceed $10,000 per violation.

The department requests three positions and $437r0@017-18 and 2018-19 as a two-year
limited-term funding, to support its DLSE for inaseed workload created by SB 1001.

Senate Bill 1063 (Hall).Existing law prohibits payment of a wage less tH@wage rate paid
to employees of the opposite sex for substantsftylar work, when viewed as a composite of
skill, effort, and responsibility, and performedden similar working conditions. SB 1063 adds a
new and discrete equal pay protection to the exjgirotection for gender-based disparity to also
include a prohibition against paying lesser wagarte@mployee based on race or ethnicity. The
amendments made by SB 1063 are an individual wqukatection that will be enforced by the
DLSE’s Retaliation Complaint Investigation unit tiit DIR.

The department requests three positions and lirtéed augmentation of $415,000 in 2017-1,8
and $392,000 in 2018-19, to implement the requirgmef SB 1063 that will expand equal pay
protections to include a prohibition against payanigsser wage to an employee based on race or
ethnicity.

Senate Bill 1167 (Mendoza)The Division of Occupational Safety and Health ()$s the

sole agency responsible for protecting workers fraalth and safety hazards on the job. DOSH
protects workers in almost every workplace in @atifa through its enforcement, research, and
standards, and consultation programs. SB 1167iresqOSH to develop a new heat-illness
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prevention standard for indoor workers which woslaecify necessary measures to control
indoor exposures to heat and would make complisanog enforcement easier and more
effective. The new standard completed by thisdmlild prompt engineering and administrative
changes to reduce risks of heat stress for indogpiayees.

The Department requests one position and $21260Q(f17-18 and seven positions and $1.1
million in 2018-19, with $1.3 million ongoing, torgvide resources for DOSH to address the
new activity of indoor heat exposure inspectionprimect California workers as required by SB
1167.

Staff Recommendation Approve as budgeted.
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Issue 8: Division of Apprenticeship Standards Fald&pprenticeship Grant Funding |

Summary. The Department of Industrial Relations (DIR) redaesix positions and $923,000

one-time for 2017-18 from the Federal Trust Funrdtiie Division of Apprenticeship Standards
(DAS) to expand the number of opportunities forifdahians to gain employable lifetime skills

and provide employers with a highly skilled and exgnced workforce. Through focused
outreach and education, DAS aims to register 6,908 apprentices, including women and
underrepresented apprentices; and engage 100 amhitienal industry sponsors from advanced
manufacturing, information technology, healthcarend a transportation for potential

apprenticeship program development.

Background.

As part of the California workforce developmenttsys, the primary responsibility of DAS is to
promote and develop employment based apprenticesfaiming programs, to improve
apprentices’ working conditions, and to advancefifade employment opportunities for
apprentices. DAS accomplishes these objectives hyiging consultative services to
apprenticeship program sponsors, employers, em@losganizations, and education providers.

DIR and its key partners, such as the Labor andkfore Development Agency (LWDA) and
the Employment Development Department (EDD), aspaoading to the state’s workforce need
by developing a strategy to enhance current appestitip programs and develop new programs
that will help address the need for workers in kigimand sectors, and from under-served
populations and/or geographic areas of the state.

The Employment and Training Administration (ETA)datine U.S. Department of Labor (DOL)
announced the availability of approximately $50.8iom to fund an estimated 33 quality grant
applications competitively awarded to states thhoggant funds authorized by the Consolidated
Appropriations Act of 2016 for Apprenticeship USAat& Expansion Grants. The grant was
designed to provide states with an opportunityutthier align resources to innovate, expand, and
diversify registered apprenticeship to better resptw industry workforce demands. California
was awarded $1.8 million over 18 months from th@epticeshipUSA State Expansion Grant.

On October 5, 2011, Governor Jerry Brown signed latv Assembly Bill 554 (Atkins) Chapter
499, Statutes of 2011, which requires the Workf@egelopment Board (WDB) to partner with
apprenticeship programs, creating a smoother trgirpathway that broadens access to
apprenticeships. In addition, in 2014 the fedemlegnment reauthorized the old Workforce
Investment Act (WIA) with the Workforce Investmeand Opportunity Act (WIOA). As a
result, DAS staff has been collaborating with WIAdawWIOA partners, namely the WDB and
community colleges, to provide training through-ppprenticeship as well as apprenticeship
offered by approved apprenticeship programs anccreate new on the job training and
apprenticeship programs. DAS has been working wiita Community Colleges’ Sector
Navigators to broaden opportunities for apprenhigedy recreating existing program curricula
and developing apprenticeship programs for newstrths. DAS also continues to work with
multiple private and public entities that receivédcelerator Grants from the California
Community College Chancellor's Office in 2014, hetpthem to set up new apprenticeship
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programs.

Apprenticeship Program Expansion in Non-Traditional Industries. High-growth industries

in California that are best suited for potentigbiegmticeship programs have been identified. The
EDD Regional Economic Analysis Profile details paigd growth in specific geographical areas
where it is expected that apprenticeship expansiothese industry clusters will stimulate
economic market growth and boost employment opparts statewide. Four of these industries
(healthcare services, information and communicatémhnologies, transportation and logistics,
and advanced manufacturing), will be targeted fupranticeship expansion based on the need
for workforce and education programs. Califorrgan its second grant application cycle for
creation of innovative new apprenticeship demotistraprojects, as part of its “California
Apprenticeship Initiatives.” The first round of tagrants, which included a $15 million grant
program, awarded eight pre-apprenticeship graftsadprenticeship grants, and one grant for
technical assistance and evaluation. These graotsded innovative approaches to new kinds
of apprenticeship programs in a wide range of maditional industries and occupations ranging
from registered nurses, and early childhood edusato

Training. This proposal also will help facilitate an eduoatil campaign directed to California
employers and their associations, informing thenthefr benefits of registered apprenticeship.
DAS will provide a two-day training session for ritdine staff in regional DAS offices to
provide ongoing technical assistance, consultatind oversight to all program sponsors to
ensure continuous compliance with apprenticeshipalad regulation.

DAS will continue to work with and engage the Galifia Apprenticeship Council (CAC) to
focus on expanding and improving the overall quatift apprenticeship programs. The CAC
meetings provide an ideal setting for training @&C and the public on ways to promote new
programs, utilizing its partnerships with local aommities involving parents, educators, and
businesses to better educate each other on amasmp principles and providing policy advice
to attract new apprenticeship sponsors and inciegagsenticeship registration.

Increased Apprentice Participation in Underrepresemed Populations. This proposal builds
on the success of existing pre-apprenticeship @pdeaticeship pilot programs, and will begin
expanding opportunities to low-income areas widining and high quality job opportunities.
Women represent 50.3 percent of the population.(G&hsus Bureau, 2016) in California but
only six percent of registered apprentices in tiages A blue ribbon panel met to address this
issue and produced a set of recommendations foarsedhanced recruitment through outreach,
retention strategies to increase graduation rated,leadership pathways to train, support, and
motivate women to enter positions of leadershipesehrecommendations are central to the
current strategic plan to engage and successftaljuate more women apprentices in California.

Staff Recommendation Approve as budgeted.
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7920CALIFORNIA STATE TEACHERS' RETIREMENT SYSTEM

Issue 9: CalSTRS Budget Proposals

The following CalSTRS proposals are recommendeddie only.

1. Enterprise Risk, Compliance and Cyber Security:$1.39 million special funds to
establish 11 positions to address an increasing meenterprise wide risk management,
security, and compliance. Of these positions: @)rFpositions to support organization
wide risk management and enhance internal contf®)sTwo positions in the Office of
General Counsel and Procurement Management to gupg@nization wide compliance
and management; (3) Five positions for the InforomaSecurity Office in the Office of
General Counsel to deploy enhanced cyber secunty iaformation management
controls. A major data breach at CalSTRS could emststimated $190 million and
could impact the delivery of member benefits.

2. Member Service Center ResourcesThe Governor's budget includes 13 positions and
$1.3 million to support member benefit educatiofore$, communication regarding
supplemental retirement savings, and other membedremployer outreach activities
requested by the Teachers' Retirement Board (TRIB). positions will address staffing
needs in the Glendale, Riverside, and San Diego béerService Centers (MSC). These
centers have been operating for about four years.

e One pension program manager and five associateiopempsogram analysts
(Glendale)

e Three associate pension program analysts (San Piego

e Three associate pension program analysts (Riverside

e One associate governmental program analyst (HQ).

Staff Recommendation Approve as budgeted.
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Issue 10: Investment Portfolio Budget Change Propas

Summary. The Governor's budget includes $3.23 million fér dositions to reduce risk and
increase efficiencies in the management of thesmment portfolio. Thirteen of these positions
will address critical investments branch resoureeds, as a result of increased size and
complexity of the portfolio.

The Investment Branch's workload is driven and euled by the Investment Committee. The
Investment Committee is composed of the full TeesHeetirement Board and adopts strategic
asset allocation targets that are implemented theetong term. The Branch is organized into
asset classes and sub-units of those classes. Glasses are currently working at full capacity,
and will be facing challenges caused by bringingemaf the fund under internal management.
This move is designed to benefit the fund as alre$uhe reduced costs and increased control
that it can provide. The requested positions aop@sed to be allocated to the various classes
and units.

Two positions will support Financial Services t@yde investment accounting, operating cash
management, program allocation, and financial amgpfor the portfolio. The last position will
provide software support to both Financial Serviaed Investment Branch users of CalSTRS'
enterprise resource planning software. The additiataff will allow each unit within the
Investment Branch to implement asset allocatione TQalSTRS Investment Branch 10-Year
Comprehensive Financial Plan forecasts that th#qbiofs total assets will grow by $49 billion
from fiscal year 2016-17 to 2017-18, with extermahnagement costs increasing by $25.4
million. CalSTRS states that for each staff addedstipport the internal management of
portfolios, CalSTRS saves about $1.2 million ineenal management fees per year.

Staff Recommendation: Approve as budgeted.
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| TEMS FOR DISCUSSION AND VOTE

7501 DEPARTMENT OF HUMAN RESOURCES

Issue 11: Civil Service Improvement Trailer Billhguage |

Summary. The Governor's budget proposes trailer bill larggido continue advancing the
Administration’s Civil Service Improvement efforts.

Background. According to the Government Operations Agency (@Gos), which oversees
various departments, including CalHR, the goalhef €ivil Service Improvement initiative is to
produce a modern human resource system that Wllvadtate departments to find and quickly
hire the best candidates through a fair and meset process. Departments will be able to
determine their workforce needs and will be equipfetrain and develop their employees to
maximize their potential to serve the departmentission. An improved civil service system
will produce a capable and engaged state workforce.

The 2015-16 budget act adopted various civil seruigprovements, including (1) consolidating
various hiring eligibility list requirements intosengle process, under the “Rule of Three Ranks,”
which would allow hiring managers to consider digible persons whose examination scores
result in them being in the top three ranks; (2p&nding the pool of candidates eligible to
compete for a career executive assignment CEAipngiv include individuals from the private
sector; and (3) Reconciling department budgetselp promote greater transparency in how
departments develop their support budgets, whiclude vacant positions, personal services and
operating expenses and equipment.

The 2016-17 Budget Act provided CalHR with 16 posit in 2016-17, and 17 positions in
2017-18 to implement civil service improvements.daidnally, the Legislature adopted trailer
bill language to simplify the exempt appointee séatement guidelines, remove the probationary
period for individuals who successfully complete thimited Examination and Appointment
Program job examination period and are appointedgosition, among others.

Governor’'s Budget
The Administration proposes trailer bill languagedb the following:

1. Probationary periods. Extends the maximum probationary period from upixomonths
to up to 2 years, and requires probation period@d®n ranges of a classification. The
Administration notes that this provides departnestifficient opportunity to review the
performance of probationary employees, particularlglassifications where certain key
duties and functions are cyclical, like budgets.

2. Employee Eligibility Lists. Removes current requirements for when a departmexyt
refresh open and promotional eligible lists. Exigtiaw allows departments to remove
names from lists after one year. If a list has lgss three names, a department may
remove the list prior to the one year timeline. Buministration notes that TBL allows
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departments the flexibility to recruit qualifiednziidates to take civil service exams. Also
removes outdated wording concerning when deparsnesut fix clerical errors on an
eligibility list.

3. Job Announcements. Removes current requirements of information thatsimbe
included in an examination announcement. Currediéypartments are required to notice
the time and location of the examination, minimuoalffications and general scope of
examination, among others. The Administration notes change will promote
uniformity in job announcements, making it easier fob seekers to review the
announcements.

4. Promotional Exams.Clarifies that policies established by departmevtisch employees
can take promotional examination must be consistétht State Personnel Board rules.
The Administration notes that this change promataformity, fairness, and consistency
for employees taking promotional exams.

5. Exam Demonstration Projects.Adds “methods of examination”, which will allow the
state to explore different exam methodologies thhoa demonstration project.

6. Employee Transfers. To promote a qualified civil service working forcehe
requirement that the employee seeking transfer mest the minimum qualifications of
the “to” class has been added.

7. Reemployment Lists / Top Three RankingsAllows departments to establish more or
less than three rankings for eligibility lists. Reves certain procedures regarding
eligibility lists as a result of the changes bemngde to Government Code Section 19054.

8. Certifying Candidates. Removes language regarding certifying eligiblednremployee
list. The Administration notes that this processcumbersome, costly, rigid, and often
arbitrary. Instead, the employee list will be dexti per SPB rules. Order of preference
to apply to reemployment lists only.

9. Definition of an employee class/ class consolidatio Amends the definition of
employee class to also mean consolidation of singiiasses in the same occupational
area based on broader duties and responsibilifiese. Administration notes that this
reduces the costs associated with promotional enatians and encouraging retention of
a qualified state workforce. Promotes upward nigtdoly creating better career ladders.

10.Employee transfers. Allowing a CalHR or an appointing power to detersiwhen
minimum qualifications should be met through exdam.avoid inconsistent outcomes
with SPB rules.

11.Alternate Employee Lists. Specifies that the statute is concerning “altermsitployee
lists” to avoid confusion with the employee lists apecified in Government Code
Section 19054.
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12.Gender Equity. Replaces the outdated phrase “female dominated joibls “jobs that
employ a higher proportion of females than males.”

13.Supervisor Training. Amends existing requirement for supervisor to bevigled a
minimum of 20 hours of training from a biannual isas a biennial basis.

14.Various topics. Technical changes, such as replacing a referenc®dpartment of
Personnel Administration” with “Department of HumaResources” to reflect
departmental duties pursuant to GRP 1. Clarifieat t8PB has authority over
“appointments”, which is already outlined in thensttution.

15.State Personnel Board Authority. Specifies that references to the word “rules” is
equivalent to “board rules” and “rules of the bdards used in this part of the
Government Code. This is consistent with the C8alrvice Act and allows SPB “to
make rules concerning the subject matter” in theuse.

Staff Comments.

In 2015-16 and 2016-17, the Administration propos@dl service improvement reforms
through the budget process. In the past, membdheafubcommittee noted these proposals may
have been better discussed through the policy ctieenprocess. This trailer bill is 45 pages
long, and proposes significant policy changes ® divil service process. Similar to previous
years, staff questions whether proposed traildrldniguage has a budget nexus, and that the
proposal may be better suited for a policy commaitiescussion, or in the collective bargaining
process.

The trailer bill proposes to extend the maximunmbatmnary period from up to six months to up
to two years, and requires probation periods betwaages of a classification, however the
Administration has not provided justification fohwthis is necessary, and what deficiencies are
with the current probationary period is. Additidgalit is unclear why a probation period
between ranges of a classification is necessamif & concerned that this could lead to
unintended consequences where an employee to pebation for a substantial portion of their
career.

Moreover, it is unclear why the Administration sedk eliminate basic information, such as
time, location, and minimum qualifications for asgmn, from an examination announcement.
This information may help individuals seeking stateployment, and should this information be
eliminated, the public may lack basic transparefdrmation on how to gain employment.

Staff Recommendation Hold Open.
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Issue 12: Judges Salaries Trailer Bill Language |

Summary: The Governor's budget proposes trailer bill largpuao clarify the statutory
methodology used to calculate annual salary adgmstrfor state judges and justices, which is
based on the average salary growth of civil sersiaée employees.

Background.

The 2016-17 budget included trailer bill, Senatik 88 (Committee on Budget and Fiscal
Review) Chapter 848, Statutes of 2016, whalarifies the statutory methodology used to
calculate the annual salary adjustment for statgga and justices to include both salary
increases and decreases for state employees tmbelered when calculating the average state
wage growth for purposes of adjusting salariesidfes and justices. Prior to the enactment of
SB 848, the calculation only considered the avesadgry increase of state employees in the
calculation.

Currently, CalHR captures the scheduled salaryeas®s to be provided to state employees
during the next fiscal year, and applies thoseesais judges on July 1 of the same fiscal year.

The Administration notes that the proposed trdi#rmodifies the methodology in cases where
the state reaches a labor agreement after Juhailjricludes salary increases during that fiscal
year. Specifically, the trailer bill requires tledtlary increases made after July 1 that have been
provided retroactively to state workers on Julywll] be included in the judges’ calculation
during that same fiscal period to ensure they wecttie same level of salary increase.

As a result of this new methodology, judges wiltewe a one-time retroactive payment
equivalent to a 0.16 percent salary increase. B800 includes $1 million General Fund to
cover the cost of this retroactive payment.

On July 1, 2016, only four bargaining units hadfied agreements (BUs 5, 6, 9, and 10) with
scheduled salary increases that are effective Jul2016. These were used to calculate the
judicial salary increase of 1.36 percent for 20¥6-The next judicial salary calculation will be
made on July 1, 2017, and will include any gensaddry increases (GSIs) for employees in the
remaining bargaining units that are ratified anddmee effective during the 2016—-2017 fiscal
year.

Under the current methodology, if there are baigginnits that reach a ratified agreement after
July 1, 2016, on or before July 1, 2017, 2016-1largaincreases will be included in the
calculation for the judicial salary increase effeetJuly 1, 2017, not retroactively. While most
new contracts include GSls that are effective mid#asough 2016-17 or July 1, 2017, recently
negotiated contracts with BUs 7 and 18 includeds@8troactive to July 1, 2016. Absent this
trailer bill language, these increases for BUs @ B8 would not be included as part of the judges
calculation until July 1, 2017, nor would they le¢roactive.

Staff Recommendation: Hold Open.
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7100 BVPLOYMENT DEVELOPMENT DEPARTMENT

Issue 13:Tax Appeal Program Stabilization

Summary. The California Unemployment Insurance Appeals Bo&UIAB) requests an
augmentation of $791,000 General Fund, $791,00@Mdliyy Insurance/Paid Family Leave
(DI/PFL) funds and 12.5 positions (5.4 temporarysifpon equivalents and 7.1 permanent
position equivalents) in 2017-18 and 2018-19, aA@7§000 General Fund, $407,000 DI/PFL
funds, and 7.1 permanent position equivalents 9220 and ongoing, to conduct mandated
Tax Appeal Program functions in order to keep ughwhe incoming workload, reduce the high
level of pending appeal caseload, and provide tirdak process for California’s employers who
appeal their payroll tax liabilities and reserve@mt charges as assessed by EDD.

Background.

California  Unemployment Insurance Appeals Board. The California Unemployment
Insurance Appeals Board (CUIAB) was created by lthgislature in 1943, and is a quasi-
judicial agency whose primary purpose is to condugpartial hearings and issue prompt
decisions to resolve disputed unemployment andbiiigadeterminations, and Employment
Development Department (EDD) tax liability assesstsieThe Appeals Board consists of five
members, three of which are appointed by the Gaveamd one each by the Senate Rules
Committee and the Speaker of the Assembly.

If a party appeals an EDD decision, an Administeatiaw Judge (ALJ) will review EDD's
original decision. The ALJ can overturn, agree withmodify EDD's decision. The losing party
can appeal the ALJs decision to CUIAB’s board. Board's decision is CUIAB's final decision.
Workers and employers who disagree with CUIAB'siffilecision may appeal to the California
Superior Court system, which is outside of CUIAB.

CUIAB's services are free to the participants, dachot require an attorney. The proceedings are
funded almost completely by federal dollars, withtes special funds paying for costs related to
disability and paid family leave cases, and theesigeneral Fund paying for less than one-half of
one percent of the costs. In addition to reviewumpe’s decisions, the Board issues precedent
decisions and oversees CUIAB operations and itarigeéacilities in twelve field offices and 43
satellite facilities around the state.

The EDD’s tax program is a federal-state prograat grimarily collects and enforces payroll
taxes from about one million California employerd/hen employers dispute EDD tax audits,
tax liability statements, unemployment insurancé) fgserve accounts and benefit charges, or
other tax liabilities, they may file appeals withet CUIAB. Tax appeals make up about one
percent of the total appeal caseload at the CUIAR,take about three to four times the staff
time to process as compared to benefit appeals.

The CUIAB has a high number of pending tax appedltax ruling appeal cases. As of July 31,
2016, the liabilities associated with CUIAB’s curtepen balance of pending tax appeals total
approximately $339.5 million. This represents tae liabilities at the time of the appeal, and

then captured in CUIAB’s appeal tracking system.h&Ww the EDD collects the upheld tax

liabilities, the recovered monies are distributetbag several funds.
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According to the Administration, Each year, the 8BIreceives more tax appeals than it can
process with the staff levels supported by avadldbhding. This results in a growing number of
pending tax appeals, delayed due process for em@oand delays in the State’s collection of
upheld tax liabilities. For cases closed in SFY 206, employers had waited 26 months on
average, from the date the appeal was filed todtite the CUIAB decision was mailed, for

resolution to their tax appeals. This also delBRP’s collection of the tax liabilities upheld by

CUIAB decisions. The Administration notes that greposed additional resources will reduce
the wait time from 26 months to about 9 months.

At the end of SFY 2015-16, the CUIAB had 4,800 pegdirst-level tax appeal cases and 3,400
pending first-level tax ruling appeal cases, faotal of 8,200 pending cases. During the fiscal
year, the CUIAB received 2,500 new tax appeal cases1,200 new tax ruling appeals, for a
total of 3,700 incoming cases.

According to the Administration, the total staffingeded to address the incoming workload and
also reduce the pending caseload is 21.9 PEsdingwne Presiding ALJ PE, 9.2 ALJ PEs, and
11.7 PEs in support staff. However, the CUIAB ordgeives enough funding to support 9.4
PEs, including 5.0 ALJ PEs. The Ul funding is e#ited by the EDD from the federal Ul grant
funds, based on an agreement with US Departmertabbr, to fund CUIAB Tax Appeal
Program activities.

First Second "
SFYs 2017-18 Projected Level Avg | Level Avg | Presiding ALJ Sg?gf? t L?Etzl Cgtr;?fnt Adggcf)fnal
& 2018-19 Workload Workload | Workload | ALJ PEs| PEs PEs | Needed| Funded| Needed
per ALJ per ALJ
Tax Appeals 3,770 474 379 1.0 8.1 10.7 19.8 8.4 11.4
Tax Ruling Appeals 1,830 1,622 1,298 - 1.1 1.0 2.1 1.0 1.1
Total 5,600 1.0 9.2 11.7 21.9 9.4 12.5
First Second
SFY 2019-20 Projected LevelIdAvg LevelIdAvg Presiding ALJ Suppor Total CuSrrefrfw Adgltl(f)fnal
. Workload| Vorkloa | Workloa | ypeg| pEs | tstaff | Eo | LS @
& On Going d per d per PEs Needed | Funded | Needed
ALJ ALJ
Tax Appeals 2,620 474 379 1.0 5.6 8.2 14.8 8.4 6.4
Tax Ruling Appeals 1,220 1,622 1,298 - 0.7 1.0 1.7 1.0 0.7
Total 3,840 1.0 6.3 9.2 16.5 9.4 7.1

Staff Recommendation: Approve as budgeted.
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Issue 14: Benefit Systems Modernization

Summary. The Governor proposes one-time $4 million in spleftinds, and 15 positions, and a
redirection of $3.16 million in special funds ansl gositions in 2017-18 to complete stage two
of the project approval lifecycle for its Benefiyssems Modernization Project. Included in the
funding above is $1.8 million as part of the omedi budget augmentation toward the
requirements vendor contract, and $1.1 millionrovgsional language. The resources will be for
state staff, requirements vendor, project oversigirh California Department of Technology,

and for Independent Verification and Validation #en services to continue activities towards
building an integrated, secure and sustainable fRerfeystem to service California claimants
seeking unemployment, disability or paid familyMedenefits.

Background.

The EDD administers several benefit programs, ohaoly the Unemployment Insurance (Ul),
Disability Insurance (DI), and Paid Family Leavé-[f programs that provide financial stability
to workers and communities.

In 2012, a partial system modernization was coreglefor both the DI program, which
implemented DI Online, and for the Ul program, whimplemented Ul Online in 2015. The
PFL system has not been modernized since beingmwited in 2004. While the partial system
modernization projects provided some relief in t®roh new customer self-service capabilities,
the resulting systems are now overly complex andsogtainable from both technology and
staffing standpoints. The EDD possesses three emtkmt, non-integrated benefit systems that
all rely to varying degrees on an aging mainfral@@mmon Business Oriented Language
(COBOL)-based system, as well as legacy externalsgatems and components. Maintaining
viable system interfaces and data integrity betwdieparate benefit system databases that reside
on different technological platforms is very complexpensive, and difficult to maintain. In
addition to the many technology challenges, regreiit and retention of staff with the COBOL
skillset is increasing difficult as there is a dmishing base of staff with COBOL system
knowledge.

EDD notes the following challenges with its currepstems:
1. External Customers

e Limited Capabilities: Full service functionalityd real time information is not available
via the Internet and using smart phones.

e System Changes are Slow & Costly: EDD can’t redgonely to customer, stakeholder,
and legislative needs and expectations.

2. EDD Program Staff

e Complex: The legacy system and new system combmegquires more staff time to
use and maintain. There are many manual processes.

e Duplication: Multiple systems retain the same aatd overlapping functions to ensure
coordination between disparate systems. This sesutluplicate work efforts and
constant data synchronization problems.
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e Work Arounds: Staff-built work-arounds (for examphe use of 500 macros) in the
legacy system result in mission critical undocuredrégnd unsupported processes.

3. EDD Technical Staff
e High cost associated with maintaining both legany aew systems.

a. SFY 2015-16 vendor only maintenance and operasapport cost for current
benefit systems was $17.8 million.

b. Program funding has not kept pace with the increasost of maintaining the
legacy and new systems.

As a result, the existing benefit systems are msafly sustainable. The EDD’s customers
experience a lack of consistency when utilizing Wiaeious benefit systems, certain customer
groups cannot utilize online services and must subnformation manually or through
contacting an EDD representative.

Project Approval Lifecycle. The Department of Technology adopted the Projeapréval
Lifecycle (PAL) to improve the quality, value anddlihood of success for information
technology (IT) projects undertaken by the StateCafifornia. The PAL is divided into four
stages (Stage 1 Business Analysis, Stage 2 Alteesaf\nalysis, Stage 3 Solution Development
and Stage 4 Project Readiness and Approval) egdrated by gates of approval. Each stage
consists of a set of prescribed, cross-functioaat] parallel activities to develop deliverables
used as the inputs for the next stage. The gatesdera series of “go/no go” decision points that
request only the necessary and known informati@dee to make decisions for that particular
point in time. Based on Stage 1 findings for thejgut, the Department of Technology identifies
an estimated 10 percent savings in Ul, DI, PFL BAndtaff costs in addition to reductions in
existing vendor contract costs following full implentation. The 10 percent figure is an
estimate that will be further refined as this effadvances through the remaining PAL Stages.

Stage 2 provides a basis for project managemengrgm and business management, executive
management, and state-level control agencies teratathd and agree on how the proposal’s
business objectives will be achieved. Market rede& also conducted in Stage 2 based on the
stated objectives as the means to research vialdelltions (alternatives) available in the open
market. Market research provides a process foregaftp data on product characteristics,
suppliers’ capabilities and the business practibas surround them—plus the analysis of that
data to define viable solution alternatives and enakormed procurement decisions.

Governor’s Budget.

The Governor proposes one-time $4 million in sgdciads, and 15 positions, and a redirection
of $3.16 million in special funds and 15 positiam2017-18 to complete stage two of the project
approval lifecycle for its Benefit Systems Modeatinn Project.

Additionally, as part of the one-time budget augtagan, $1.8 million is for the vendor
contract. Budget Act provisional language wouldwlEDD’s budget to be augmented by up to
$1.0 million, provided there is sufficient justiditton for an increase, in order to fully fund the
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requirements vendor contract.

The Administration anticipates substantial ongaagings after full systems replacement. These
savings would derive from automating many Unemplegtn Insurance (Ul), Disability
Insurance (DI) and Paid Family Leave (PFL) claitmd processes that are currently done
manually as well as eliminating the need for Infatibn Technology (IT) staff to support
existing legacy mainframe applications. The Busn&salysis (Stage 1) of CDT's PAL process
identifies an estimated 10 percent savings in Ul, BFL and IT staff costs in addition to
reductions in existing vendor contract costs follayfull implementation. The 10 percent figure
is an estimate that will be further refined as thifort advances through the remaining PAL
Stages. This includes reaching out to states theé lalready enacted full modernizations to
identify what the impact to their ongoing prograntimaand support costs has been post
implementation. Stage 2 of the PAL process willphisle Department determine what ongoing
savings may be realized by full systems replacemetit the ultimate goal of reducing or
eliminating the ongoing need for the Ul programréty on state General Fund support. This
information will be used to plan and schedule fatuGeneral Fund reductions as
appropriate. This effort is EDD’s primary strateégyreduce the Ul program’s dependence on the
General Fund for supplemental funding.

The EDD has determined that the addition of ITBgebmanagers and staff, and a redirection
of program staff, is critical for the successfuhquetion of the project planning phase. Program
staff will be redirected full time to focus on tRAL activities and a backfill will be done to
ensure the daily program duties are performed.

1. One Benefits System: EDD will replace three stalmhe systems with one benefits
system that provides all functionality. This willitigate the legacy system issues
currently experienced including the ongoing suppmsts and sustainability. Other
benefits include: mitigating data synchronizatissues by having one logical database,
eliminating duplicate logic/services thereby sirfyptig the system support required, and
reducing the risk of erroneous data entry and dapbn. Having one technology
development platform reduces complexity and alldarsmore timely changes to the
system. Faster issue resolution and the abilityeteelop, test, and release more system
enhancements increases productivity.

2. Technology Support: Having one technology platfavith reduce IT staff support costs
as staff would only have one technology platformstpport. Current benefit systems
require different skill sets to maintain the sysse(€OBOL, .Net, Structured Query
Language, and Database 2). With one platform, ieahrsupport staff, including
developers and testers, will need to know one sysiamework, etc.

3. Better Service to Customers: Having one benefitdesn will provide claimants and
employers a single portal to EDD services. Custesmmsing one benefits system will
experience the same look and feel across all ob#mefit programs across EDD. This
will result in fewer identity and account managemissues by having a standardized
process for establishing a customer’s identity.t&ysavailability will be improved by
having fewer systems and sub-systems reliant oranather for business processing.
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The EDD has determined that the addition of ITBjggbmanagers and staff, and a redirection
of program staff, is critical for the successfuigaetion of the project planning phase. Program
staff will be redirected full time to focus on tiRAL activities and a backfill will be done to
ensure the daily program duties are performed.

Staff Recommendation. Approve as budgeted.
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7350 DEPARTMENT OF INDUSTRIAL RELATIONS

Issue 15: Strategic Enforcement of Labor Standards

Summary. The Administration proposes a three year phassih an increase of 31 positions
and $4.6 million in 2017-18, 58.5 positions and6$illion in 2018-19, 82.5 positions and
$11.6 million in 2019-20, and $11.4 million ongoirffgpom the Labor Enforcement and
Compliance Fund. These resources seek to combae weeft and labor law violations.

Additionally, the Administration is proposing accpamying trailer bill to address enforcement
issues.

Background.

Division of Labor Standards Enforcement (DLSE) Respnsible for Enforcing Labor
Standards. State law places responsibility for enforcing lalstandards on DLSE within the
Department of Industrial Relations (DIR). The diwisis headed by the Labor Commissioner
and carries out its enforcement responsibilitiesuph several units:

e Bureau of Field Enforcement (BOFE). The BOFE caroat investigations of employers
to enforce labor standards. Most BOFE investigatiane the result of a complaint
submitted to DLSE, but BOFE also initiates someestigations proactively. When an
investigation identifies noncompliance, BOFE issgé#ations with penalties plus the
amount of unpaid wages due to workers, if any. BRE-E also defends citations when
they are appealed.

e Wage Claims Adjudication (WCA). This unit providesm administrative process for
individual workers to pursue unpaid wages and adla@nages from an employer who has
violated wage and hour requirements.

e Judgment Enforcement Unit (JEU). The JEU colleasaid wages and penalties that are
assessed against employers. Several strategiasedor collection, including the use of
liens (which prevent the employer’s property froming sold until unpaid wages and
penalties are paid) and levies (which allow DLSEséwe unpaid wages and penalties
from an employer’s bank accounts and other property

e Retaliation Complaints Investigations (RCI). ThelR@it investigates complaints from
workers who allege that they faced unlawful retadia- such as dismissal - because they
engaged in certain protected activities, such psrtimg a labor

standards violation to DLSE or threatening to répar violation. Following an
investigation, the RCI unit issues a determinatibat may include requiring the
employer to take actions to address the retaliaBach as reinstating the worker. If an
employer does not comply with a determination, DUB&yY pursue enforcement of its
determination in trial court.

DLSE Funding. DLSE is funded almost entirely from various spétunds. The LECF receives
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revenues from an assessment on all employers tpadlse a percentage of the workers’
compensation insurance premiums paid by employkrs. amount of this assessment is set
annually by DIR to cover the amount of spendingrfithe LECF approved in the state budget.

Strategic Enforcement. In recent years, BOFE has targeted more of isstigations using
what the administration describes as a strategmr@ement approach. This approach focuses on
wage and hour violations, which are relatively ctewpgand time-consuming to investigate, over
violations of more easily verified violations liket carrying workers’ compensation coverage.
This approach also involves collaboration with werkand industry organizations (such as
community-based groups, unions, and employer anstmg associations) to identify targets for
investigation and otherwise facilitate the investign process. Specifically, the intent of the
strategic enforcement approach is to take advamtbgerker and industry organizations’ ability
to (1) provide information about which employersyntaave particularly serious or extensive
labor standards violations and (2) facilitate tlemeration of workers, who play a significant
role in investigations of wage and overtime viaags but may be hesitant in some cases to
cooperate with DLSE investigations because of ussttoward the agency or fear of retaliation
from the employer. The new funding and positionguested in the Governor’'s proposal are
intended to allow DLSE to increase the number gégtigations conducted under the strategic
enforcement approach.

Budget Change Proposal (BCP) Requesthe BCP includes a significant increase to BOFE
staff phased in over three years, with a 63 percentase in BOFE staff in 2019-20, compared
to 2016-17. Additionally, the BCP includes fundiaigd positions to allow DLSE to increase the
number of investigations conducted under the gratenforcement approach. This approach
focuses on wage and hour violations, which aretivelly complex and time-consuming to
investigate over violations of more easily verifieiblations, like not carrying workers’
compensation coverage. The Administration’s stiatemforcement approach also involves
collaboration with worker and industry organizasdisuch as community-based groups, unions,
and employer or industry associations) to identdygets for investigation and otherwise
facilitate the investigation process.

Finally, the proposal identifies several industrésspriorities for additional investigations. The

priority industries include janitorial services,rgeent manufacturing, construction, residential

care homes for the elderly and person with didadsli car washes, agriculture, food processing,
and restaurants. These industries overlap withsingis previously identified by the Legislature

as warranting an elevated level of oversight.

Trailer Bill Language. According to the DOF and the department, the pregdsailer bill
language addresses many investigative and adnaitivgtrprocess inefficiencies that encumber
the Division staff in their investigations, enfonoent actions, and payment of final wage
judgements to workers. The main changes of thietraill are summarized below:

Changes to General Labor Standards Enforcement Prasses

e Specify that the statute of limitations on workeesovering unpaid wages and other
penalties (generally two to four years) looks b&wdn the date that an employer is

Senate Committee on Budget and Fiscal Review Pape



Subcommittee No. 5 March 30, 2017

notified of a BOFE investigation instead of theedaitations are issued, to preserve the
ability to recover unpaid wages and penalties waild have moved beyond the statute
of limitations by the time a citation is issued.

Allow BOFE citations to be served through certifi@ail. Currently, citations generally
must be served in person.

With some exceptions, prohibit employers from idtroing documents as evidence to
appeal a BOFE citation if those documents were ipusly requested as part of the
BOFE investigation but were not provided.

Allow certain workers in the car wash, farm labamd garment manufacturing industries
to recover unpaid wages and other damages frontirexistate special funds, and allow
DLSE to subsequently recover the unpaid wages ardades from employers to
reimburse those special funds. Currently, workersthese industries may only be
compensated from the special funds for amounts #reyunable to recover from the
employer.

Require the Department of Alcoholic Beverage Cdnttlee Board of Barbering and
Cosmetology, and the Bureau of Automotive Repairsuspend or revoke licenses for
employers if they have not satisfied judgmentsuigpaid wages and other damages. This
is similar to an existing process at the Contrac&tate License Board.

Changes to Retaliation Investigation Processes

Pause the statute of limitations for workers tosperlegal action against an employer for
retaliation while a retaliation complaint is invgstted by DLSE.

Allow DLSE to decline to investigate a retaliatictaim if the worker has initiated a

parallel claim in another venue, such as challengie alleged retaliation with the State
Personnel Board, through a collective bargaininge@gent grievance procedure, or
through the courts.

Allow DLSE to request a court order to temporar#ynstate a worker while a retaliation
complaint investigation is ongoing.

Extend the time the RCI unit has to investigatetaliation complaint from 60 days to 1
year.

Extend the time for employers to comply with DLSHEetermination on a retaliation
complaint investigation from 10 days to 30 days.

Give the labor commissioner the discretion to dateghe approval of reports that are
generated from retaliation complaint investigationSurrently, only the Ilabor
commissioner or a chief deputy may approve thertepo

Senate Committee on Budget and Fiscal Review Page



Subcommittee No. 5 March 30, 2017

e Eliminate the ability for parties to a retaliatioaomplaint investigation to appeal DLSE’s
determinations to the director of DIR, except imta@ cases where an administrative
appeal is required by federal law.

e Specify that, if DLSE pursues court action to eo#oits determination from a retaliation
complaint investigation, it must do so within thesars.

e Require an employer to pay for DLSE’s legal coskemwDLSE prevails in an action to
enforce its determination on a retaliation complaimestigation.

e Place penalties on employers that willfully reftiseeomply with a court order to enforce
DLSE'’s determination from a retaliation complaimgestigation.

e Clarify that workers may not be retaliated agaifwst reporting a work-rated fatality,
injury, or illness, or other activities protecteg the federal Occupational Safety and
Health Act.

Legislative Analyst’s Office Comments.

Targeting of BOFE Inspections Appears to Have Sigficantly Improved in Recent Years.
The LAO notes legislatively-required reports for02010 through 201314 indicates that the
targeting of BOFE inspections significantly imprdvever this period. While the number of
inspections and citations declined; the averagebmurof citations per inspection increased—
suggesting an increasing emphasis on employers mutltiple violations over employers with
fewer or no violations. The LAO notes that this swe& does not necessarily indicate whether
the violations uncovered through these inspectirge the most serious. Additionally, the
average amount of unpaid wages found due per fdlaff position in BOFE also increased
significantly over the same period, suggesting thaburces dedicated to investigations of wage
and hour violations became increasingly effective.

DLSE’'s Data Collection and Analysis Capabilities Ae Still Developing The DLSE
implemented CalAtlas, an information technology teys used to track complaints and
investigations statewide, roughly six months ageiorPto CalAtlas, information about
complaints and investigations was not tracked cbasily across field offices, limiting DLSE’s
ability to assess trends in complaints and analyeeeffectiveness of past investigations and use
this analysis to refine investigation targetingeTBalAtlas system represents a step forward in
DLSE'’s ability to track information about complasrdnd investigations and use this information
to improve their effectiveness. However, the Gowemproposal does not describe how the
information that will be collected in CalAtlas wibe used to inform strategic targeting of
investigation resources going forward. Given hoeergly the new system was brought online,
the LAO is concerned that DLSE’s data collectiord aanalysis capabilities may not have
sufficiently developed to ensure the most effectise of the proposed increased staff.

Statutorily Required Report Is Past Due.As mentioned previously, state law requires that
DLSE report to the Legislature each March on BOFierations. Among other things, these
reports are required to contain information abbatlabor commissioner’s enforcement plan, the
number of investigations conducted and the typesiahtions found, the amount of wages
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found to be unlawfully withheld from workers anetamount of such wages collected. The most
recent annual report to the Legislature was subthith 2015, for the 20134 fiscal year. A
report for 201415 should have been submitted in March 2016 bubf #se writing of this post,
has not yet been submitted. A report for 206 would be expected in March 2017. The
Governor’s proposal suggests that in future ydagsannual BOFE report would be the primary
way that DLSE would update the Legislature abow tlutcomes and effectiveness of the
requested new positions and funding. The delagguning the statutorily required report makes it
difficult for the Legislature to evaluate the maezent effectiveness of BOFE inspections (that
is, after 201314) and raises concerns about whether the annu&EB@port would be an
adequate means for DLSE to report to the Legistadarthe outcomes of this proposal.

Vacancies Are a Concernln 2015 16, roughly 18 of the BOFE’s 94 approved positi(aisout

20 percent) were vacant. The DLSE has identifiackisé issues that have led to this level of
vacancies, including problems with administrativelenges that prevented hiring for certain
key investigative classifications for a period whe, infrequent examinations and small hiring
lists, and increased retirements. The DLSE hasnta@ne steps to reduce the number of
vacancies and believes it has sufficient fundinglkgreviously approved but vacant positions.
The 20 percent vacancy rate in 2016 represents an improvement over prior years,theit
LAO remains concerned that a significant portiortied positions requested in the Governor’s
proposal might not be filled on a timely basishéy are approved.

The LAO recommends that the Legislature not approve fuiti@eases requested for 2018
and later years, instead requiring DLSE to retuith va follow-up proposal as part of the
Governor’s 201819 budget. This approach would allow the Legisktto receive additional
information on the implementation of any fundinglgrositions approved for 201¥8, prior to
approving any additional funding or positions.

Some Proposed Law Changes More Directly Related Budget Proposal Than Others The
Governor’s proposed trailer bill touches on mangeass of DLSE enforcement. Some of the
proposed changes, such as allowing BOFE to setagocis through the mail, are directly related
to creating efficiencies in enforcement processesl anerit the Legislature’s serious
consideration. Other proposed changes are legsddia the budget proposal, such as imposing
new penalties on employers that fail to comply wéhcourt’'s order to enforce DLSE'’s
determination from a retaliation complaint inveatign. These proposed changes may have
merit, but may be deliberated to understand theplications. In order to fully understand the
effects of the Governor’s proposed trailer bille thAO recommends that the Legislature invite
stakeholders, including workers, worker represargaf and employers, to comment on the
various proposals’ implications.

Staff Recommendation. Hold Open.
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Issue 16: Public Works Enforcement

Summary. The Administration is proposing six positions an80%$,000 in 2017-18, and
$759,000 in 2018-19 from the Labor and Workforces&epment Fund to education awarding
bodies of their requirements to comply with registm requirements, and one attorney position
with $212,000 in 2017-18 and $204,000 ongoing fritra State Public Works Enforcement
Fund. Additionally, the Administration is proposin@ trailer bill language to increase
enforcement and compliance with registration coaraule.

Background

Existing law places certain requirements on mosistaction projects that receive public
funding, referred to as “public works projects.” @aof these requirements is that contractors on
public works projects pay their workers “prevailimpges”—defined as the wages paid to a
majority of workers in a particular type of workthin the locality where the work is performed.
The Labor Code also establishes other requiremimtpublic works projects, including a
requirement that contractors on certain public wopkojects employ apprentices. State law
places responsibility for enforcing public worksjug@ements on the Division of Labor Standards
Enforcement (DLSE), within DIR. Specific DLSE resibilities include determining
prevailing wage rates, reviewing contractors’ p#yroecords, and conducting onsite
investigations of public works projects.

Currently, the prevailing wage determination fuactiand enforcement of the public works
requirements are funded from the State Public Wa&k&rcement Fund (SPWEF), a special
fund that receives revenues from an annual registréee of $300 paid by all contractors that
wish to bid on public works contracts. The SPWEFsadely used to support public works
enforcement. The contractor registration fee waabéished as part of the 20146 budget
package. Prior to 20145, public works enforcement was supported by abooation of the
Labor Enforcement and Compliance Fund (LECF), whreteives the proceeds of a general
assessment on all employers; a fee on bond pro¢eedsnd-funded public works projects; and
the General Fund. Over the years, challenges Wélptevious system of collecting fees on bond
proceeds made it difficult for DLSE to generatefisignt revenue to maintain public works
enforcement, requiring the SPWEF to receive loaomfother special funds and the General
Fund. Currently, the SPWEF has a $1.3 million I[6@am the General Fund, a $2.2 million loan
from the Uninsured Employer Benefit Trust Fund, an$5 million loan from the Occupational
Safety and Health Fund that have not been repaid.

The Administration notes that the annual revenuesnfthe recently created contractor
registration fee are less than estimated whendbenas established and do not cover current
spending levels for public works enforcement. Sieadly, the administration estimates that
expenditures from the SPWEF in 2016 will be $13 million, while revenues coming irttee
SPWEF from the contractor registration fee willdrdy $10 million. The shortfall of revenues
will result in a $3 million decline in the SPWEHRsserve. If fee revenues continue at this level
and no adjustments are made to spending levels E5PNeserves would be virtually exhausted
in 2017-18.

The Administration believes that one reason reverhs/e not met expectations is that some
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contractors may not be complying with the registrarequirement. During 20146, less than
30,000 contractors registered and paid the feepaoma to an initial rough estimate of 40,000 or
more registrations. Through its enforcement effoDESE found about 600 instances where
contractors were working on a public works projeetring 201516 without registration.
Contractors that are found to be bidding or workimg a public works contract without
registration are subject to a penalty of up to 82,8nd may face temporary disqualification from
bidding or working on public works projects for eg violations.

The Administration also notes that some institugitimat award public works contracts, known as
“awarding bodies,” may not be adequately verifythgt contractors bidding on projects have
complied with the registration requirement befomgaaling the contract, thus potentially
contributing to contractor noncompliance and redufee revenues. There currently is no
specific penalty for an awarding body that failsvawify that contractors bidding or working on
public works contracts are registered.

Governor’s Proposal

The Governor proposes a few actions to addrestuttieng shortfall in the SPWEF in 20118
and later years. First, the Governor proposesduige funding to DLSE on a two-year limited-
term basis for six positions to conduct outreacth\aivarding bodies to improve their awareness
of their responsibility to ensure that contractbese complied with this requirement, with the
intent of increasing compliance and fee revenuer dwvee. Funding for these positions—
$805,000 in 201718 and $759,000 in 20189—would be provided from the Labor and
Workforce Development Fund (LWDF), a special furesignated for enforcing Labor Code
provisions and educating employers and workerstdabor law. As part of this outreach, DLSE
would encourage awarding bodies to require cordracto “prequalify,” or demonstrate
compliance with various labor law requirements, ludeg the contractor registration
requirement, before bidding on public works cortsat/nder current law, awarding bodies are
authorized, but most are not mandated, to requngractors to prequalify. DLSE believes that
increased use of prequalification could increasmpimnce with the contractor registration
requirement and with labor law requirements geheral

The Governor’s proposal would reduce expendituras the SPWEF by moving the support of
the prevailing wage determination function from 8WEF to the LECF beginning in 20G1B.
This action would free up $2.2 million in the SPWBFR an ongoing basis and would largely
address the funding imbalance going forward, ef’eontractor registration fee revenues remain
flat in future years.

For 201718 only, the Governor proposes to shift the portobrstatewide administrative costs
allocated to the SPWEF (such as the fund’s podifaeimbursements to the state Department of
Finance and Department of Human Resources) to sffemrial funds administered by DIR. This
one-time action frees up an additional $1.1 miliiothe SPWEF in 2012.8.

Current law gives DLSE the authority to “debar,” prohibit a contractor from bidding or

working on public works contracts, for up to thngsars if the contractor violates public works
requirements under certain conditions. The Gové&nmoposal would provide $212,000 from
the SPWEF for one additional Attorney Il positiea allow DLSE to conduct additional

debarment proceedings.
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In addition to the budget change proposal, the Adbtration is also proposing trailer bill
language. Below is a summary of some of the keyigians included in the TBL:

e Effective Date. Applies requirement to register as a public wockatractor to work
performed on or after January 1, 2018, regardleascontract date.

e Small Projects Exemption.Provides administrative relief for contractors awarding
agencies on small projects. Among the provisiohs, TBL creates a new minimum
threshold triggering registration requirement forojpcts over $25,000 for new
construction; over $15,000 for maintenance.

e Unregistered Contractor Sanctions. Among its provisions, the TBL requires all
contractors and subcontractors engaged in the rpeafce of a public work must be
registered. If the Labor Commissioner determines ghcontractor or subcontractor has
violated the registration requirement, unregistecedtractors shall forfeit as a civil
penalty to the state $100 per day up to $8,000edistered public works contractor or
subcontractor who enters into a contract with aregistered lower-tier subcontract to
perform any public work shall be subject to onéboth of loss of registration from the
current year, and a civil penalty of $100 per dgyto $10,000.

e Public Works Fund. Specifies that DOF and LWDA may approve a shartxtéoan
each fiscal year from the LECF to the SPWF. Amgmésious language specifying the
loan source was the Labor and Workforce DevelopriRant.

e Awarding Agency Sanctions.Specifies that an Awarding Agency (AA) authorihat
fails to provide the notice to DIR, or enters imontract with or permits unregistered
contractor or subcontractor to engage in work,uisject to fine of $100 per day up to
$10,000. Additionally, if Labor Commissioner deténes that AA willfully violated
requirements of this section or chapter on 2 moogepts within a 12 month period, the
AA shall be ineligible to receive state fundingfimancial assistance for any construction
project undertaken by the AA for one year. Peeslieceived shall be deposited into the
State Public Works Enforcement Fund.

e Liquidated Damages Waiver.This bill deletes authority to waive liquidatednuzges
for unpaid wages.

Legislative Analyst’s Office Comments.

The LAO notes that the Administrationfsoposal to begin paying for the costs of prevgilin
wage determinations from the LECF instead of th8V&F is a reasonable and straightforward
way to relieve pressure on the SPWEF in the near wehile the administration pursues efforts
to increase SPWEF revenues through greater corgpliavith the contractor registration
requirement. However, the LAO believes that the &PWs the preferable long-term funding
source. Shifting the prevailing wage determinationction to the LECF would mean that the
costs of determining prevailing wages are fundedhfla general assessment on all employers,
most of whom are not affected by prevailing wagguneements. Ideally, the prevailing wage
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determination function would eventually shift batk the SPWEF as compliance with the
contractor registration requirement improves arelrivenues increase. If the Legislature shifts
prevailing wage determination to the LECF, the LA€@ommends that the Legislature require
that DLSE report at a later date on the feasibdityeturning the prevailing wage determination
function to the SPWEF.

The LAO notes that there may be other factors #ffgct compliance with the registration
requirement that are at least as important as awpalbdies’ awareness of their responsibilities,
including the extent to which awarding bodies aneafe not) held accountable for verifying the
registration of contractors. The proposal to previeimporary positions for outreach to awarding
bodies should be considered in the context of offemsible changes to increase awarding
bodies’ incentives to verify contractor registratiorThe administration’s recently trailer bill
proposal appears to include provisions intendeatittress some of these compliance issues.

The LAO recommends that the Legislature require BU8 report by March 2019 on (1)
changes in the amount of contractor registratia@s feollected; (2) the estimated effect of any
efforts to increase compliance with the contraategistration fee, including outreach to
awarding bodies and other steps to increase awpbdidy accountability for ensuring contractor
registration; (3) what adjustments are necessatiigdevel of the contractor registration fee in
order to support ongoing public works enforcemesdts and repay the SPWEF'’s outstanding
loans to other funds; and (4) the feasibility ofifteihg support for the prevailing wage
determination function back to the SPWEF.

The LAO notes that given uncertainty in the leviebogoing contractor registration fee revenues
in the SPWEF, it is premature to approve the adstraion’s requested staff to pursue
additional contractor debarments, even after takiegs to reduce SPWEF expenditures (such as
shifting public works determination to the LECF)cadrdingly, the LAO recommends the
Legislature reject the proposed position.

Staff Comments. The subcommittee may wish to discuss with the Diepamt what strategies
are available to ensure oversight and the long teutcess of the program. The changes
proposed in the trailer bill assume that shiftihg tesponsibility and penalties to the awarding
bodies will increase compliance. The funding fag gfnogram has had a history of challenges and
it is uncertain how these changes will provide ifitsgb Staff notes that it may be premature to
permanently shift funding back to the LECF. Instestdfting funding to the LECF in the short-
term may be a more efficient approach, and haverBfert back based on the recommendations
that the LAO. This may help the Legislature devedopetter understanding of the impacts the
BCP and trailer bill language has had on prograunh igs fund condition. The LAO makes a
reasonable argument that increasing staff for cebar may be premature, especially since the
future funding for the program is uncertain. DIRshadicated that they are amenable to some
type of reporting requirement.

Staff Recommendation Hold Open.
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Issue 17: Process Safety Management Unit - NonaBefilnspections

Summary. This proposal requests 13.0 positions, 10.0 otwkiill be safety engineers, and an
augmentation of $2.5 million in 2017-18 and $2.4lioti ongoing, to the Occupational Safety
and Health Fund for the Division of Occupationafeba and Health (DOSH) to expand the
existing Process Safety Management (PSM) non-mgfimespection program from 45 annual
Program Quality Verification inspections to a tatéll 13 inspections annually.

Background. The 2014-15 budget increased the PSM function by positions (11.0 new
positions and 4.0 redirected from within DOSH) &2#4 million, which focused exclusively on
the refinery inspection needs for the 15 refineleested in the state. The resources also allowed
DOSH to acquire the necessary data, and developethesite methodology for evaluating and
categorizing risk in the various non-refinery famk.

California has approximately 1,940 non-refinery ustifial facilities that handle or process
anywhere from 50 to 120 million pounds of hazardosmicals. These facilities include, but
are not limited to, ammonia refrigeration, watezatment and wastewater treatment, chemical
plants, and explosives manufacturers. All of thfasdities fall under the jurisdiction of the PSM
Unit.

In response to Senate inquiries and SupplemenfaiReanguage regarding the number of staff
and inspections required to provide adequate ayl@rsif non-refinery facilities, DIR submitted
a status report to the Legislature during 2016-ddget hearings. The status report outlined the
amount of resources needed to achieve variousahepe levels, but did not make any specific
recommendations regarding enforcement levels régaidsy DOSH at that time. This proposal
identifies the augmentation needed to increaseapacity to inspect non-refinery facilities.

The PSM non-refinery program currently has six &aténgineers (SE’s) that are trained to
conduct program quality verification (PQV) inspecis. Three are located in the Santa Ana
District Office and three are located in the Codcdistrict Office. A PQV is a planned,
proactive inspection and is a thorough assessmerd tacility’s safety preparations and
emergency response procedures. A PQV inspectionoie expansive than complaint and/or
accident inspections, which are reactive in naturé generally focused on the specifics which
gave rise to the accident or complaint. The othspeéctions may include, but are not limited to:
referrals from other government agencies, and dscand permit inspections.

To target non-refinery inspections on facilitiegttlipose the greatest health and safety risk to
workers and the public, DIR collaborates with th8 Bnvironmental Protection Agency (US
EPA) to obtain risk information. As a result, thate has now ranked the 1,940 facilities on the
basis of their risk to workers and the public. Eachpector is able to conduct about 7.5
inspections per year, at a rate of 200 to 300 hparsnspection, for an annual total of 45 PQV
inspections statewide, exceeding the goal of 40aatsons which had been established for 2014-
15. Under this proposal, the unit will increaseannual PQV inspections from 45 annually, to
about 113 annually.

Staff Recommendation Approve as Budgeted.
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7900CALIFORNIA PuBLIC EMPLOYEES' RETIREMENT SYSTEM

Issue 18: Healthcare Fund Administrative Expensesrailer and Budget Bill Language |

The Administration has proposed trailer and budbgetanguage that would do the following:

e Require All Administrative Costs Be Paid from Contngency Reserve Fund (CRF).
Under the proposed language, all administrativeeegps currently being paid from the
Health Care Fund (HCF) would be paid from the Qugency Reserve Fund (CRF). Any
future administrative expenses - regardless ofthgddn - would be paid only from the CRF.
The proposed language does not eliminate the Hi&tedd, the HCF would continue to be
used to pay for specified non-administrative costs.

e Changes Language Related to Local Government Conbutions to CRF. The proposed
language makes a number of changes to Section 2Z9k Government Code related to
local government’s contributions to the CRF. Theglaage would require local governments
to pay (1) the same surcharge to the CRF thatt#te pays and (2) additional surcharges for
any administrative services provided to the lo@alegnment that is not provided to the state.

e Budget Bill Reduces CRF Reservdn past budgets, Control Section 4.20 has specihat
CalPERS would maintain a three-month reserve in GiF. The proposed budget bill
language for Control Section 4.20 directs CalPE®#&aintain a one-month reserve in the
CRF.

Background. CalPERS administers the health plans offered tveaeind retired employees of
the state and about 1,200 local governments infd@aia. CalPERS incurs costs to administer
the health plans provided to its members. Theséscoelude personnel costs (CalPERS
employees are state employees), costs to contiittansultants and professional services, and
other operating expenses.

Current law allows these administrative expensebetgaid through two funds - the Public
Employees’ Contingency Reserve Fund (CRF) and tidid® Employees’ Health Care Fund
(HCF) - so long as the costs are approved in thearbudget act.

The CRF was established in 1962 as a means tcopaginistrative costs across the CalPERS
healthcare program. Employers pay for administeatbosts through a surcharge on health
premiums. The HCF was established in 1988 to fuatPERS *“self-funded” plans, such as
Preferred Provider Organization (PPOs). Contrimgito the HCF are built into these plans’
premiums.

Control Section 4.20.Control Section 4.20 of the annual budget actbéistzes the surcharge
levied on the state to fund the CRF pursuant tdi@e22885 of the Government Code. In 2016-
17, this surcharge was established as 0.31 pewafegiross health premiums paid by the
employer. Section 22901 of the Government Codeiresgjlocal governments that contract with
CalPERS for health benefits to pay the same sugehas the state to fund the CRF.

In addition, the Legislative Analyst’s Office notdst Section 22901 gives the CalPERS board
the authority to require contracting local govermtseto pay an additional amount so that the
local government pays an amount sufficient to ladlasf the administrative costs incurred by the
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board in providing health benefits to the local gamment’'s active and retired employees. In
most years, and currently, CalPERS indicates thatavides the state and contracting local
governments the same administrative services. G PEypically charges state and local
government employers the same surcharge to fun€Rie In at least one instance, CalPERS
has charged local governments an additional suyehtir pay for services not provided to the
state.

In 2006-07, CalPERS charged contracting local guwents an additional surcharge of 0.17
percent of premiums to pay for services relatedh toew accounting reporting requirement
(GASB 45). CalPERS did not provide this service tlue state because the State Controller's
Office was given this responsibility. Whereas Cdf®Echarged the state a surcharge of 0.27
percent of premiums in 2006-07, it charged conimgdbcal agencies 0.44 percent of premiums.

The Administration disagrees with the LAO’s intexfation and states that there is ambiguity in
current law to allow for local governments to beugjed an additional surcharge, however there
is precedence from CalPERS to charge an additisoatharge. It is unclear how the
Administration’s proposal would impact local goverents.

Administrative Costs Have Grown. Administrative costs paid from the HCF and the CRF
nearly doubled between 2006-07 and 2016-17. Th&-281budget assumes these costs will be
about $70 million, less than 1 percent of the totat of CalPERS’ health benefits program.

DOF states that the CalPERS health benefits progradministrative costs have grown over the
past decade primarily due to an increase in thebeurof health benefit plans containing a self-
funded component. The growing number of health pharth a self-funded component - and

membership in those plans - resulted in adminisgatosts paid from the HCF to increase much
faster than costs paid from the CRF.

2016-17 Budget Act Action.Although the CRF always has been included in thdgbt
increased costs from the HCF historically werecaurtsidered in the state budget. In light of the
rapid growth in costs paid from the HCF in receeting, the Legislature approved statutory
changes as part of the 2016-17 budget packagetareeadministrative expenses from the HCF
be approved by the Legislature in the annual budgdditionally, the 2016-17 Budget Act
included provisional language directing DOF to ctete a zero-based budget exercise in
developing the 2017-18 budget. DOF’s zero-basedwewas specifically directed to include
(but not be limited to) the evaluation of progratjeatives, workload metrics, cost allocation
methodologies, reserve levels, personnel servacespperating expenses and equipment.

Zero Based Budget ResultsDOF provided staff with a one-page summary thaluthed four
bullets identifying DOF's conclusions from its zdrased budget exercise. DOF found that the
CalPERS health benefits program is resourced adiglgua carry out its statutory workload and
requirements. Additionally, in meetings with stddfQF has indicated that there has not been a
gross misuse of funds. The Administration did r&niify functions within the health benefits
program that is not funded at an appropriate le@ut of five bullets listed in the
administration’s recommendations, two would reqlegaslative actions, which are to reduce the
reserve for administrative expenses from 3 monthisohe month, and to consolidate
administrative revenues and expenditures into glesifund. The other bullets indicate that DOF
will continue working with CalPERS on workload me$#; information technology project
processes, and administrative efficiencies.
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Staff Comments

Last year, the Legislature included additional $psarency to the HCF by bringing the fund

under the budget, thereby providing for Legislatiggiew. This change only has been in place
for seven months and was part of the budget packageed to last year by the DOF and

Legislature. It is unclear why a statutory changgdmd the action taken last year is necessary.
Additionally, it is unclear why the Administratioils proposing to reduce the reserve from 3

months to 1 month, and how this would impact CalBERerations.

Staff Recommendation.Hold open.
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