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1700 DEPARTMENT OF FAIR EMPLOYMENT AND HOUSING

Issue 1: Enforcement Staffing and Resources

Governor's Budget Request:The Governor’'s budget requests an increase of $2.5 million General
Fund for 28 positions to provide investigations of discrimination complaints. This funding would
provide:

* 24 positions in the Enforcement Division to investigate claims;
* Two positions to establish a training unit; and
* Two positions to respond to an increased number of Public Records Act requests.

Background: The Department of Fair Employment and Housing (DFEH) is responsible for protecting
the people of California from unlawful discrimination in employment, housing, and public
accommodations, and from hate violence. DFEH receives, investigates, conciliates, mediates, and
prosecutes complaints of alleged violations of the Fair Employment and Housing Act (FEHA), Unruh
Civil Rights Act, Disabled Persons Act, and Ralph Civil Rights Act. The budget proposes expenditures
of $25.9 million ($20.2 million from the General Fund and $5.7 million federal funds) for support of
the department in 2016-17. This represents an increase of $2.7 million (11 percent) over estimated
current-year expenditures.

DFEH receives approximately 23,000 employment and housing discrimination complaints annually

and is required to investigate all complaints. Most of these are employment complaints. Approximately
50 percent of the claims are requests for "Right to Sue". This occurs when complainants decide to
immediately sue rather than proceed through DFEH's investigation process and a “right to sue” letter
from DFEH is required to file the lawsuit. The remaining 50 percent of claims are investigated by

DFEH.

SB 1038, (Committee on Budget and Fiscal Review), Chapter 46, Statutes of 2012 made significant
changes to DFEH’s workload by eliminating the Fair Employment and Housing Commission and
transferring the duties of the commission to DFEH. As a result, some of the staff used to conduct
investigations were transferred to other functions and the number of cases each investigator was
responsible for increased significantly, from roughly 150 cases per investigator to over 200. According
to DFEH, this high of a caseload per investigator is unmanageable and is resulting in complaints not
being processed in a timely manner, which can have negative consequences for Californians in some
cases. DFEH notes that federal departments with similar workloads average about 35-70 cases per
investigator and it also used caseload information from the California Department of Industrial
Relations, Division of Labor Standards Enforcement as a benchmark.

The figure below shows the total number of cases/complaints received, the number investigated, the
number of investigator positions authorized and filled, and the average number of cases per
investigator since 2006-07.
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Department of Fair Employment and Housing
Investigator Caseloads
2006-07 through 2015-16

2006-07| 2007-08 | 2008-09] 2009-10] 2010-11] 2011-12] 2012-13] 2013-14] 2014-15] 2015-16
Total Cases | 21,454 24,827 25119 22,993 22,720 831]7 17,178 | 19,403] 22,646 22,646
Cases 13,504 | 15,5506 | 14,563 11,840 11,473 9,772 9,421 68,6411,675| 11,675
Investigated

Authorized

Investigator 96 106 107 102 99 95 82 76 70 59
Positions

Filled

Investigator 87.7 98 92.8 85.5 73.9 64.2 58 53 47 51
Positions

Average

Cases per 154 158.2 156.9| 1385 155.2 152.D 162|4  163.1  248.4228.9
Investigator

As shown in this figure, the number of cases remkiand investigated has remained relatively flat
over the time period however, the number of ingadtr positions has declined, and the average
number of cases per investigator has increasedleWi#tEH has had problems filling its vacant
investigator positions, recent changes in the aldes qualifications for this job classification st
help to resolve DFEH’s problem with filling vacagmtsitions.

Staff Questions:

1) Please describe the changes that have occurréé aepartment since 2012 and the impact this
has had on the department and its ability to marnageorkload.

2) What has been the impact of changing the investiggbsition classification to broader
classifications such as staff services analystaasdciate governmental program analyst in August
20157 Has this resulted in filling existing vacascmore easily?

3) Please discuss what types of performance measundsl Wwe useful for assessing what the effect
would be on workload of adding more investigatosipons?

Staff Comment: DFEH has a history of problems in completing inigegions within statutory time
limits. The 1996 Budget Act required the State Aadito perform a comprehensive fiscal and
performance audit of the department and to deveteapmmendations for improving administrative
operations and management of complaints relatdtbtsing and discrimination. The auditor found
DFEH could make changes to improve the efficienog éimeliness of its complaint processing.
However, at the time, the department took issub miany of the recommendations.
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Unfortunately, DFEH continues to struggle with presing complaints in a timely manner and
complaints take staff about as many hours to psasshey did 20 years ago. The problem has been
compounded over time by a reduction in the numbstaif responsible for conducting investigations.

The budget request does not provide a good justidic for the number of additional staff requested
an explanation of why investigations take the amaifntime they do to complete. It is clear that
DFEH would benefit from having additional investigys; however it is difficult to determine what is
the appropriate level of staff. As a result, conent with, or prior to approving a request for daial
positions, it may be useful to have the auditoiragasess DFEH’s 1) organizational effectiveneys; 2
caseload management practices for housing and gmetd complaints; 3) development of workload
standards; and 4) the adequacy of DFEH’s informatezhnology systems. As an alternative to an
audit, the Legislature may wish to adopt statut@porting language that would require DFEH to
report in 2017 on performance metrics under devetoq. If the proposal is approved, it would be
especially useful to have benchmark data to thdriyuassess the value of the additional investigativ
staff.

Staff Recommendation:Hold open.
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2240 DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT

Issue 1: Consolidated Automated Program Enterpris&ystem |

Governor's Budget Request:The Governor’'s budget requests $568,000 in expaedauthority to
use various Department of Housing and Communityelgment (HCD) funds to fund application
development support for the Consolidated Automd&eogram Enterprise System (CAPES). HCD
intends to hire five staff using these funds.

Background: HCD implemented CAPES in 2007 to serve as an emgerfevel data collection and
organization system to accurately manage and repssential housing program and funding
information. The system awards, tracks, monitorg]l eeports housing loans and grant information.
However, because of inadequate funding, when CARES put into production in 2007, the
implementation of some critical requirements neddeathieve program objectives was deferred.

HCD intends to use the funding augmentation to &dditional staff to design and implement required

system enhancements and to ensure that the CARE&ctprs completed. In addition, these staff

would help HCD address the backlog and ongoing estgufor system enhancements and help to
ensure that these are completed in a timely manner.

Staff Comment: The augmentation in expenditure authority woulewlHCD to fund application
development for CAPES which would better enable HEBupport its housing program operations.

Staff Recommendation: Approve as budgeted.

Vote:
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Issue 2: Green Building Standards

Governor’s Budget Request:The Governor’'s budget requests an augmentatiéi®®,000 from the
Building Standards Administration Special RevolviRgnd (Building Standards Fund) to fund one
position to enable HCD's State Housing Law (SHLdgPam to meet its code development and
adoption responsibilities associated with the ©atila Green Building Standards Code (CALGreen).

Background: SHL mandates HCD to develop and implement reguiatitor the construction,
maintenance, use, and repair of housing, hotelselsyand other residential dwellings in California
These regulations are enforced by local governmemntsrotect the health, safety, and welfare of
Californians in residential buildings.

In 2007, the California Building Standards Commuossi (CBSC) requested HCD to develop
residential green building standards for new camsion of buildings. The 2008 CALGreen provided
voluntary green building standards for new constoug with an effective date of August 1, 2009. In
general, CalGreen requires new buildings and rara&in California to meet certain sustainability
and ecological standards. During the 2009 TrienBialding Code Adoption Cycle, HCD proposed to
make the 2010 version of CALGreen mandatory. THEDZDALGreen was approved by the CBSC as
a mandatory green building code and became efteotivJanuary 1, 2011.

Funding for HCD’s SHL program is a mix of Generalnd dollars and funds from the Building
Standards Fund which supports 6.5 permanent positiaod one two-year limited term position.

According to HCD it has had to redirect staff frasther workload to assist with research and
development of CalGREEN provisions and to partitgpa special projects. In addition, HCD states
that it has struggled to fully monitor and partati@ in rulemaking activities and participate in in-

person policy meetings which could potentially irjpegesidential green building standards. HCD has
not been able to provide the optimal amount of ahmalGREEN training and outreach to

stakeholders. In addition, HCD has not had theuress to keep up with international and national
green building standards and programs that coudiply be applied to California.

Staff Comment: CALGreen is evolving and the associated workloaatiooes to grow. The addition
of $150,000 may better enable HCD to complete dietss associated with the implementation of
CALGreen which include research and evaluating tgsjaconducting training and outreach,
analyzing code changes submitted by other ageramelsparticipating in various work groups.

Staff Recommendation: Approve as budgeted.

Vote:
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Issue 3: Habitat for Humanity Fund Appropriation |

Governor's Budget Request:The Governor's budget proposes a $250,000 apatigomi for the
Habitat for Humanity Fund (Fund), with authorityrf®epartment of Finance to augment the
appropriation, if needed, in order to align prograxpenditures with the revenue collections assediat
with a voluntary tax check-off program. Additiongllproposed budget bill and trailer bill language
would appropriate the funds to HCD and give HCD #uhority to issue one grant to Habitat for
Humanity of California, which will provide grants tocal affiliates.

Background: California’s tax “check-off” programs allow taxpageio donate to charitable causes by
checking a box on their income tax returns. Catif@itaxpayers have 20 tax check-offs from which to
choose, supporting a range of causes, from caesearch to endangered species. AB 1765 (Jones-
Sawyer), Chapter 354, Statutes of 2014, authoaztack-deductible voluntary check off contributian t
raise funds for the Habitat for Humanity.

The Franchise Tax Board is authorized to collees¢hfunds until January 1, 2021, with the first
collection occurring during the 2014 tax year. €dlions through June 2015 have yielded $167,000.
The State Controller distributes these funds agogrtb the enacting statute, which generally rezgiir
an appropriation by the Legislature. This budgetnge proposal proposes budget bill language that
would appropriate these funds to HCD.

For some check-offs, taxpayers’ contributions gedaly to a state agency that administers a grant
program. Other check-offs’ authorizing statute®clithe administering agency to allocate donations
to a private nonprofit organization, like the Anoam Red Cross. AB 1765 specified that HCD award
these funds as grants through a competitive, prsjgecific grant process and oversee the grant
program. According to HCD, its grant-making procdssrelatively intensive and costly and
administrative costs for awarding such a small amai funds could reach up to 25 percent of the
collected funds. As a result, the competitive pssaequired in AB 1765 may not be the most efficien
way to award these funds.

The proposed trailer bill language (below) woultbwl HCD to disburse appropriated funds to the
non-profit California Habitat for Humanity and remggd Habitat for Humanity to submit an annual
audit of the program. The proposed language below:

Senate Committee on Budget and Fiscal Review 7
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SECTION 1. Section 18900.24 of the Revenue and Taxation Code is amended
to read:

18900.24. All money transferred to the Habitat for Humanity Fund, upon
appropriation by the Legislature, shall be allocated as follows:

(a) To the Franchise Tax Board, the Controller, and the Department of Housing
and Community Development for reimbursement of all costs incurred by the Franchise

Tax Board, the Controller, and the Department of Housing and Community

Development in connection with their duties under this article.

affiliates as a state-support organization.

Senate Committee on Budget and Fiscal Review
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disbursement. for the nse and distribution of moneys pursuant to this article to Habitat
for Humanity affiliates in California that are in active status, as described on the

Business Search page of the Secretary of State’s Internet Web site, and that are exempt

Internal Revenue Code.

c) Habitat for i lifornia, In 5 percen
of the mon i ursuant to this article fi inistrativ ses.
A Habitat for Humanity affili receiv
administrative expen: i Californig.

(e} Habitat for Humanity of California, Inc., shall submit an annual audit of the

days of the completion of the audit
SEC.2. This act is a bill providing for appropriations related to the Budget Bill

within the meaning of subdivision (e) of Section 12 of Article IV of the California
Constitution, has been identified as related to the budget in the Budget Bill, and shall

take effect immediately.

Staff Questions:

1) When AB 1765 was being considered did HCD raise aowcerns about the costs of
administering a relatively small competitive gramtogram? Did it offer any alternative
approaches at the time?

2) Did HCD in its budget proposal consider a compegitipproach for distributing funds for Habitat
for Humanity? Why or why not?

Staff Comment: The Administration’s proposed budget bill languag®uld allow for the
appropriation of the collected contributions to HCDhe proposed trailer bill language helps to
address a problem sometimes associated with teckalfés (described in more detail in the Senate
Committee on Governance and Finance backgroundr pfapeits December ® hearing entitled
“California’s Tax Check-off Program: Room for Impement”.
http://sgf.senate.ca.gov/sites/sgf.senate.ca.desibiversight background 12-9-15.pdf that  the
programs can be administratively expensive and assalt, reduce taxpayer dollars available for
program activities. However, the proposal seemsiiccounter to the original legislation which sotigh
to establish a competitive process. It is reas@ntiat HCD would not want to spend a relativelgéar
amount administering a relatively small competitpregram. An alternative approach to consider is
having Habitat for Humanity award grants througiompetitive, project-specific grant process.

Staff Recommendation: Hold open.
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Issue 4: Proposition 1C Adjustments |

Governor's Budget Request: The Governor's budget requests the following adpesits to
Proposition 1C local assistance budget authority:

* An appropriation of $20 million in disencumberedillninfrastructure Grant (IIG) funds to
provide awards for new projects (and budget bitiglaage to allow for the liquidation of
encumbrances until June 30, 2021.)

¢ A $4.5 million increase to the Housing-Related B&kogram (HRPP) appropriation.

» Extension of the liquidation period for existingGllawards, including California Recycle
Underutilized Sites (CALReUSE) awards, until Jung 2020, and the Transit Oriented
Development (TOD) awards until June 30, 2019.

Adjustment to the January Budget Request:Since the release of the Governor's budget, the
Department of Finance and HCD have made an addltisequest toincrease the 2016-17
appropriation for the 1lIG Program by $2.2 millidar a total appropriation of $22.2 million. The
additional request is due to an unforeseen progatellation.

Background: In 2006, California voters approved Proposition a@horizing the largest state housing
bond in the state’s history. The bond provided iemausly appropriated funding for various programs
and funds for the following programs under annyglrapriations:

* 1IG program. Proposition 1C authorized $850 million for the IpBgram. The program uses
competitive grants to fund infrastructure improvenseto facilitate new housing developments
in residential or mixed-use infill projects. The OReUSE program is a grant and loan
program administered by the California Pollutionrn@ol Financing Authority (Authority) that
finances brownfield cleanup to promote infill remmtial and mixed-use development,
consistent with regional and local land use plaf8 86 (Budget and Fiscal Review
Committee), Chapter 179, Statutes of 2007, allace#60 million of 1IG funds to the
CALReUSE program.)

e TOD Program. Proposition 1C authorized $300 million for the T®Bogram to award loans
for development and construction of housing prgjestgrants for infrastructure necessary for
the development of higher-density housing in clseimity of transit stations.

* HRPP. Proposition 1C authorized $200 million for the HR®Raward grants for the creation,
development, or rehabilitation of community or rdigrhood parks to cities, counties, and
cities and counties with deficient parks or defitipark acreage. (This increase would provide
total budget authority of $32 million for HRPP.)
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Budget Act appropriations are needed to award disabered or reallocated funds for IIG and HRPP,
since they are not continuously appropriated. Addlly, infill developments are complex, multiyear

projects that sometimes encounter unforeseen praleays and without an extension of the
liquidation period, these projects would be camckedr delayed until new funding is found.

HCD has disencumbered funds from IIG awards andddupreviously set aside for program
administration in the HRPP that are now availableafdditional awards. Additionally, although HCD
initially awarded all Proposition 1C funds durifgeteconomic crisis, some project sponsors delayed
their projects due to worsening market conditiom$ mow need additional time for completion.

Staff Comment: Staff has no concerns with the proposal.

Staff Recommendation: Approve the proposal as budgeted, including theitiadal request to
increase the IIG Program appropriation by $2.2iamillfor a total appropriation of $22.2 million in
2016-17.

Vote:

Senate Committee on Budget and Fiscal Review 11
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ISSUES PROPOSED FOR VOTE-ONLY

8790 COMMISSION ON DiIsABILITY ACCESS

Overview. The 1990 American with Disabilities Act (ADA) and California Building Standards
Code require buildings, structures, and facilities be made accessible to and useable by persons
with disabilities. The Division of the State Architect focuses on the development and
maintenance of access regulations; and the Department of Rehabilitation works in partnership
with consumers to provide services, independent living, and advocacy for individuals with
disabilities.

Senate Bill 1608 (Corbett), Chapter 549, Statutes of 2008 established the Commission on
Disability Access (Commission) to study existing disability access requirements and compliance,
and to promote better compliance with existing laws and regulations. Today, the Commission
services to help consumers, business owners/operators, and persons with disabilities understand
the responsibilities under the ADA and California regulations to create accessible environments.
The Commission coordinates with state agencies and local building departments to prevent and
minimize compliance problems. In addition, the Commission determines the efficacy of public
and private inspection programs, and acts as a centralized education hub for disability access
compliance. Currently, the Commission is the only state agency that collects data on the impact
of access non-compliance, and focuses on businesses and property owners’ education needs,
responsibilities, and legal liabilities related to access compliance.

Budget. The budget provides $639,000 General Fund and 3.6 positions to the Commission.

Issue 1: Construction-related Accessibility Claims (AB 1521)

Budget. The budget includes a $100,000 General Fund augmentation and one position to
implement the provisions of Assembly Bill 1521 (Committee on Judiciary), Chapter 755,
Statutes of 2015.

Background. SB 1186 (Steinberg), Chapter 383, Statutes of 2012, requires the California
Commission on Disability Access (Commission) to collect and report on its website the top ten
most frequently alleged construction-related physical access violations. From January to
December 2015, the Commission received 2,946 records of court filings and/or demand letters,
an average of 246 records per month. According to the January 2016 report to the Legislature,
the Commission relies on interns, volunteers, or law clerks from stakeholder agencies to review
demand letters and legal complaints alleging violations. Commission staff — comprised of one
Executive Director, two analysts, and one office technician — must manually analyze the
information, code the violations according to a list, and enter the data into an Excel matrix.

According to the Commission, between September 2012 and October 2014, 5,392 complaints
(including demand letters) were filed (in both state and federal courts). More than half (54
percent) of the complaints were filed by just two law firms. Forty-six percent of all complaints
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were filed by just 14 parties. Further, accordiaghe Commission, “these types of lawsuits are
frequently filed against small businesses on theisbaf boilerplate complaints, seeking

expedited cash settlements rather than correctidheoaccessibility violation.” In response to

the high-volume of lawsuits, AB 1521 imposes addisil procedural requirements on high-

frequency litigants. Among other provisions, AB 15Pequires an attorney, who serves a
complaint, to notify the Commission within five dagf judgment, settlement, or dismissal, the
outcome of the case. Specifically, the attorneytrmgude the following information:

* Whether the violations were remedied;

* Whether the plaintiff achieved a favorable resaitid,

* Whether the defendant submitted an applicatiomfoearly evaluation conference or site
inspection.

Since October 2015, the Commission estimated ar60Acdtcase resolutions were directly related
to AB 1521. The Commission requests the additisteffing to address the additional workload
associated with implementing AB 1521 and to ashistexisting workload of analyzing demand
letters and complaints.

Staff Comment and Recommendation. Approve as requesl. Given the Commission’s
reliance on volunteers and student assistantdfith éxisting responsibilities, it appears thaeth
need for additional staffing predates the provisiai AB 1521. To address the workload
associated with increased notifications pursua@Bd 521, the budget request appears justified.
Next year, the subcommittee may wish to considethéu oversight about the Commission’s
hiring of the position and additional issues redate accessibility claims.

Senate Committee on Budget and Fiscal Review
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DISCUSSION ITEMS

7910 OFFICE OF ADMINISTRATIVE LAwW

Overview. The Office of Administrative Law (OAL) reviews ove00 state agencies’ proposed
administrative regulations for compliance with @ainia’s Administrative Procedure Act
(APA); for transmitting these regulations to thei®¢ary of State; and for publishing regulations
in the California Code of Regulations. In additi@?AL evaluates petitions from the public that
challenge a state agency rule, also known as aypotiprocedure, as an underground regulation.
OAL will issue a legal opinion as to whether thatstagency is operating with a rule that has not
been duly adopted pursuant to the APA. ThrougiRéterence Attorney service, OAL provides
direct legal advice to state agencies and the pubgarding California rulemaking law.

In 2014 and 2015, over 1,023 files were submitte@AL, affecting 8,426 regulations. Each file
submitted concerns a regulatory action that affantsvhere from one regulation section to over
a hundred sections. Below is a chart that displlagsiumber of petitions OAL received.

Year | Total Number of Number of Number of [Number of [Number of
Number | Determinations | Section 280 | incomplete [Petitions  |Petitions
of or Summary Certifications | Petitions declined to withdrawn
Petitions | Dispositions received that were pe
received | issued from state never considered

agencies completed by OAL
2014 |87 12 5 B8 63 1
2015 {71 9 2 1 58 1

Most of the petitions are filed by inmates in thalifornia Department of Corrections and
Rehabilitation (CDCR). In 2014, 61 petitions chafied rules by CDCR; in 2015, 40 petitions
challenged CDCR rules. Of these, four determinatiar2014, were deemed to be underground.

Currently, OAL uses ProLaw, an off-the-shelf protdinat has been customized, as the database
for all files and notices submitted to OAL. An OAdttorney uses ProLaw to track legal issues
during his or her review of a proposed regulatatyom. Then, OAL can use this information, to
determine what legal issues and procedures sheulddosed on during training classes.

Budget. The budget includes $3.4 million ($1.9 milion Gexle Fund, $111,000
reimbursements, and $1.4 million Central Cost Recp¥und) and 20 positions for the OAL.
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Issue 1: Enhanced Regulatory Training

Budget. The budget proposes $177,000 ($101,000 General, Bi6d000 Central Service Cost
Recovery Fund) for one attorney position, who wiibvide training on rulemaking actions for
state agencies.

Background. State agencies adopt regulations that govern s@seand impact Californians.
In order for state agencies to learn about the Adstrative Procedure Act (APA) requirements,
the Office of Administrative Law (OAL) holds a tler€lay training program for state employees.
In this program, employees learn how to understand comply with the rulemaking
requirements. Specifically, agency personnel aie¢d on the following:

* Ensuring agency regulations are clearly writtercgssary, and legally valid;

» Conducting an economic impact assessment of thpopeal regulatory action;

* Providing a public notice; and,

» Creating a record for review by OAL, and if necegshy the courts in any litigation.

From the inception of the training program in 1288&il May 2005, there has never been a single
unit dedicated to conducting the classes. Initjaliygre were two primary senior attorneys, with
two to three other attorneys participating. Over flears, one senior-level attorney conducted
this three-day training — even continuing to leld training after his retirement in 2005 until
2012. After two other attorneys, who also assistethe training, retired, four full-time OAL
attorneys now conduct the training in additionheit workload. This represents a diversion of
37.5 hours per month from the four attorney’s aotrrgorkload to accommodate their abilities to
provide this training, as well as additional follays from each class.

Approximately nine training classes are schedutetually. Currently, there is a waitlist of more
than 250 state employees for the voluntary training

The training costs $420 per student, effective dand, 2016 — a $70 increase from last year.
OAL notes “the training price is being increasedraflect the increased cost of materials and
equipment” to operate the class.

The current size of the training room accommodatesnore than 22 students. The $420 cost
breakdown of each student follows:

Cost per student, assuming 22 students per class

Printed materials 89
Training classroom 73
Attorney time 107
Administrative time 55
Cost of equipment 3
Total cost per student $417
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Justification. OAL recently installed a data system that allotivsack the number and type of
legal issues that are a persistent challenge &be sigencies to comply with the APA. According
to that data, 94 percent of matters submitteddwoien in the last six months needed corrections.
According to the OAL, the one position is needealrfteet the demand placed by state agencies
for this training, and [to] enhance training sottbite agency rulemaking actions are no longer
substandard and are conducted as efficiently asiljes

Implementation Plan. OAL intends to have the one attorney achieve til®wing, among
other goals:

* Increase the number of three-day training classmasa fine classes to 20 classes in two
fiscal years.

* Focus the training on most frequent and commorniaigeés of APA requirements.
» Conduct two half-day classes regarding undergraagdlations.
» Conduct special presentations to state agenciesspecified area of law.

* Make presentations to staff of the Senate and Aslserand deputies of the Office of
Legislative Counsel.

» Create “how-to” webinars, to be posted, on the Qvdbsite.

To address the (as of February 19, 2016) 150 stamployee waitlist, the OAL intends to
immediately increase the number of classes each peaording to the OAL, they intend to
“target 14 classes in 2015-16 and 20 classes irY-281 Further, OAL anticipates it can
eliminate the waiting list within two to three ysamwhile maintaining the increased ‘20-class-
per-year schedule.” The attorney will also help AL during the November and December
workload.

Staff Comment and RecommendationApprove as requested, as no concerns have beed.rais
Questions

1. How frequently do state employees receive thisimngi(e.g., every two years, or as a
new hire only)?

2. Please provide some examples of the types of ABAirements that state agencies
frequently find most challenging.
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8620 FRAIR PoLiTicAL PrAcTICES COMMISSION

Overview. The Fair Political Practices Commission (FPPC) nsirdependent non-partisan
agency who regulates and enforces actions perfotmgegovernmental officials and agencies
and requires extensive disclosure reports to peotlte public with access to government
processes. The FPPC provides education about fiteed&dreform Act of 1974 and according
to the agency, “provides for public officials’ dissure of assets and income to avoid conflicts of
interest.”

Public officials whose decisions could affect thetonomic interests are required by law to file
economic interest disclosure statements, titlecté®tent of Economic Interests” (SEI) also
known as "Form 700". These statements become puddiords after they are filed. The SEI
reporting process provides transparency and ensiw@suntability in two ways: 1) it provides
necessary information to the public about a pubficial's personal financial interests to ensure
that officials are making decisions that do notarde their personal finances, and 2) it serves as
a reminder to the public official of potential cbafs of interests so the official can abstain from
making or participating in governmental decisidmattare deemed conflicts of interest.

Budget. The budget includes $11.9 million ($11.2 million r@eal Fund and $741,000 in
reimbursements) to support the FPPC. The agenc8tastablished positions and 4.5 vacancies
which includes two two-year limited-term positions.

Issue 1: Statement of Economic Interests Reporting Gifts of Travel |

Budget. The budget requests an increase of $210,000 GeRenal authority for 2016-17 and
$196,000 ongoing, as well as 1.5 positions to imigliet the provisions of Senate Bill 21 (Hill),
Chapter 757, Statutes of 2015.

Background. The Fair Political Practices Act regulates campaiig@ancing and spending,
financial conflicts of interest, lobbyist regisiat and reporting, and governmental ethics. The
Act prohibits public officials from receiving giftsn excess of $440 from a single source in a
calendar year, with exceptions. One exception i® dift limit is for payments made to public
officials for travel reasonably related to a legisle or governmental purpose, or to an issue of
state, national, or international public policy grald for by a 501(c)(3) nonprofit organization.
Public officials are required to report travel pants from nonprofits on their Form 700. If a
donor uses a nonprofit as an intermediary to paypfmlic officials’ travel, the donor to the
nonprofit is considered to be the source of the fgfthese cases, the public official is required
to report both the donor to the nonprofit and tbaprofit on his or her Form 700. As such, the
travel is subject to the $440 gift limit.

SB 21 (Hill), Chapter 757, Statutes of 2015, createew requirements for nonprofit

organizations that pay for travel for state andalaglected officials. Specifically, it requires a
nonprofit organization that regularly organizes &odts travel for elected officials, as specified,
and that pays for these types of travel for antetkstate officer or local elected officials to
disclose the names of donors who, in the preceg#ag, donated to the nonprofit organization
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and accompanied an elected officer or officehofdeany portion of the travel. The legislation
also requires FPPC to analyze and determine whimhpnofit organizations trigger this
additional reporting requirement.

A nonprofit organization that makes travel paymaegitsither (1) $5,000 or more for one elected
state or local officeholder, or (2) $10,000 or mareyear for elected state or local elected
officeholders, and whose expenses for such trasgments total one-third or more of the
organization's total expenses in a year as retlemtethe organization's Internal Revenue Service
Form 990, would trigger reporting. And, once it'staimined that a nonprofit organization
triggers this disclosure, it must disclose to thembhission the names of donors who donated
$1,000 or more in the past year and also went etrips.

As a new requirement, the FPPC will need to promtelgregulations to interpret these
requirements. It will also need to develop an ehtinew form to enable this disclosure. The
legislation raises legal questions as to the FPRG&iction to enforce these provisions against
nonprofit organizations. In addition, the EnforcetnBivision is concerned that the "one-third of
total expenses" requirement would be difficult toye in light of the reporting and language
variations used by nonprofit organizations on thank 990, as well as the difficulty in
establishing that the expenses reported were defatelected officers. The FPPC will need to do
additional training and outreach to nonprofit orgations and public officials. For all these
reasons, there is additional workload as a reduthe legislation. The statute also requires a
person who receives a gift of a travel payment feomy source to report the travel destination on
his or her Form 700. This will require the FPPQ@nodify the Form 700 and instructions, as well
as update trainings and provide additional advides proposal would add one and one-half
permanent positions: 1 Associate Governmental BrogAnalyst and 0.5 Senior Commission
Counsel.

Justification. According to the department, the positions wouldate a new travel form to
ensure that travel payments made by nonprofit azgéions are reported in a consistent and
standardized manner; revise the Form 700 and trpagment form instructions; prepare
outreach materials; provide oral and written legdVice regarding the new law; and provide
training for staff and filers at local and stateemges. In addition, the FPPC notes the positions
would provide long-term functions that would beh#ie department, namely:

* Perform the complex enforcement investigations Iwimg nonprofit organizations under
the new requirements of SB 21; and

* Research and train individuals regarding the IR&am 501(c) organizations.

Staff Comment and RecommendationAlthough some of the job duties and functions appea
to be temporary, the department notes its necessityave staff to specialize in nonprofit
jurisdictions and matters. Staff recommends appigpuvihe proposal as requested, with the
opportunity to revisit the issue next fiscal year dversight.
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Questions

1. Please provide some context for how nonprofitsaaremerging jurisdiction for the
department.

2. Please describe how SB 21 raises “legal quest®ts BPPC'’s jurisdiction to enforce
provisions against nonprofits.”

Senate Committee on Budget and Fiscal Review



Senate Budget and Fiscal Review—Mark Leno, Chair

SUBCOMMITTEE NO. 4Agenda

Senator Richard D. Roth, Chair
Senator Janet Nguyen
Senator Richard Pan

Thursday, March 3, 2016
9:30 a.m. or upon adjournment of session
State Capitol - Room 2040

Consultant: Samantha Lui
PART B

PROPOSED FOR VOTE-ONLY

[tem Department Outcome
8790 Commission on Disability Access
Issue 1 Construction-related Accessibility Claims Approve, 3-0

DISCUSSION ITEMS

[tem Department Qutcome
7910 Office of Administrative Law
Issue 1 Enhanced Regulatory Training Approve, 3-0

8620 Fair Political Practices Commission
Issue 1 Statement of Economic Interest Reporting: Gifts of Travel Approve, 3-0



Senate Budget and Fiscal Review—Mark Leno, Chair

SUBCOMMITTEE NO. 4 Agenda

Senator Richard D. Roth, Chair
Senator Steven M. Glazer
Senator Janet Nguyen

Senator Richard Pan

Thursday, March 10, 2016
9:30 a.m. or upon adjournment of session
State Capitol - Room 2040

Consultant: Samantha Lui

PROPOSED FOR VOTE-ONLY

|te Department

2100 Department of Alcoholic Beverage Control
Issue 1 Legislative — Senate Bill 796 Sunset Deletion

1111 Department of Consumer Affairs (DCA)

Issue 1 Board of Accountancy — Cashiering Staff Augmentation

Issue 2 Court Reporters Board — Occupational Analysis

Issue 3 Medical Board — Medical Expert Reviewers

Issue 4 Acupuncture Board —Curriculum Review and Licensing (SB 1246)

Issue 5 Board of Registered Nursing — Enforcement Audit (SB 466)

Issue 6 State Athletic Commission — Drug Testing (SB 469)

Issue 7 Department of Consumer Affairs/Bureau of Vocational Nursing and Psychiatric
Technicians Administrative and Enforcement Program Monitor (AB 179)

Issue 8 Board of Behavioral Sciences — Increased Position Authority in Licensing and

Examination Units 10
Issue 9 Bureau of Real Estate — Subdivision Workload 11
Issue 10 Bureau of Security and Investigative Services — Licensing and Enforcement Positions
Issue 11 Dental Board — Enforcement Support Staff 13
Issue 12 Board of Occupational Therapy — Licensing and Enforcement Staff Positions
Issue 13 Physical Therapy Board — Licensing Staff Augmentation 16
Issue 14 Speech Language Pathology and Audiology and Hearing Aid Dispensers Board —

Licensing Staff Augmentation 17
Issue 15 Board of Professional Engineers, Land Surveyors, and Geologists — Exam

Development Personnel Selection Consultant 18

Issue 16 Dental Hygiene Committee (DHCC) — Probation Monitoring Staff Augmentation
Issue 17 Board of Psychology — Program Technician 20

T
(o] oOo~NO O A b~ D w w E
D

12

14

19



Subcommittee No. 4

8940

Issue 1
Issue 2
Issue 3

8955

Issue 1
Issue 2
Issue 3

2100
Issue 1

1111

Issue 1
Issue 2
Issue 3
Issue 4
Issue 5
Issue 6

Issue 7
Issue 8
Issue 9

8955

Issue 1
Issue 2
Issue 3
Issue 4
Issue 5
Issue 6
Issue 7
Issue 8
Issue 9

8940
Issue 1

California Military Department

Search and Rescue

Cadet Uniform

Facilities Operations and Maintenance Aets/

California Department of Veterans Affairs

Northern California Veterans Cemetery Dnb\djtigation
California Email System and Wide Area NeknFee Increase
Human Resources Division Staff

ISSUES PROPOSED FOR DISCUSSION/VOTE

Department of Alcoholic Beverage Control
Staff Resources for Information Technology

Department of Consumer Affairs

Osteopathic Medical Board — Office Tedanis and Rent Increase
Veterinary Board

Medical Marijuana Regulation and Traildr B

Medical Board — Staff Augmentation

State Board of Optometry and Trailer Bill

March 10, 2016

21
21
22
23

25

25
26

27

28
29

30
32

33

34

38

39

Oversight: Board of Pharmacy — ControlledsEance Utilization, Review, and Evaluation

System (CURES) Program

Board of Pharmacy — Sterile Compoundingifi@s (SB 294)
Board of Pharmacy — Combatting Prescrifbiag Abuse
Naturopathic Medicine Committee

California Department of Veterans Affairs

Oversight — Claims Representation in CoMietgran Service Offices
Oversight: Strike Teams and U.S. Departioievieterans Affairs Claims

Veterans Housing and Homeless Preventmgrdn
Overview of Veterans Homes of Californi& ()
Residential Nursing Care

VHC: West Los Angeles Memory Care Unit
VHC: Fresno and Redding Food Services

VHC: Yountville Kitchen Renovation

Cemetery Operations

California Military Department
Capital Outlay Proposals

40
41
42

43

44
44
46

49

50

52

54

55

55

57

58
58

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need special
assistance to attend or participate in a Senate Committee hearing, or in connection with other Senate
services, may request assistance at the Senate Rules Committee, 1020 N Street, Suite 255 or by calling

(916) 651-1505. Requests should be made one week in advance whenever possible.

Senate Committee on Budget and Fiscal Review



Subcommittee No. 4 March 10, 2016

ISSUES PROPOSED FOR VOTE-ONLY

2100 DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL

Issue 1: Legislative — Senate Bill 796 Sunset Detet |

Budget. The budget proposes to convert one limited-ternitiposto a permanent position to continue
enforcement activities, resulting from Senate B#6 (Committee on Governmental Organization),
Chapter 311, Statutes of 2015.

Background. “Tied-house laws” are federal and state laws thiaihgt to prohibit brewers, distillers,
winegrowers and other alcohol beverage suppliersm frexerting undue influence over
retailers. Existing law provides several exceptiaosthe tied-house provisions, such as allowing
licensees to sign autographs at off-sale retadtions under specified conditions. Bottle autognagh
at events has presented significant enforcemetiedgas to ABC, now that the bottle is determined t
be a valued good.

SB 796 eliminates the January 1, 2016 sunset, natvodzing alcoholic beverage suppliers to
participate in promotional events held at an ofégatail licensed location, and to provide autpgsa
on bottles or other items to consumers. Further, (Hall), Chapter 329, Statutes of 2013,
authorized, until January 1, 2016, autographs anstnuctional event for consumers held at a retsil
licensed premise. As a result of the workload aassed with AB 636, the Department of Alcoholic
Beverage Control (ABC) received funding for onegtyear limited-term agent in the 2015 budget.

The deletion of the January 1, 2016 sunset malesethvents and the added authorized autographed
bottles, a permanent exception, creating a neeorwert the limited-term position to permanent and
extend funding for two additional years, at whichd, ongoing resource needs will be reevaluated.

Between October 2015 and January 2016, ABC receB@aomplaints related to these types of
events. Of the seven investigations completed,iieee found to have no material issues and two were
found to have issues that warranted administratotsn.

Workload Measure 2015-16
Number of Complaints Received 30
Number of Investigations Initiated 30
Number of Investigations Completed 7
Number of Accusations Filed 2

Staff Recommendation Approve as requested, as no concerns have beed.rais
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1111 DePARTMENT OF CONSUMER AFFAIRS (DCA)

Issue 1: Board of Accountancy — Cashiering Staff Agmentation |

Budget. The Board requests $154,000 (Accountancy Fund.eBsains and Vocations Fund) in the
budget year and $138,000 (Accountancy Fund, Priofessand Vocations Fund) ongoing for two
office technician positions to complete cashierifignctions in compliance with the State
Administrative Manual Guidelines and to processtymicensure and registration renewals.

Background. Over the last three fiscal years the CBA cashiedfiige processed approximately $6
million annually in state funds. In October of 20520 was missing from a deposit transmitted from
the CBA office to the Department of Consumer ABa(DCA) Central Cashiering Unit. According to
CBA, after an extensive search, the money wasouatéd. The CBA’s Executive Officer requested
the DCA’s Division of Investigation to conduct artérnal investigation, and requested DCA’s Internal
Audits to assess the CBA's internal controls arahgmission of monies. The on-site audit, which
included a review of processes, procedures, casieranuals and duties, found several deficiencies,
including the inadequate separation of duties anodsecondary review or reconciliation of the
cashiering function.

Currently, three staff (one reception staff and tstaff from the Licensing Division) and a blanket
position have been redirected to assist with th@&'€Bashiering and mailroom functions. In addition,
the CBA noticed an increase in stakeholder ingsiri@hich “can be attributed to the increased
inquiries and complaints associated with the ded&yprocessing applications for examination or
licensure.”

Staff Recommendation Approve as requested.

Issue 2: Court Reporters Board — Occupational Analgis |

Budget. The Board requests $53,000 (Court Reporters Funthda budget year and $47,000 (Court
Reporters Fund) in 2017-18, for an occupationallyarsa for the Board's English, Professional
Practice, and Machine Skills licensing exams. Témupational analysis is needed to create a question
bank, reflective of current court reporting knowdedand practices.

Background. The Court Reporters Board licenses shorthand reqgoitnown as court reporters,
and administers a minimum-level competency tegiuleging the minimum curriculum that court
reporting schools and programs must offer.

To ensure the Board’s licensing exams were relet@murrent court reporter practices, and legally
defensible, the Board contracted with DCA’S OffadeéProfessional Exam Services (OPES) to perform
an occupational analysis. The results of this aislywere incorporated into the current exam in 2009
However, the current exams no longer reflect ugtlptactices in the last six years. Specificallgrén
have been changes to the requirements for intengré@nust now be court-certified) and changeseo th
gift-giving regulations. In addition, laws relatealthe Transcript Reimbursement Fund have changed,
as has a law requiring a contracting relationsleipveen court reporters and attorneys to be included
deposition notices. These changes are not reflectdd current exam.

Senate Committee on Budget and Fiscal Review 4



Subcommittee No. 4 March 10, 2016

According to OPES, exams validation studies musipédormed every three to seven years. An
updated occupational analysis can help ensuresHilég and knowledge being tested are reflective of
the marketplace.

Implementation. The Board would enter into an interagency contkaith OPES to facilitate and
validate the occupational analysis. OPES convenegalay workshop with subject matter experts
and sends a survey to a sampling of licenseessilihey data is gathered, and additional workshops
with subject matter experts and focus groups revaed evaluate the content. From there, OPES
would prepare final reports regarding the outcornéhe studies and would address the validity of the
examinations for shorthand reporters. Additionay2ES would develop an updated exam plan, which
forms the basis of the license examinations.

Staff Recommendation Approve as requested.

Issue 3: Medical Board — Medical Expert Reviewers |

Budget. The Board requests $206,000 (Contingent Fund oMédical Board of California) ongoing
to fund expert reviewers’ enforcement costs.

Background. The Expert Reviewer Program was established aspartial and professional means to
support the investigation and enforcement functiohthe Board, by reviewing the facts of medical
cases and determine if the standard of care has best. Experts also conduct professional
competency, physical, and psychiatric examinations.

The Board sent 765 cases to 418 experts (of tf88Bdtive experts) in fiscal year 2014-15. Although
there are 1,138 active experts, they are dispdlsedgh 26 medical specialties (cardiologist, famil
medicine, pediatrics). Because the Board sends ¢asghysicians in the same specialty, some areas
receive a high volume of cases. For example, wihidge were 47 pediatric experts available, only
eight cases needed to be reviewed. On the othel, Hdi cases were related to psychiatry, but the
Board only has 69 experts.

In the last few years, the Board has exceedediitwazed expenditures because the number of cases,
including complex cases, have increased; and sasesaequire two expert reports.

Staff Recommendation Approve as requested.
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LEGISLATIVE IMPLEMENTATION

The following DCA budget requests pertain to wogkdassociated with implementing recently passed
legislation.

Issue 4: Acupuncture Board —Curriculum Review and licensing (SB 1246) |

Budget. The budget requests $512,000 (Acupuncture Fund)thim budget year, $373,000
(Acupuncture Fund) in 2017-18 and ongoing, to fdadr positions in the Licensing Curriculum
Compliance Unit, as well as modifications to theaRbs IT system, Consumer Affairs System, to
comply with Senate Bill 1246 (Lieu), Chapter 39%at8tes of 2014.

Background. Senate Bill 1246, one of the Senate Business aofe$dions Committee “sunset
review” bills, extends the sunset date of the @atifta Acupuncture Board (CAB) to January 1, 2017,
revises acupuncture program approval requiremantsextends the sunset date of CAB’s authority to
appoint an executive officer (EO) to January 1,7208mong other provisions, the bill requires the
Board to establish standards for approving educdtaining and clinical experiences received owasid
of the U.S. and Canada.

LAO Comment and Recommendation.We recommend the Legislature modify the Governor’s
proposal by (1) approving $179,000 for two posisido address additional licensing workload on a
limited-term rather than permanent basis, becabge angoing level workload associated with

licensing activities is highly uncertain; and (2)jecting the remaining two positions ($173,000)

requested for curriculum review of non-Board-apgebschools and development of standards for
curriculum for foreign training programs. Third,eth AO recommends rejecting the $160,000 for
additional office space because the uncertaingtedl|to workload and staff on an ongoing basis.

Staff Comment and Recommendation. Reject proposaDn February 29, 2016, the Department of
Finance requested to withdraw the proposal. Sefdmmends concurring with the Administration’s
request at this time.
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Issue 5: Board of Registered Nursing — Enforcememudit (SB 466)

Budget. The Board of Registered Nursing (BRN) requestsOf (Board of Registered Nursing
Fund, Professions and Vocations Fund) to reimbthseState Auditor's Office for conducting an
enforcement audit, beginning February 1, 2016, d¢odnber 31, 2016.

Background. In 2015, the Senate Business, Professions and Egoridevelopment Committee and
Assembly Business and Professions Committee coedugtint oversight hearings to review 12
regulatory entities, including the Board. The cortteas identified a number of concerns related ¢o th
Board's enforcement efforts. SB 466 requires tlageStuditor's Office to conduct a performance audit
of the Board's enforcement program, to be fundethbyBoard. Senate Bill 466 (Hill), Chapter 489,
Statutes of 2015, also requires the Board to rewetools' clinical instruction to determine if it
adheres to the regulations for granting educatioredits for persons who received military eduaatio
and experience as a registered nurse, review aipls from schools to determine if they are elagib
to grant credit for military experience and edumatirevoke nursing program's approval if they db no
give credit for military education and experienaad review applications from any person who has
served on active duty to determine if their mijtagducation and experience qualifies them for
licensure.

In addition, SB 466 requires, by February 1, 2ahé, State Auditor to begin a performance audit of
the Board's enforcement program, and report thdtsesf the audit, by January 1, 2017. The estichate
cost of the audit is $450,000, as provided by ttaeSAuditor’s Office.

Staff Comment. The Board's fund condition has been decliningherpast 3 years and is projected to

continue this decline. The Office of Administratileaw approved an emergency fee increase
regulation, effective August 2015. A fee study veamducted and is currently under review by the

Board, which will support these fee increases. Bbard's appropriation is not adequate to fund these
costs. The subcommittee may wish to consider atavsgersight review of the fund status of certain

boards, bureaus, and committees that requestdesases at a later hearing date.

Staff Recommendation Approve as requested.
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Issue 6: State Athletic Commission — Drug TestingSB 469)

Budget. The California State Athletic Commission (CSAC)uegts $115,000 (Athletic Commission
Fund) in the budget year and $107,000 ongoing rid 1 0.5 associate governmental program analyst
(AGPA) and associated drug testing provisions, ymms to Senate Bill 469 (Hill), Chapter 316,
Statutes of 2015.

Background. Currently, the Commission budgets $31,860 anndaHlylrug testing approximately 70
athletes out of approximately 2,000 competing &#isleSB 469 authorizes the Commission to conduct
drug testing at any time during a fighter's perafdicensure. The Commission interprets this as an
increase in a minimum of 50 drug tests per yearrédily, the Commission has a contract with UCLA
to read the drug tests. The cost for each drugp@se! is $1,200. The Commission estimated having
conducted 284 field tests and finding 35 positinggdests. Specifically:

* In Fiscal Year 2014-15, there were 19 positive dasgs. Of those positive drug tests, 11 tested
positive for marijuana, four for elevated leveldedtosterone, and the remaining four tested
positive for steroids. All of the licensees werg@ended from one month to two years; and
fined ranging from $100 to $10,000.

* In Fiscal Year 2015-16 to date, there were 16 p@asdrug tests. Of those positive drug tests,
13 tested positive for marijuana, one for elevd¢wels of testosterone, one for failure to
disclose medications, and one for steroids. Atheflicensees were suspended from one month
to two years; and fined ranging from $400 to $2,500

Tests are mostly randomly selected, however, gelfights, testing is scheduled the night of tightfi
Additionally, according to the Commission, it “tetg fighters who have previously failed drug tests
have reason to believe may have taken drugs ipdake”

Staff Comment. The subcommittee may wish to conduct oversight ha$ issue at next year's
hearings, for further discussion about the costeamh panel relative to the findings of positiveiglr
tests.

Staff Recommendation Approve as requested.
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Issue 7: Department of Consumer Affairs/Bureau of ‘cational Nursing and Psychiatric
Technicians — Administrative and Enforcement Progran Monitor (AB 179)

Budget. The department requests $150,000 in budget yedi$H50,000 in 2017-18, to contract with a
consultant, effective March 1, 2016, to providevems as an Administrative and Enforcement
Monitor, to monitor and evaluate the administragpwecess and disciplinary system and procedures of
the Board of Vocational Nursing and Psychiatriciirecians (BVNPT).

DCA will absorb the current year costs of the cacit($124,000). Additionally, this proposal reqgest
the same budget augmentation for the BVNPT in budgar, and 2017-18, to reimburse the
department for the costs of the contract.

Background. During DCA’s Sunset Review process, policy comresteaised serious concerns about
the management and operations of the Board. Sgaltyfi concerns included: board members did not
participate in committees, the Board’s fund comditithe moratorium of the school approval process,
inadequate staffing levels, enforcement procesdelgys, inconsistencies in reported metrics, ard th
lack of concern about how the Board was manageaparhted.

Assembly Bill 179 (Bonilla), Chapter 510, Statutds2015, requires the Director of DCA to appoint
an Administrative and Enforcement Program Monit&dEPM) to monitor and evaluate the
administrative processes and disciplinary systemispgrocedures of the BVNPT. The bill requires the
appointment be made no later than March 1, 2018, tha Director may retain a person for this
position by a personal services contract. The AERM monitor and evaluate the BVNPT's
administrative processes, with specific concerdraton the management of staff, assistance of
BVNPT board members, and the working relationshiphvihe Legislature; and the BVNPT's
disciplinary system and procedures, with specibaacentration on improving the overall efficiency
and consistency of the enforcement program.

AB 179 requires the AEPM to submit periodic repartshis or her findings and conclusions to the
BVNPT, DCA, and the Legislature by July 1, 2016d aabsequent reports by November 1, 2016, and
February 1, 2017, and a final report before Jandar2018. This will ensure that the monitoring,
evaluation, and recommendations and findings or BMNPT's administration and enforcement
processes are addressed, as required by AB 179.

Staff Comment. The department shares that the contract with ¢éimelar is currently in process, is
currently at DGS for review. The request appearsistent with recommendations made during last
year’s joint oversight hearings.

Recommendation Approve as requested.
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LICENSING, ENFORCEMENT, and OTHER STAFF AUGMENTATIO NS

The following DCA budget requests are proposalsdbgment the number of staff to achieve timely
processing of licensing applications or renewalsimproved enforcement functions.

Issue 8: Board of Behavioral Sciences — Increasedos$ition Authority in Licensing and
Examination Units

Budget. The budget proposes $557,000 (Behavioral Sciencamifers Fund, Professions and

Vocations Fund) in the budget year, and $533,06h&Bioral Science Examiners Fund, Professions
and Vocations Fund) ongoing for eight positionss (Bianagement services technician, two office
technicians; and two office assistants) in the hgieg and Examination Unit.

Background. The Board of Behavioral Sciences (BBS) licensexified mental health professionals,
including: licensed marriage and family therap{¢ét®1FT); licensed clinical social workers (LCSW);
licensed educational psychologists (LEP); licengedessional clinical counselors (LPCC); marriage
and family therapist interns (IMF); associate dalisocial workers (ASW); and professional clinical
counselor interns (PCCI). As of June 30, 2015 Rbard has over 102,000 licensees and registrants, a
16 percent increase since 2012-13. The increasatberof licensees and registrants corresponds with
higher volume of mail, applications, requests fddr@ss and name changes, database file entry and
maintenance, certification of licensure requestd, iaquiries for assistance.

As of January 1, 2016, the Board’s examination weasructured, now requiring all registrants to take
the Law and Ethics examination within one yearegfistering for the Board. According to the Board,
“This new requirement creates a new workload i ghaew population of individuals must enter the
examination cycle upon registration. Previouslylividuals entered the examination cycle only upon
completion of their supervised work experience Bdur

Currently, around 36,500 registrants must complghwhis new requirement. The Board anticipates
around 8,000 to 9,000 new applications for registmathat will be required to take this exam.
According to the Board, with only three vacanciesq as a limited-term position and the two in the
Board’s Enforcement Unit), existing staff cannosait this new workload.

Staff Recommendation Approve as requested.
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Issue 9: Bureau of Real Estate — Subdivision Workhd

Budget. The budget proposes $313,000 (Real Estate Funtheirbudget year, and $289,000 (Real
Estate Fund) ongoing for three special investigaitothe Bureau of Real Estate (BRE)'s Subdivisions

Program.

Background. Before marketing new subdivisions in Californiabdividers must apply for and receive

a Public Report from the BRE. Applications for ebkeiReport include an analysis and verification of
such specifics as schools, fire protection, wasawer systems and costs and assessments for
maintaining homeowners' associations and commaasaRrospective buyers must receive a copy of
the Public Report upon request by a prospectivehaser, and always before a buyer becomes
obligated to purchase a lot or unit within a susdon. Following the improvement in California's
economy, an increase in development and new homstrogtion creates an increase in applications
for a Public Report from developers.

Subdivision Applications

Received 2009-10 | 2010-11] 2011-12 2012-13 2013-14 201415
Public Report Applications 1484 1470 1563 2098 2796 3060
Year-Over-Year % Change| 17.60% -1.00% 6.30% 34.20% | 33.30% 9.40%
Average Number of Days 46.2 49.5 45.2 46.4 51.8 50.6

The increase in applications has resulted in aitiaddl 4.4 days on average for BRE staff to isaue
Public Report. The current forecast is for the mw@d growth in the number of applications for a
Public Report, with an increasing risk that the é&uwr would be unable to achieve its statutory mandat

of completing its reviews within 60 days.

According to the Bureau, the three positions valliew an application for a public report in lesarth
16 hours, and reduce the current wait time, frond&ys to 45 days or less, to issue a public report.

The Bureau currently has 28.6 vacancies. Accorthnipe BRE, “All of the current vacant positions

are either recently vacated, offers have been naamdeaccepted, or they are in various stages of
recruitment.” Further, it appears that the vacande.g., Assistant Deputy Commissioner in the
Executive Office, IT position, and two counsel pi@sis) are in units that cannot be redirected.

Staff Comment and RecommendationApprove as requested.
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Issue 10: Bureau of Security and Investigative Serses — Licensing and Enforcement Positions |

Budget. The Bureau requests $245,000 ($166,000 PrivateriBe8ervices Fund and $79,000 Private
Investigator Fund); $221,000 ($150,000 Private 8gcuServices Fund and $71,000 Private
Investigator Fund) in 2017-18; and $143,000 ($7Q2,80ivate Security Services Fund and $71,000
Private Investigator Fund) in 2018-19 and ongoiiog,two program technicians to process license
applications and other licensing documents timalyd one program technician to process private
investigator (PI) initial and renewal applicatidos the Licensing Unit.

In addition, the Bureau requests $241,000 (Pri8ateurity Services Fund); $225,000 (Private Security
Services Fund) in 2017-18; $126,000 (Private Sgc@8ervices Fund) in 2018-19 and ongoing, to

support one staff services manager and one ass@unaternmental program analyst. These positions
will support the Private Security Services Prograrthe Enforcement Unit.

Background on Licensing Unit. The Bureau regulates seven professions involvirey two dozen
different license types: locksmiths, repossesgmisate investigators, proprietary security sersice
private security service and training facilitiestimuctions, and alarm companies. Currently, the
Licensing Unit receives approximately 1,600 compdicgnse applications and 80,000 registrant
license applications in a fiscal year (10,000 doents, on average, monthly). Complexities of the
private security business have increased the uwnitikload and processing times. Approximately 80
percent of guard applications received are subdhitteough the DCA'’s online professional licensing
system; however, 15-20 percent of the applicatimst be manually processed by Licensing Unit
staff, if there are data entry errors by the apgplicAccording to the Bureau, an average of 21xshau
month of staff time was required to resolve guasckgtions.

The Bureau has one of the largest licensee to rstidis (8,000 licensees per employee). Howeves, du
to the growing number of applications received, sgrocessing weeks have been around six to eight
weeks, instead of four to six weeks. Currently, DCAll Center fields the Bureau’s calls two days a
week and receives around 1,000 calls each day.

Background on Enforcement Unit. Enforcement staff carry out compliance inspectiohbcensees,
firearm training facilities, baton training faciés, and provide security guard skills training.atmed
security guards must complete eight hours Powéritest Training prior to licensure, which includes
de-escalation techniques. According to the departmihere are 45,000 active Bureau Firearms
Permits, 80 percent of which are issued to a sigcgdard. As a result of a 2012 pilot project, the
Bureau conducted 15 inspections of firearms trginfiacilities. Of the 15 facilities inspected, 60
percent had egregious violations needing discipfiaations, including license revocation.

Because an enforcement analyst's caseload spaas sew different professions (e.g, investigating
whether an alarm agent was authorized to perfooksimith work, if a private investigator carried out
the terms of his/her contract with a client appiatety), the breath of knowledge to enforce the
multiple provisions of law takes a significant tine learn. With approximately 284,000 security
guards (13 percent carry firearms), the departrineds that it is critical for them to receive traig.

Staff Recommendation Approve as requested.

Senate Committee on Budget and Fiscal Review 12



Subcommittee No. 4 March 10, 2016

Issue 11: Dental Board — Enforcement Support Staff |

Budget. The Dental Board of California requests $128,000n&uilting and Professional Services)
from its operating expenses and equipment fundamngtwo Office Technician Typing positions to
provide clerical support with processing criminalgdministrative, and probationary reports for
investigative staff. The staff will replicate cadecuments for referral to the Attorney General or
District Attorney for probation. In addition, stafifill process contracts for subject matter expérégk
return of materials, and process payment for sesviendered.

Background. The Board regulates approximately 101,000 license48,418 Dentists (DDS), 53,111
Registered Dental Assistants (RDA), and 1,713 Regid Dental Assistants in Extended Functions
(RDAEF). In addition, the Board is responsible $etting the duties and functions of approximately
50,000 dental assistants who work in dental offic@srrently, the Board's enforcement program is
supported by two office technicians positions: doesupport the Board's Northern California
enforcement office, and one to support the Bo&dlgthern California enforcement office.

The Board employs 18 sworn peace officer investigato investigate criminal violations, as well as
administrative complaints against licensed dentsstd auxiliary personnel. The enforcement staff
conducts an average of 800 investigations and 1di@0terly probation meetings per year. This
casework results in an average of 98 criminal amiadstrative case closures, and 80 quarterly
probation case closures per month, which must beegsed by administrative support staff prior to
distribution, closure and filing.

Staff Recommendation Approve as requested.
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Issue 12: Board of Occupational Therapy — Licensingnd Enforcement Staff Positions |

Budget. The Board of Occupational Therapy proposes twostem

e Enforcement. $596,000 (Occupational Therapy Fund) in the budgear and $548,000
(Occupational Therapy Fund) ongoing for six posiidthree associate governmental program
analysts and three staff service analysts).

e Licensing. $121,000 (Occupational Therapy Fund) in the btdgear, and $105,000
(Occupational Therapy Fund) ongoing for 1.5 posgido address the increase in licensing
applications and to support continuing educatioditauthat verify the self-certifications in license
renewals.

Background on Licensing Unit. The Board licenses approximately 1,000 new pracigis each year.
Currently, there are 12,110 occupational therapastd 2,470 occupational therapy assistants with
active licenses. Over the past several years,gpkcations for licensure received by the Board tred
number of licenses issued, has increased stedgipfication/license data for the past few fiscahsge

is as follows:

OT Apps oT OTA OTA TOTAL TOTAL
Fiscal Year | Received | Licenses Apps Licenses Apps Licenses
Issued Received Issued Received Issued
2008-09 627 601 128 124 755 725
2009-10 757 697 104 106 861 798
2010-11 746 647 129 137 875 784
2011-12 826 79( 180 185 1,006 975
2012-13 849 86( 262 256 1,111 1,116
2013-14 986 854 328 291 1,309 1,145
2014-15 979 96( 331 322 1,310 1,282

Since 2004, the Board has had only one full-timéceftechnician to review and evaluate all
applications for licensure and applications foriled permits. In addition to the current increase i
applicants, a number of new schools have opendthwe added new occupational therapy education
programs in California. In addition, existing lawquires applicants be notified within 30 days of
submission of the application, whether the appbeais complete or that it is deficient and what
specific information or documentation is requireccomplete the application. According to the Board,
it is unable to redirect resources to ensure canpé with the 30-day requirement.

Background on Enforcement.The Board receives a number of complaints, inclgdinpervision,
billing and documentation, and scope of practiseies. According to the Board, since 2011-12, the
number of open and pending cases has increastt Viiolation does not warrant license revocation
or denial, the license is placed on probation. HexeDue to inadequate staffing levels, probatisner
are not met with in-person nor are quarterly WhitRrobation Reports (submitted by probationers) and
Work Performance Evaluations (submitted by supersiemployers) being reviewed in a timely
manner to ascertain if terms and conditions aregogiet.
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Workload Measure 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16

Actual Actual Actual Actual Estimated
Complaints Received 541 557 749 738 760
Complaints Closed 565 493 629 737 680
Pending 135 206 326 327 407
Avg. Time to Close 70 70 97 133 178
Range of days to closg g 7 50-79 | 73-158| 97-162|  143-213
(each gtr.)

According to the Board, “Unchanged staffing levelsupled with an increasing complaint volume,
have led to an increase in the pending/open contpladin the last three years, the number of pending
complaints has increased more than 140% (from E3flipg complaints in 2011-12 to 327 pending
complaints in 2014-15) due to the fact that theum@ of complaints exceeds staff capacity to

investigate and process timely.”

Staff Recommendation Approve as requested.
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Issue 13: Physical Therapy Board — Licensing Stafkugmentation |

Budget. The Board requests $268,000 (Physical Therapy Fuarithe budget year, $244,000 (Physical
Therapy Fund) ongoing, for three positions in thgpkcation and Licensing Services Program.

Background. Since 1953, the Board regulates practice of phlysfeerapy by evaluating physical
therapists, physical therapist assistants, Analysis Problem Electroneuromyography and

Kinesiological Electromyography certifications.

Over the past several years, the Board's operatipgnditures have exceeded its revenues, due to
increased enforcement activities and temporary be$ts to address the growing backlogs within the
Board's Licensing and Enforcement Program. The Bbais overspent its budget authority in these
areas for the past four fiscal years, creatingucsiral fund imbalance.

Program Budget PY -4 PY -3 PY -2 PY -1 PY
Authorized Expenditures 3,421 3,321 3,456 3,526 4,175
Actual Expenditures 3,325 3,321 3,303 3,506 4,079
Revenues 3,334 3,185 3,249 3,449 3,517
Authorized Positions 15.4 14.3 13.1 16.1 19.1
Filled Positions 15.0 14.3 12.1 16.1 19.1
Vacancies 0.4 1.0 1.0 0 0

* Actual Expenditures data reflects FY2014-15 (FMIthe Board estimates an increase in revenue, asgutrén
implementation of its revised fee schedule, Jantiag016.

In an effort to meet the increase in applicationrkhaad, the Board redirected 2.3 existing staff
positions, established two permanent intermittersitpns and one AARP volunteer (7,973 additional
work hours) to address its application workload. &Asesult, the Board decreased its backlog from
9,395 hours to 1,422 hours of workload. Since 2@i® Board's volume of applications has increased.

Application Workload

Fiscal Year Applications Received| Licenses Issued pAlications Pending
Closed

2010-11 1,711 1,406 363 305
2011-12 1,953 1,395 170 270
2012-13 1,900 1,431 D 453
2013-14 2,038 1,549 106 2713
*2014-15 2,139 1,663 326 670
**2015-16 2,203 1,712 192 394

o

*Data reflects current fiscal year 2014-15 (FM¥2pata reflects projections based on 3.0% incréasgpplicants an
licenses issued (FY 2014-15). In addition, appiicet closed and pending are based on annual average

Staff Comment. The Board'’s last fee increase was in March 200@. Board anticipates the new fees
changes, from $200 to $300 for renewals and $1 3285 for applications, to be in effect in the fina
quarter of the current fiscal year. Staff recomnsetind subcommittee consider a broader discussion of

boards and bureaus’ fund health and status a¢raHlatring.

Staff Recommendation Approve as requested.
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Issue 14: Speech Language Pathology and Audiologyndh Hearing Aid Dispensers Board —
Licensing Staff Augmentation

Budget. The budget requests $90,000 (Speech-Language Bgytenhd Audiology and Hearing Aid
Dispensers Fund) in budget year and $82,000 (Splesnfuage Pathology and Audiology and
Hearing Aid Dispensers Fund) in 2017-18 for on#f sirvices analyst position to address increased
Licensing Division workload.

Background. The Board regulates over 21,000 individuals andtiestacross ten license types,
including speech-language pathologists (SLP), dogists, dispensing audiologists, speech-language
pathology assistant (SLPA), speech-language paihi@dales, audiology aides, hearing aid dispensers,
required professional experience temporary licendesring aid dispenser trainees, and branch
licenses. The Board issues over 3,000 licensey gfear. The majority of these licenses are issoed t
SLPs and SLPAs who work in school districts and presuing a SLP Services Credential
simultaneously. SLPs are utilized in Californiatsblic schools to Services to perform the following
services: Conduct Language, Speech, and Hearingséisgents including the screening, evaluation,
and interpretation of test results and referratSicther evaluation for treatment; provide Educadéil
Services including the development of speech andguage goals and objectives and the delivery of
speech and language services; and provide spéadiining disability area services related to speech
and language; and special education services twoididls with language and speech impairments
across the special education disability areastutesits from birth, through age 22, in servicepssr
the continuum of program options available.

In the 2012 sunset review of the Board, the Boambrted license application processing delays of
over eight weeks. The Board did not request adutipositions, instead utilized temporary staff to
address the backlogs. However, the delays contmuerease in time, reaching a peak of 12-14 week
sin FY 2014-15.

Projected Outcomes

Licenses Issued Cycle Times PY cY BY
Speech-language pathologists | 56 days 21 days 14 days
and audiologists

RPEs 54 days 14 days 14 days
Speech-language pathology 62 days 24 days 14 days
assistant

Staff Recommendation Approve as requested.
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Issue 15: Board of Professional Engineers, Land Sueyors, and Geologists — Exam Development
Personnel Selection Consultant

Budget. The Board request to redirect $105,000 in budgetr ynd ongoing for one consultant
position, who will provide the Board with analyticand technical expertise in-house relative to the
design, development, and verification of the Baalidensing examination and reduce contracting out
for psychometrical services. Specifically, the poss would conduct pass point analysis, planning
and selection research, formulate policies andrifige, and provide guidance to the Licensing Unit
regarding the performance of the items for eadnking examination offered by the Board.

Background. The Board is mandated to administer licensing exaintsast once each year, with some
exams being offered biannually to advance licensiNgtional examinations for Professional

Engineers and Land Surveyors are developed andnalered by the National Council of Examiners

for Engineering and Surveying (NCEES). Nationalmegdor Professional Geologists are developed
by the Association of State Boards of Geology (A&B@nd are administered by Board staff. State
specific examinations are developed by the Boanl aaministered through computer-based testing
(CBT).

Currently, the Examination Development Program tsffed with three associate governmental

program analysts, two special analysts, and oneeotéchnician. Workload is not absorbable, because
the unit does not include a psychometrician, whesggertise is necessary to continue developing,
interpreting, and validating the examinations. Board does not have any vacancies at this time.

Justification. According to the Board, a staff Psychometrician lddoe able to interpret statistical
exam data, determine the effectiveness of examsiteonsult with and train staff and subject matter
experts on proper exam development techniques eowkgses, review items for effectiveness; and
develop plans for item improvement where needed.

Staff Comment. Currently, the Board contracts for the psychomesecvices associated with the
development of state-specific examinations. Theraye annual cost to contract for psychometric
services is $230,273. The estimated cost to perfpsychometric services in-house per year is
$118,000 the first year and $110,000 on going.

Staff Recommendation Approve as requested.
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Issue 16: Dental Hygiene Committee (DHCC) — Probain Monitoring Staff Augmentation

Budget. The committee requests $90,000 (State Dental Hggleund), $82,000 (Dental Hygiene
Fund) ongoing, for one staff services analyst saishshe enforcement program functions.

Background. As an independent committee, the DHCC represdmsonly self-regulating dental
hygiene agency of its kind in the United Statese TWHCC is responsible for overseeing three
categories of dental hygienists: registered demygienist, registered dental hygienist in altenmti
practice (RDHAP), and registered dental hygienmisextended functions (RDHEF). In all, there are
over 25,000 dental hygiene licensees that the Did@sees.

Existing law authorizes DHCC to discipline a liceasby placing him or her on probation under
various required terms and conditions. Licenseegkaced on probation due to some type of criminal
activity (e.g., driving while intoxicated, pettyetft, burglary, and spousal abuse) on their record,
unprofessional or unethical practice where they imaye harmed a patient or performed a procedure
outside their scope of practice.

Licensees who are ordered on probation may have swnplex requirements to fulfill as a condition
of their probation. Some must submit to bodily didesting, meet with enforcement staff face-to-face
on a quarterly basis, and submit quarterly repoftsompliance. Other probationers must complete
remedial education, new or additional training, ptete community service, or take a law and ethics
examination. DHCC’s minimum term for probation isde years, and can be higher depending on the
infraction.

When a licensee is placed on probation, the DHGsTirs1 costs associated with investigation and
disciplinary process. Cost-recovery may occur & pobationer/respondent reimburses DHCC for the
cost of the investigation or disciplinary processyvel costs associated with traveling to meet the
probationer/respondent; or restitution.

Currently, DHCC has one full-time analyst to run af the enforcement program functions of
probation, citation and fine, complaint intake, easvestigation, writing investigative reports, €as
preparation for the Attorney General's Office, eoément statistical tracking and reporting, and
review of stipulated settlements and decisionfia@g are submitted.

Staff Recommendation Approve as requested.
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CONVERSION OF LIMITED-TERM TO PERMANENT POSITIONS

Issue 17: Board of Psychology — Program Technician

Budget. The Board requests making the one program technsition, from intermittent to full-
time, in order to perform increased workload assed with new cashiering and mail processing
responsibilities. The request will be funded byimeeting $63,000 in budget year and ongoing from
the Board’s existing operating expenses and equipbelget to its personal services budget.

Background. The Board is authorized for 20.3 positions, anddlae no vacancies at this time. In
the 2015-16 year, the Board anticipates receivid@@ applications and 392 online applications for
licensing. Staff must process online applications Huilding a physical file. As 50 percent of
applicants per month utilize this method of applaa this staff must spend more time processing
applications. In addition, the program techniciamrently spends an estimated 90 percent of time
distributing mail to staff, entering new applicarinsactions into BreEZe, logging fee checks, and
responding to inquiries.

Staff Recommendation Approve as requested.
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8940 CALIFORNIA MILITARY DEPARTMENT

Issue 1: Search and Rescue

Budget. The department requests $350,000 General Funééocls and rescue (SAR) missions.

Background. According to the department, CMD has seen an dvaralease for National Guard
SAR assets across the state within the past fewsy@secause local governments may not have
sufficient aviation assets with specialized capiés to support the day and night SAR missionsallo
and regional SAR agencies rely on the departmexksnced capabilities, on an average of 16 times
per year. Additionally, CMD has seen at least ap8fcent increase in requests to utilize the night
capabilities of CMD helicopters that increase thebRbility of Detection due to its specialized
Infrared and Electro-Optical technologies.

As more requests have incorporated the “searchctiom of SAR, the overall number of flight hours
spent during a SAR mission has increased. Thegat fiours, dedicated to search operations and the
additional personnel days required for these SARRsame federal funds originally programmed for
training new pilots.

Staff Comment and RecommendationApprove as requested.
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Issue 2: Cadet Uniform

Budget. The department requests $827,000 General Fundeimuddget year and $369,000 General
Fund ongoing to purchase and replace uniformsi®alifornia Cadet Corps.

Background. The California Cadet Corps (CACC), established9a1], is a statewide, middle school
and high school-based leadership program condwatadh a military framework. Currently, there are
6,388 cadets in the program, across 73 schoolsdlengentary school, 39 middle schools, and 42 high
schools). CACC'’s current uniform budget is $134,0921 per cadet), which outfits 432 cadets (6.7
percent of the total cadet population). Some schgolrchase uniforms for cadets; and parents, if
financially able, pay the commercial cost of thddk uniform. If a parent purchases the uniforime t
cost of one uniform set is $310; whereas the statst is $57.

Many training events require a specific uniformgamthout it, cadets are unable to participate. For
example, Color Guard, graduation events, and mylitieremonies require a coat and tie uniform.
According to the department, only three (locate®akland, Susanville, San Luis Obispo, and Los
Alamitos) of the 73 schools have access to a aoattia uniform. The department has dealt with the
uniform shortage by reducing, or eliminating, CA@&ents; relying on schools to raise funds for
uniforms; and reducing the size of the CACC.

Staff Comment. Staff notes that $827,000 is an amount higher thartotal current CACC budget of
$782,000 (personnel, bus contracts, summer cantpfaailities). The department acknowledges that
this one-year increase is large in proportion toent funding because many cadet corps members do
not currently have uniforms, so the increase wveifilenish uniform inventory for all currently ensedl
students. The following years’ increase of $369,8@@ds the replacement of worn-out uniforms,
funding the program at $1.1 million (52 percenitsfpre-2001 budget).

Staff Recommendation. Approve as requested.
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Issue 3: Facilities Operations and Maintenance Adctities |

Budget. The department requests $507,000 ($117,000 Gelhenal and $390,000 Federal Trust Fund)
and five positions to complete facility repair amdintenance for base infrastructure. The positibys,
location, are listed below:

« 129" Rescue Wing, Moffett Federal Airfield. One stationary engineer, one electrician, and one
heavy equipment operator to manage air-conditioaimg chiller systems; electrical and fire alarm
systems; storm water drainage systems; and airfrediving to meet bird/animal aircraft strike
hazard prevention requirements. The departmentipates these positions will reduce the
maintenance backlog to 755 hours or less.

« 146" Airlift Wing, Channel Islands Air National Guard S tation. One supervisor of building
trades to provide a preventative maintenance pnogmacrease the oversight of state resources,
and improve work efficiency. Specifically, the deézl maintenance is anticipated to shrink within
the first year, and is expected to be closed wigdirmonths.

« 163" Attack Wing, March Air Reserve Base.One material and stores specialist to enable more
work requests to be completed in a given periotimé, increase internal controls and physical
control of the local storage warehouse, and enthweaccuracy of the material database and
protection of existing assets.

Background. The Master Cooperative Agreement (MCA) between @D and National Guard
Bureau (NGB) provides for federal reimbursementstdte-supplied services and support to Air
National Guard bases through California. Califortiough the MCA, is obligated to share 15 to 25
percent of the annual program cost for Air Natior@lard (ANG) facilities operations and
maintenance (O&M) activitiesLast year, the total annual program cost ANG facilities O&M
activities was $7 million. Of the $7 million, arodir$4.7 million was for personnel, operations, and
maintenance; the remainder ($2.3 million) was Far $ustainment, restoration, and modernization of
facilities.

« 129" Rescue Wing, Moffett Federal Airfield. The infrastructure maintenance at Moffett Federal
Airfield within the established "cantonment areatidhe Temporary Use Areas occupied by the
129th Rescue Wing was initially transferred to Wimg in 2009, as a result of the permit to United
States Air Force from NASA Ames Research Centee parmitted property and infrastructure
systems within the "cantonment area" and temparseyareas are no longer maintained or repaired
by NASA Ames Research Center.

Last year, the 129th Rescue Wing, Civil Engineefiitight reported over 7,500 annual hours of
unfulfilled preventative maintenance workload toclude electrical, heating, ventilation, air
conditioning, plumbing, and equipment operations.

« 146" Airlift Wing, Channel Islands Air National Guard S tation. The 146th Airlift Wing, Civil
Engineering unit currently mitigates staffing dedicies by directing Federal Employees to
perform state jobs. The supervisor of building ésgbosition requested was eliminated in 2008,
when its previous incumbent retired during theeshatdget crisis.
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« 163" Attack Wing, March Air Reserve Base.The 163rd Attack Wing, Civil Engineering unit
has one federal technician working out of clasprtocure state equipment. According to the
department, the lack of manpower to support theeased accountability impedes state workers’
ability to access tools and equipment in a timegnner.

Staff Comment. Staff notes that according to the MCA, the statestnmay for the operating costs of
the National Guard facilities, and the National @uBureau will reimburse the state, usually between
75 to 100 percent of total state costs. Further,ANG Readiness Center has appropriated sufficient
funds each year to pay the federal share of thaliason maintenance and repair costs.

Staff Recommendation Approve as requested.
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8955 CALIFORNIA DEPARTMENT OF VETERANS AFFAIRS

Issue 1: Northern California Veterans Cemetery Drowght Mitigation

Budget. The department requests $300,000 General Funceibutiget year, $180,000 General Fund
in 2017-18, and $145,00 General Fund to replacé&tréhern California Veterans Cemetery turf with
drought tolerant landscape, renovate the existimgation system to re-establish burial areas, r@d
establish burial areas. Specifically, the requelt w

* Redesign the irrigation system and replace the pgiinasuppression system. During the initial
phase of cemetery construction, wind and headstams not taken into consideration. As a
result, when sprinklers are running, spray is difieto the air and blown opposite direction of the
wind or are deflected by headstones. Also, mannklers have settled below ground level.

* Re-establish in-ground cremation burials for spedifireas. Although there have been attempts to
overseed the area, the areas are rocky and hauéalnbs soil. Turf is necessary for burial in one
of the sections, and the other section will neeletoeturfed with tile and topsoil.

Background. Due to the ongoing drought in the state, and Guwés Executive Order B-29-15,
which mandates state agencies to collectively oepb® million sq. ft. of lawns (this request woudd

turf approximately 308,000 sqg. ft.) and reduce byp2rcent the potable urban water usage through
February 2016, the Northern California Veterans €eny has already eliminated irrigation to areas
set-aside for future burials — a loss of more thalf of the cemetery’s existing turf. CalVet estiemit

will exhaust all existing burial sites by 2017-18.order to accommodate additional burials, andtmee
federal USDVA National Cemetery Administration Sl&riStandards, the proposal seeks to sod two
existing burial areas with drought-resistant turf.

Staff Recommendation Approve as requested, as no concerns have beed.rais
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Issue 2: California Email System and Wide Area Netark Fee Increase

Budget. The department requests $451,000 ($433,000 GeRaral and $18,000 Farm and Home
Building Fund of 1943) ongoing to cover the feer@ases associated with Assembly Bill 2408
(Smyth), Chapter 404, Statutes of 2010.

Background. AB 2408 requires the department to migrant exiséfnmgail services to the California E-
Mail System (CES), as managed by the Office of Tetdgy Services (OTech) within the Department
of Technology. The CES is a cloud environment, whemail hardware and software are housed at
Microsoft data centers. According to the departmiritas incurred an increase in the cost to pmvid
e-mail services to staff.

Prior to AB 2408, the department spent $50 millammually to maintain its own infrastructure for
2,700 mailboxes. As a result of the migration in20the cost per mailbox increased from $18 per
user to $91 per user. In addition to CES Mail, @aVet WAN services are provided by OTech. In
January 2014, OTech increased theses costs. Oatchncreases and migration to CES Mail increase
department costs by approximately $451,000 ($2@3,f20 CES Mail and $248,000 for WAN
connectivity).

Staff Comment. According to the department, one-time costs to at@were absorbed. However, the
department believes that it will be unable to absmmgoing costs. Attempts to control and reduce e-
mail costs have included an initiative to eliminateBlackberry devices from CalVet inventory and
delete employee mailboxes within 90 days of sefmarat

Staff Recommendation Approve as requested.
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Issue 3: Human Resources Division Staff

Budget. The department requests $334,000 ($301,000 GeRerad and $33,000 Farm and Home
Building Fund of 1943), $317,000 ($286,000 Genémahd and $31,000 Farm and Home Building
Fund of 1943), for two positions in the Classifioat and Pay Unit and one position in the
Transactions Unit at CalVet's Human Resources headers. This proposal also includes $1,000 in
additional travel funds for the analyst positioongtovide training at the veterans homes.

Background. Since 2009, staffing at the department has ineckéiom 2,096 employees to 3,268
employees, an increase of 56 percent. This incrisadee in large part to the opening of five new
veterans homes. However, staffing in the Human &ess’ Classification and Pay Unit and
Transactions Unit has not increased.

The Classification and Pay Unit provides continugessonnel/performance management training,
particularly for staff, such as those in the neafyened Veterans Homes, who are new to state service
The unit also monitors the personnel process, sschecruitment for vacant positions, delays of
appointments, and analyzing unit restricting, aodignce to managers and supervisors on discipline
issues. Existing analysts in the unit worked altotd 79 hours in 2014-15, in response to demariids o
increase workload. Based on a July 2015 estimat® (Bours), the department projects overtime hours
to reach 478 hours.

The Transactions Unit processes appointments, |leatreement, benefits, workers compensation, and
state disability insurance. In addition, the unitsincomply with new mandates.

Currently, the department has not yet developedmmiemented procedures to ensure errors are
corrected on an ongoing basis. Instead, CalVenhqitds off other assignments when quarterly reports
are due to the Department of Human Resources.

Justification. According to the department, the two positions wiklp reduce the number of
“grievances that are a result of untrained andpeeenced managers and supervisors.” Specifically,
the department reports, “Due to the lack of tragnfior the new state service support staff and
supervisory/management staff at the eight Vetekdmmes, there have been merit issue complaints,
nepotism issues, staff working out of class withBilR approval, and hiring of unqualified staff. In
addition, Headquarters HR staff has had to assastagers and supervisors with re-writing and editing
probationary reports, Individual Development Plapssition justifications, Request for Personnel
Actions, duty statements, and classification alioce.”

Staff Comment and RecommendationApprove as requested.
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ISSUES PROPOSED FOR DISCUSSION/VOTE
2100 DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL

Overview. The Department of Alcoholic Beverage Control (ABEgnses and regulates persons and
businesses engaged in the manufacture, importalistribution, and sale of alcoholic beverages in
California. ABC currently has 45 vacancies and eanay rate of approximately 10 percent. Of these,
25 vacancies are for sworn positions, with 13 cimgial offers of employment made.

Vacancy Rates at ABC as of 2/15/16
Sworn Non-Sworn Total
Authorized Positions 207 239 446
Vacancies 25* 16 45
Vacancy Rate 12% 7% 10%

*13 Conditional Offers of Employment have been méalethese vacancies — meaning that job offerscargingent upon successful
completion of psychological and medical requireraent

ABC receives 3,000 to 6,000 complaints annuallynfrooncerned citizens, local law enforcement
agencies, and the alcoholic beverage industryfitseEach complaint is analyzed by sworn

management staff and evaluated for further invastg. For example, in FY 14/15, ABC received

3,685 complaints that sworn managers believed vgmmous enough, and provided sufficient

information, to warrant an investigation. Durin@12-15, ABC completed 3,671 investigations.

Within the same time period, ABC made 3,457 arrdésl 2,239 administrative enforcement actions;

and issued 376 letters of warning to ABC licensaslifesses for various prohibited actives. Of those
cases that were adjudicated during this period, ABGpended 729 licenses (including stayed
suspensions), revoked 195 licenses (including dtagreocation) and collected fines from 1,150 ABC

licensees, totaling $3.2 million.

Budget. The balance of the Alcoholic Beverages Control Fumlich, according to ABC, funds 98
percent, of all activity (the other two percentesmbursements from Office of Traffic Safety grants
is projected to be approximately $30 million at &vel of the current year, and $25 million at thd en
of 2016-17.
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Issue 1: Staff Resources for Information Technology |

Budget. The budget includes one position (System Softwaexialist 1l) and an increase in $117,000
in appropriation authority to provide informaticgchnology (IT) infrastructure support and secuidty
the department and the public.

Background. Currently, two positionat ABC provide network and server support. To naekelitional
needs, as a result, the department has redirettdd foom other functions to meet its needs.
Specifically, one analyst from the Help Desk parferlT security officer duties on a part-time basis.
According to the department, ABC “has implementedaaety of additional technologies with no
increase in staffing.” For example, below is a diktechnologies implemented without any increase i
staffing.

* BMC TrackIT

e Juniper SSL VPN

* Wireless Pilot at Headquarters

* TMSP/Federated Data Center

* Blade/Virtualization

* Dell SAN Storage

* Riverbed WAN Optimization

» Unitrends Digital to Digital Backup

* Verizon/MAAS Fluke Network Probe

« SCCM 2012
In addition, the department notes “an internal need public desire” for moving to mobile
technology. As ABC enforcement and licensing stesfé applications on mobile devices, it requires
broader access through virtual private network (Y,RMi-Fi and Bluetooth. Many ABC employees,

such as sworn staff and licensing representatsnd time away from the office. The department is
seeking the staff to monitor this aspect of tecbgy] as well.

Currently, the department has 16 vacant positib8®f which are conditional offers.

Staff Comment. Staff concurs with the department’'s assessmenttabeuimportance of securing
information technology and infrastructure. Howewgiven the department’s historical vacancy rate,
the committee may wish to reserve its right to emtaversight regarding the implementation of this
staffing request, as well as an update on all vagasitions, during next year's subcommittee
hearings.

Staff Recommendation Approve as requested.
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1111 DePARTMENT OF CONSUMER AFFAIRS (DCA)

Overview. The department seeks to protect Californians bwbéishing and enforcing licensing
standards for approximately three million professis across 250 business and professional
categories. DCA oversees forty entities (26 Boamls,committees, one commission, ten bureaus, and
one certification program). The committees, commigsand boards are semi-autonomous bodies,
whose members are appointed by the Governor and.éfyeslature. License fees primarily fund
DCA'’s operations.

Budget. The budget includes $648.9 million total funds &ntD9 positions to support the department,
its programs, and its services. Specifically, thddet includes:

2014-15* 2015-16* 2016-17*
1100 California Board of Accountancy ' $-' $-' $14,833
1105 California Architects Board - - 4,800
[1110  |[State Athletic Commission | - - 1,846
1115 Board of Behavioral Sciences - - 11,373
1120 Board of Chiropractic Examiners - - 4,135
1125 Board of Barbering and Cosmetology - - 22,977
1130 Contractors' State License Board - - 65,426
1132 CURES - - 1,112
1135 Dental Board of California - - 16,427
]1140 |State Dental Hygiene Committee | | | 2,042
1145 State Board of Guide Dogs for the Blind - - 208
1150 Medical Board of California - - 63,641
[1155  |Acupuncture Board | - - 4,330
1160 Physical Therapy Board of California = = 5,323
1165 Physician Assistant Board - - 1,722
]1170 |Ca|ifornia Board of Podiatric Medicine | | | 1,515
1175 Board of Psychology - - 5,013
1180 Respiratory Care Board of California - - 3,799
1185 gipsepzcnhs-‘le_;asnggggs Pathology and Audiology and Hearing Aid ) ) 2.036
1190 California Board of Occupational Therapy - - 2,350
1196 State Board of Optometry - - 2,224
1200 Osteopathic Medical Board of California - - 2,344
1205 Naturopathic Medicine Committee - - 335
1210 California State Board of Pharmacy - - 20,903
1215 gt();:ggiosrt;rofessional Engineers and Land Surveyors and ) ) 11,931
1220 Board of Registered Nursing - - 43,527
1225 Court Reporters Board of California - - 1,304
1230 Structural Pest Control Board - - 5,264
1235 Veterinary Medical Board - - 4,990
1236 Veterinary Medical Board Pet Lover's License Plate Program - - 150
1240 tE:]c;agc:actJ; \C/)??:Iﬁ(g?rlﬂgursing and Psychiatric Technicians of ) ) 13,889
1400 Arbitration Certification Program 1,233 1,207 1,253
1405 Bureau of Security and Investigative Services 12,490 15,713 17,545
1410 Bureau for Private Postsecondary Education 11,845 17,515 18,047
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Bureau of Electronic and Appliance Repair, Home Furnishings

1415 and Thermal Insulation 7,398 7,907 8,187
1420 Bureau of Automotive Repair 179,736 187,171 192,292
1425 Consumer Affairs Administration 99,793 120,028 120,023
1426 Distributed Consumer Affairs Administration - 99,626 - 119,848 - 119,843
1430 Telephone Medical Advice Services Bureau 167 178 196
1435 Cemetery and Funeral Bureau 3,582 4,492 4,651
1440 Bureau of Real Estate Appraisers 5,472 5,850 -
1441 California Bureau of Real Estate Appraisers = = 6,068
1445 Bureau of Real Estate 47,352 52,730 -
1446 California Bureau of Real Estate - - 54,380
1450 Professional Fiduciaries Bureau 602 636 549
1455 Bureau of Medical Marijuana Regulation - 10,000 3,781
Total Expenditures (All Programs) $270,044 $303,579 $648,898
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Issue 1: Osteopathic Medical Board — Office Technians and Rent Increase |

Budget. The Board requests a $175,000 (Osteopathic MeBigatd of California Contingent Funds)
increase in expenditure authority to fund threeviongsly established office technician positions. In
addition, the Board requests $50,000 (Osteopatladidal Board of California Contingent Funds) in
the budget year and ongoing to move to the larfjeecspace in the future.

Background. The Board licenses and regulates osteopathic phgsi@and surgeons. The Budget Act
of 2014 authorized three office technicians to hedjoress the workload associated with significant
growth in its licensing population (from 2002 toepent, the population of licensed osteopathic
physicians grew from 4,200 to 7,440) and to redinee open complaints backlog. Since hiring the
three licensing positions, nearly 399 complaintgehbeen resolved. Currently, the number of open
complaints is 252. In 2014, the Board did not restjdiending for these positions because, at the,time
there was a sufficient amount of appropriation bsaab the costs of the additional positions within
their existing resources.

According to the Board, the request for additiohelding for a new space was an oversight in the
original 2014 budget request. The Board has maidenal tenant improvements to accommodate the
staff increase, such as using a portion of a mgetom, an empty file room, and a front counter.
Since the last lease was put in place, the prodrasngrown from seven to 14 positions. The Board’s
current annual rent cost is $70,996. The annual twosnove to an office suitable for staff will be
approximately $50,000 greater than the annualafateir current office.

Staff Comment. Prior to hiring the three positions in fiscal y@&14-15, the Board’s annual reversion
was sufficient to absorb any additional costs wittieir existing resources. Specifically, at thrag]
the Board was absorbing two intermittent positi@msl was working to eliminate the licensing
backlog. It was anticipated that the savings ccedite eliminating the temporary help and overtime
expenditures associated with eliminating the licens®acklog would offset costs. However, due to an
increased volume of cases referred to field ingatibns and the Attorney General's office for
prosecution, enforcement costs have increased acaii® more complex. As of March 2015, there
were 53 cases pending at the Attorney Generalteoff

Staff Recommendation Approve as requested.
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| Issue 2: Veterinary Medical Board

Budget. The budget requests the conversion of four limiegdch positions to four permanent positions
(one staff services analyst and three program teieims), and $256,000 (Veterinary Medical Board
Contingent Fund) in two-year limited-term funding support these positions. Specifically, the
positions:

* Three program technicians will be responsible I processing of initial and renewal license
applications, which includes preliminary review an@luation, processing and cashiering, and
will be the main points of contact for the applitanThe Board indicates that these positions
will also provide enforcement related support, Whigas not identified in the FY 2014-15
BCP.

* One staff services analyst will be responsible tfog increased workload associated with
processing complaints and desk investigations derirary assistants stemming from
applicants with previous criminal history and ormé# holders who are either convicted of
crimes, or violate the Veterinary Medicine Practioe subsequent to becoming permitted by
the Board.

Background. The Board's mission is to protect consumers anchasithrough the development and
maintenance of professional standards, the licgngih veterinarians and registered veterinary
technicians, and through enforcement of the CalifoWeterinary Medicine Practice Act. The Board's
current total active licensee population is apprately 18,500 licensees and registrants. The
enforcement unit investigates complaints on veterams, registered veterinary technicians and the
unlicensed practice of veterinary medicine; takasnfal disciplinary action when appropriate; and
inspects animal hospitals to ensure that minimwndsdrds are maintained and sanitary conditions are
met.

The Board estimates that the registration of vieteyi assistants would add approximately 13,600 new
permit holders under the Board's oversight. Ther@a@mticipates half of these prospective 13,600
(6,800) applicants will apply for VACSP permits iY 2015-16 and the remaining 6,800 applicants
will apply in FY 2016-17.

Currently, the Board has filled all 23.8 authorizeitions.

Staff Recommendation Approve as requested.
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Issue 3: Medical Marijuana Regulation and Trailer Bill |

Overall Budget. The budget includes an initial loan of $5.4 millidco the Medical Marijuana
Regulation and Safety Act Fund, which will, in tloéure, be the repository for all fees collectecdtoy
licensing authority. In addition, the budget inasds12.8 million General Fund, $10.6 million Medlica
Marijuana Regulation and Safety Act Fund, $1.2ionllspecial funds, and a proposed 126 positions to
implement the regulations. To comply with the neguirements and standards set forth by the act, the
budget includes several proposals across diffetepartments, including:

e Department of Fish and Wildlife. The budget includes $7.7 million General Fund &aid
positions to make permanent the 2014 multi-ageask torce.

» State Water Resources Control BoardThe budget includes $5.7 million ($5.2 million @eal
Fund and $472,000 Waste Discharge Permit Fund)3&ndositions in the budget year for the
Board to develop and implement a program that adeéeenvironmental impacts of cultivation, as
well as protecting fish from possible water divers related to cultivation.

e Department of Food and Agriculture (CDFA). The budget proposes $3.3 million in 2015- 16
and $3.4 million from the Medical Marijuana Regidatand Safety Act Fund, and 18 positions in
the budget year, to provide administrative oversighthe Medical Cannabis Cultivation Program,
establish regulations, issue medical marijuanavation licenses, and perform an Environmental
Impact Report. Also, the CDFA will establish a “dde-sale” program to report the movement of
products throughout the distribution chain.

» Department of Consumer Affairs. The budget includes $1.6 million in the currestél year and
$3.8 million from the Medical Marijuana Regulatiand Safety Act Fund, as well as 25 positions
in the budget year, to create the Bureau of Medvaijuana Regulation within the Department of
Consumer Affairs.

» Department of Public Health. For licensing and regulation of medical marijuameduct
manufacturers and testing laboratories, the buhgiides $457,000 in 2015-16 and $3.4 million
from the Medical Marijuana Regulation and Safety Fend, and 14 positions in the budget year.

» Department of Pesticide RegulationTo assist in the development of guidelines of ipek& use
in medical marijuana cultivation, the budget prags$700,000 to the Department of Pesticide
Regulation.

DCA Budget. The department requests 9.7 positions and $10omilfi the current year; $3.8 million
in the budget year and 25 positions ongoing; $4lllomin FY 2017-18; and $492,000 in 2018-19 and
2019-20 to fund the development and initial stgrtedi the Bureau of Medical Marijuana Regulation
(Bureau), and the study as required by the Meditatijuana Regulation and Safety Act. For the
budget year, the department requests staffingaridiowing areas:

» Bureau staff (13 positions)

o0 One bureau chief and one deputy chief to formulatglement, and interpret Bureau
operations, so that program areas comply with &satu
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(0]

o

(0]

One enforcement program manager (effective JanuaB017) to oversee investigations
and prosecutions, including developing policy reotandation related to the governance of
medical marijuana.

One licensing program manager to oversee the opesadf licensing (effective January 1,
2017).

One information officer to serve as a liaison betwé¢he Bureau and the media (effective
July 1, 2016).

Establish a Legal Affairs Division, comprised ofeoattorney lIll, two attorneys, one senior
legal analyst, one legal analyst, and one legastass position. (The anticipated start date
for the senior legal analyst, legal analyst, amggl@ssistant is April 1, 2016.

One assistant chief of policy and legislation teedep regulatory packages )and coordinate
stakeholder meetings.

One data processing manager lll to serve as thmapyi IT liaison with other licensing
entities and state departments (effective Julyd162.

One AGPA and one management service techniciassistaand provide other support.

Division of Investigation (4 positions)

One supervising investigator Il to serve as visdaléreach to local law enforcement.

Two investigators (one Northern California, one themn California; effective April 1,
2016) to serve as liaisons to regional law enfom@imlegal affairs, and city and county
enforcement needs.

One AGPA (effective April 1, 2016) to develop refsoof a not-yet-developed matrix and
maps of existing medical marijuana dispensariekivation locations, and transportation
operations.

Legislative and Regulatory Review.One AGPA to review, analyze, and facilitate reguhat
packages of the Bureau, and respond to constiineuiries.

Office of Information Services.One Data Processing Manager Il to direct multgiigte project
managers and business analysts within DCA and nvistdkeholder agencies in all phases of
project planning, executing, and closing activities contract management, and support the
project's Executive Steering Committee in the dgwelent and implementation of inter-agency
governance polices.

DCA'’s Office of Human Resources and Budget OfficeTwo Associate Personnel Analysts to

assist the Bureau with the hiring, recruitment, pensation and performance management of
personnel. One AGPA to serve as the single-pohtieotact for fiscal and accounting issues with

the Bureau.
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* Business Services OfficeOne AGPA to secure a lease, prepare service ctsteaxd procure
equipment in order to run day-to-day operations

» Consultant contract (one)to provide subject-expertise related to the meditalijuana industry.

* Study with the Center. Dr. Igor Grant, Head of the Center at the Uniugrsf California, San
Diego, provided the following breakdown of costsasated with developing and conducting the
study as required by AB 266:

o Building retrofit to accommodate the requiremeritthes study ($350,000)
o Comprehensive study would be $1.476 million oveedHfiscal years ($492,000)

Total costs for this study are $1.8 million oveurfdiscal years, assuming the building retrofit uwrsc
in 2016-17, and the study is conducted in 2017hi8ugh 2019-20.

Trailer Bill. At the time of this agenda, the posted trailer laitiguage is currently intent language and
does not provide additional detail or possible mlap related to the provisions of the Act. The
department notes that trailer bill language isnded to “provide the Bureau with the necessary
authority to hire a Deputy Bureau Chief and Assis@hief Counsel.”

Background. In June 2015, Governor Brown signed the Medical iMana Regulation and Safety

Act, comprised of Assembly Bill 243 (Wood), Chap&#8, Statutes of 2015; Assembly Bill 266
(Bonta), Chapter 689, Statutes of 2015; and SeBidté43 (McGuire), Chapter 719, Statutes of 2015.
Together, these bills established the oversight aegulatory framework for the cultivation,

manufacture, transportation, storage, and distobuif medical marijuana in California.

LAO Comment. The LAO finds the “proposed approach [is] consistevith legislation, [and]
ongoing oversight will be important.” Although noajor concerns were raised, the scope and
complexity of new state-level activities are sigraht. Undertaking such activities requires
considerable coordination among agencies and affguiltiple areas of statewide importance—
including public health, public safety, and envimmental protection. Moreover, there remains
uncertainty regarding the ultimate size of the tetga medical marijuana industry and other unknown
factors, such as whether voters will opt to legaliecreational marijuana in the coming years. Given
these potential challenges and uncertainties, clos@itoring over the status, pace, and effectivenes
of Act’'s implementation will be an important tagsk the Legislature in the coming years.

Staff Comment. The newly established Bureau of Medical Marijudegulations, along with other
licensing entities, will be responsible for 17 diént types of business licenses, including: catitixs,
nurseries, processors, testing labs, dispensaaied, distributors. Regulations are required to be
released by January 1, 2018. To meet this deadieedepartment has already held meetings with
other licensing entities, and has educated stafftha public about the new law, including: holding
educational tours of cannabis businesses, andgsdeimonstrations on the Track and Trace systems.
DCA has also compiled a list of parties interestegarticipating in the regulatory process. However
as of January 2016, no formal stakeholder meetivaye been held. Given the impending two-year
deadline, and that there is no recent precedergdtablishing an oversight and regulatory scheme of
this magnitude, the Legislature may wish to consid&) how will DCA include and inform the
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Legislature on the status of regulations; andh@jwill DCA coordinate across the different liceri
entities to ensure regulations are developed oa;tand with appropriate and adequate staffing $&vel

Since 1970, the federal Control Substances AchndsfiSchedule 1 drugs as those that have a high
potential for abuse; have no currently acceptedicakdise in treatment; and possess a lack of
accepted safety under medical supervision. Marguasnconsidered a Schedule 1 drug, along with
heroin, ecstasy, and LSD. States maintain a siroiéessification list, with the possibility that staand
federal lists may conflict; however, in Californtagre is no such conflict. Given that both fedead
state classifications consider marijuana a Schetlidabstance, the Legislature may wish to consider
how these long-held policies may influence, and m@ate tension, in how local cities, counties, or
law enforcement view and enforce medical marijuamzrprises under the new regulations.

Staff RecommendationHold open for further consideration.
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Issue 4: Medical Board — Staff Augmentation |

Budget. The Board requests $113,000 (Contingent Fund ofMledical Board of California) the
budget year, $105,000 (Contingent Fund of the Maddoard of California) ongoing, for one AGPA
to address enforcement workload associated witlslédiye mandates related to the reporting of
adverse events by accredited outpatient surgetingetand hospital reports of transfers by licensed
midwives of planned out-of-hospital births.

Background. Senate Bill 304 (Lieu), Chapter 515, Statutes df30equires an accredited outpatient
surgery setting to report an adverse event to terdBno later than five days after the adverseteven
has been detected, or not later than 24 hoursthiteaidverse event has been detected if the evant i
ongoing urgent or emergent threat to the welfagalth, or safety of patients. Since January 201, t
Central Complaint Unit (CCU), an intake unit thankdles complaints filed against physicians and
certain allied health care professionals. has vedeil43 Adverse Event Reports from accredited
outpatient surgery settings. Upon receipt of easport, CCU staff determines whether sufficient
evidence reveals a violation of law by a physician.

The AGPA must also research and request additiof@mation from the outpatient surgery setting
reporting the adverse event to determine whetherotitpatient surgery setting is accredited by the
Board or licensed by the California Department obliz Health.

AB 1308 (Bonilla), Chapter 665, Statutes of 201&juires hospitals to report to the Board each
transfer to a hospital by a licensed midwife ofanped out-of-hospital birth. Since 2013, the CGl3$ h
received 171 reports of transfers of planned othiaspital births. Upon receipt of each, CCU staff
seeks to determine whether the transfer resulimuh fnegligent treatment provided by the midwife
(e.q., requests summaries of treatment and patiedical records from midwives and facilities).

Currently, the Board has 160.1 authorized and aotlgresix vacancies. 2013-14, there were 17.1
vacancies; and in 2014-15, there were 16 vacancies.

Staff Comment. Currently, it takes 144 days for one AGPA to precascomplaint. In the current
year, the enforcement program received 10,416 cantpland closed 5,820. The subcommittee may
wish to ask the Board to explain the projected auies for how one additional position will assist in
reducing the overall caseload per CCU analyst.

Staff Recommendation Approve as requested.

Senate Committee on Budget and Fiscal Review 38



Subcommittee No. 4 March 10, 2016

Issue 5: State Board of Optometry and Trailer Bill |

Budget. The Board requests 0.5 office technician - typind a 0.6 special investigator (SI) to replace
current services provided to the program by the is&dBoard of California and Division of
Investigation (DOI): Health Quality Investigationnlt (HQIU). The office technician will provide
services, such as cashiering, receiving and maiind complaint processing. The special investigato
will conducting desk investigations on complaint®ther violations.

The Board is not requesting additional expenditwrhority to support these positions.

This request includes an offsetting reduction irsiffan authority of a 0.5 office technician and
funding of $39,000 for the Medical Board, and a8l&nd $62,000 for DOI: HQIU.

The budget also provides trailer bill language maplement the provision of transitioning the
Registered Dispensing Optician (RDO) program fromMedical Board to the Board of Optometry.

Background. Assembly Bill (AB) 684 (Alejo, Chapter 405, Statsitef 2015) moves RDO from the
Medical Board of California (MBC) to the State Bdaf Optometry (Board). AB 684 was a result of
over a decade of litigation. INational Association of Optometrists & Opticians v. Harris, the
plaintiffs argued that the laws restricting busg@srangements between opticians and optometrists
violate the dormant Commerce Clause of the UniteteS Constitution, stating it was unfair that
optometrists and ophthalmologists may set up atipemcvhere patients may receive both eye
examinations and prescription eyewear; but optecianay offer only the sale of eyewear. The Court
upheld the California law as constitutional, stgtithe law did not place a burden on interstate
commerce because it precludes a preferred, mofiggile method of operating in a retail market.

The RDO program currently has a 0.9 Managementi@esvlechnician (MST) that serves as the
programs licensing analyst. When the RDO moveg, Wik no longer receive these services from the
Medical Board and will need to acquire the staffregources to continue to carry out these duties.
RDO's existing budget already includes appropnatiy these services.

Additionally, AB 684 creates a Dispensing Optic@ommittee consisting of five members (two
registered dispensing opticians, two public membarsd one member from the Board). Costs
associated with this committee will include dailgrpliem of $100 per member and travel expenses
(airfare, lodging, and food) for members travellitgm Southern California. Travel costs for the
southern California members would be $665 per mendaeh meeting, for four meetings a year. This
cost is estimated to be $7,320 ($1,830 x 4) anpuBhlis cost will be absorbed by RDO.

Staff Comment. The Registered Dispensing Optician Fund is progetbebecome insolvent by fiscal
year 2017-18, even without the additional costatee by AB 684. There is additional space in RDO's
statutory fee caps to raise fees to $100 (from H3&)this will not be sufficient to address thereat
structural deficit of the RDO fund. The Board istive process of contracting out for a fee analisis
determine the appropriate fee levels, as they Vesteraised in 1999. The subcommittee may wish to
consider how the RDO program can support the coteei travel and additional expenses, given its
fund status. Further, the subcommittee may wisltdosider a broader discussion of boards and
bureaus’ fund health and status at a later hearing.

Staff RecommendationHold open to allow additional time for commentstamler bill language.
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Issue 6: Oversight: Board of Pharmacy — ControlledSubstance Utilization, Review, and
Evaluation System (CURES) Program

Background. CURES is California’s prescription drug monitorimgogram, and is considered a

critical part of the state’s effort to stem preptian drug abuse by seeing patterns in prescription
shopping by patients and the over-prescription afi pnedication by physicians. In 1998, CURES

replaced the Triplicate Prescription Program (@eéain 1939 to capture Schedule Il prescription
information), and recorded Schedules II through 8énate Bill 809 (DeSaulnier and Steinberg),
Chapter 400, Statutes of 2013, requires all Califodicensed prescribers authorized to prescribe
scheduled drugs to register for access to CURES2.0uly 1, 2016, or upon issuance of a Drug
Enforcement Administration Controlled Substance i&egtion Certificate, whichever occurs later, to

register with the Department of Justice (DOJ) todggstered for CURES.

In July 2015, CURES 2.0 launched and requires Muftolnternet Explorer version 11.0 or higher, or

current versions of Mozilla Firefox, Google ChromeSafari. Hospitals, such as Kaiser, Sutter and
Dignity Health, reported the new database as inatitle with dated version of Internet Explorer, and

in some circumstances, “the database will not wath their electronic health record systems.”

According to the DOJ, of the 43,819 pharmacistsenily licensed by the Board, over 10,000 have
registered for CURES 2.0. Between January and BeprR016, pharmacists ran 344,647 patient
activity reports.

The Board has collaborated with DOJ to educatendiees about the new CURES system, as well as
the mandatory registration by July 1, 2016. TherBaatends to do a mass mailing to all pharmacists
on May 2016.

Staff Comment. The item is informational. It is included as pafttile subcommittee’s oversight to
determine how many more licensees need to be edraind how the Board and DOJ are working
with hospitals and providers for education and earth.
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Issue 7: Board of Pharmacy — Sterile Compounding Fealities (SB 294)

Budget. The Board of Pharmacy (Board) is requesting $1.lliami (Pharmacy Board Contingent
Fund, Professions and Vocations Fund) to trans#i@nexisting three-year limited-term positions to
permanent in 2016-17, and ongoing, to execute tetdfu mandated inspections, investigations,
process license and renewal applications, handég@ment related workload and provide support for
the resident and non-resident sterile injectabfepmunding facilities.

Background. SB 294 (Emmerson), Chapter 565, Statutes of 2@fyires resident and nonresident
sterile compounding pharmacies to be licensed.dulitian, the Board must conduct a mandatory
inspection of all resident and non-resident stexdmpounding pharmacies prior to licensure and upon
renewal annually. As a result of SB 294, the Bdaad an additional 666 new sterile compounding
pharmacy licensees. To date, in 2015-16, the Bbasl conducted 48 inspections of non-resident
facilities and identified a total of 51 violations 23 facilities. In 2015-16, the Board conductei3B
resident facility inspections and issued 922 caivas and 44 violations notices at 405 facilities.

To address the workload associated with the impheatien of SB 294, the 2014 Budget Act provided
seven three-year limited term positions: four pleoyninspectors, one AGPA, one staff services
analyst, and one office technician, effective JuJy2014. The Board filled these positions between
August 2014 and December 2014.

SB 294 was a Board-sponsored bill, and anticipategoing program costs to be $1.2 million
($1 million for salary and benefit costs and $28P,Gor travel costs for in-state and out-of-state
inspections). At the time of the original 2014 betgequest, the investigation workload was not
included; however the Board has seen an increastne@nnumber of investigations of specialty
pharmacies, which it is currently absorbing. TheaBlounder-projected the impact of resident sterile
compounding facilities. Specifically, it projectegceiving only 700 applications and renewals;
however, it received 991. In addition, the Boarticggmated only conducting 700 resident inspections;
however, it conducted 1,133 in 2014-15. The Bodtdbates this unanticipated impact of in-state
facilities because any change, including a pharmexyodel, requires an inspection.

The Board proposes to increase fees, in the 201lyea8 from $780 to $1,645 for LSC applications;
from $780 to $2,380 for NSC applications; from $1831,325 for LSC renewals; and from $780 to
$2,270 for NSC renewals.

Staff Comment. Historically, limited-term positions allow an ingilual to remain in a given position
for up to two-years. In May 2015, the Administratisubmitted a letter to the Legislature, elimingtin
the use of limited-term positions to address starts workload. Although the position authority is
authorized until June 30, 2017, staff, under CafstiRcy, would not be allowed to remain in the same
position after two-years. As such, the Board isuesting to make permanent the positions to allow
current staff to remain in their positions.

Given the Board’s fee increase proposal, the subutise may wish to consider a broader discussion
of boards and bureaus’ fund health and statudaaénhearing.

Staff RecommendationHold open.
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Issue 8: Board of Pharmacy — Combatting Prescriptio Drug Abuse |

Budget. The Board requests $1.3 million (Pharmacy Board tidgant Fund, Professions and
Vocations Fund) to transition eight existing thy@ar limited-term positions to permanent in 2016-17
and ongoing, to address prescription drug abuse.

Background. All pharmacies and clinics must electronically rempecified dispensing information to
the CURES system on a weekly basis. Currently, niwae 100 million prescriptions of controlled
substances dispensed over a period of years atlaldggdrom CURES. In the 2014 Budget Act, the
Board was provided eight three-year limited termsipons (1.0 Supervising Pharmacy Inspector, 5.0
Pharmacy Inspectors, 1.0 Research Program Spea@alts 1.0 AGPA) in FY 2014/15 to create a
specialized team focused on monitoring, initiateagd investigating violations of existing statutes
relating to Board licensees' failure to exerciseesponding responsibility.

Since they have been in their positions, the Rekelarogram Specialist and the AGPA have focused
their efforts on proactive data mining, compilingdaanalyzing the data received, reviewing CURES
reports and reviewing Coroner's reports to identignds in controlled substances dispensed in
California. As a result of this data mining, theaBd has identified 59 licensees that warrant amiuti
investigation. Of the 90 inspections that the Ripson Drug Abuse team conducted, 62 sites were
found to be violating pharmacy law, with a total28f1 violations and 62 corrections being ordered.

To date, the Board has spent 1,912 staff hourarelsieg and analyzing data, for a cost of $49,677.
The Board has spent $522,873 on enforcement aesivibrough data mining. As a result of these
efforts, the Board has opened an additional 118scaem July 1, 2015, to February 22, 2016.

Staff Comment.In May 2015, the Administration submitted a letiethe Legislature, eliminating the
use of limited-term positions to address short-temorkload. Although the position authority is
authorized until June 30, 2017, staff, under CafstiRcy, would not be allowed to remain in the same
position after two-years. As such, the Board isuesging to make the positions permanent, allowing
current staff to remain in the position, once thienited-term appointment expires.

Although the Board does not have a legislative ratsdo evaluate coroner’s reports, it has done so
proactively. The Board currently has focused itoré$ in two counties to review 306 decedent’s
reports. Of the 16 citations the Board has isstleBoard has recovered only $3,740 of the imposed
$15,400 amount in fines. In addition, the Board 138 pending investigations.

Staff RecommendationHold open.
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Issue 9: Naturopathic Medicine Committee

Budget. The committee requests $101,000 (Naturopathic Dedtand) in 2016-17 and ongoing to
convert one associate governmental program an@glPA) position from three-year limited term to
permanent.

Background. The committee, which consists of two positions aodently, has no vacancies, was
established January 1, 2004, and is housed witleénCsteopathic Medical Board of California. To
address the increasing licensee population, reneveakload, and to manage the enforcement
program, the committee was authorized one threelyaded-term AGPA position in the Budget Act
of 2014.

In May 2015, the Administration submitted a leti@rthe Legislature, eliminating the use of limited-
term positions to address short-term workload.dwalthg the implementation of California Department
of Human Resources (CalHR)'s policy, the commitieerequesting to retain current staff in the
position, once their limited-term appointment egpir

Staff RecommendationHold open.
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8955 (ALIFORNIA DEPARTMENT OF VETERANS AFFAIRS

Overview. The California Department of Veterans Affairs (Cetl) serves nearly two million
California veterans and their families, helpinggam®t claims for entitled state and federal beneifits
direct low-cost loans to acquire farms and homes; @roviding the veterans, who are aged or have
disabilities, with residential and medical car@aihome-like environment at the Veterans Homes.

The department facilities include eight veteransnée on 776 acres of land and 2.4 million gross
square feet of building space; two state cemetéligs near Redding, and in Younville) with 19,000
gravesites on 74 acres; and two office buildingghi#®d cemetery is under construction in Seaside,
Monterey County, and will contain an additional@@ravesites on 17 acres.

Budget. The budget provides $454 million ($382.5 millionr@eal Fund, $2.6 million federal funds,
and $68.9 million special funds) to support theadepent and its programs.

Issue 1: Oversight — Claims Representation in CougitVeteran Service Offices

Budget. The budget includes $5.6 million General Fund émal assistance to County Veteran Service
Offices (CVSOs). CalVet provides funding to the Q¥ $ased on the number of workload units — a
claim that has a reasonable chance of obtainingraetary or medical benefit for a veteran, dependent
widow/widower, or survivor. Nearly all CVSOs recei$20,000 General Fund for administration and
$12,000 for attending training programs three timgear.

Overview of County Veteran Service OfficesCVSOs serve as the “boots on the ground” access
point, providing veterans the ability to accessrthenefits and services in counties where theiglees
CVSO operations include: U.S. Department of Veteraffairs (USDVA) benefit counseling, claims
development, case management, outreach, and ayvafiereferrals and assistance with veteran
services. CVSOs also regularly participate in adheevents to educate veterans on eligible benefits
provide assistance in obtaining these benefitssandces, and coordinate referrals from agencids an
organizations, such as the county’s Department uwifli® Social Services when veterans and their
families may apply for public assistance prograomgre in need of other services.

CalVet provides accreditation training, traininghferences, individual training, and ongoing support
to CVSO staff filing claims. CVSOs filing claims thi CalVet's power of attorney are all sent to
CalVet for an initial review prior to submission tiee USDVA. CalVet will respond to the CVSO if
anything is found to be missing, and provide addai training if there are consistent errors. If a
veteran disagrees with the award or denial by tlis®VA, CalVet also represents veterans in all
appeal hearings to the Board of Veterans Appea#Vél's CVSO Auditor provides additional
feedback and training to each CVSO twice per yeartlee quality of College Fee Waivers and
workload units submitted by CVSOs.

CalVet also partners with CVSOs on a variety ofeothrograms, such as the “Honoring Veterans”
license plate program through the California Deparit of Motor Vehicles (DMV). The revenue from
the sales of the license plates are distributedu80s through the Veterans Service Office Fund that
CalVet administers. In November 12, 2015, Calved &MV launched the Veteran Driver License
Initiative. This initiative allows California Vetans to obtain a "Veteran" designation on their
California driver license or identification card([ID). One of the primary objectives for this imitive
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was to increase traffic through CVSOs, so whilewbterans are in their offices, CVSO staff can also
make them aware of other benefits and serviceshichamhey may be entitled. As of February 15,
2016, 15,719 veteran designation forms have beenpleted by CVSOs; and 1,728 claims for
USDVA benefits subsequently filed.

Based on estimates for the 2015-16 fiscal year,es@WSOs appear to serve a low percentage of
eligible USDVA veterans, based on the workload divtded by the population of USDVA veterans.
For example, although the Los Angeles County CVS3 provided $251,205 General Fund, only 2.2
percent of its eligible USDVA population was serv@&i918 of 314,667 veterans); whereas, Solano
County, which received $222,846 General Fund, redctearly 18 percent (6,023 of 34,022 veterans)
of its veteran population. In Riverside County, $882 General Fund was provided and only 7.2
percent (9,879 of 136,466 veterans) were servedoing to the department, regardless of the county
size, reasons for why some CVSOs may have stagm@aeethe inherent structure of CVSOs being
“under the jurisdiction of the Board of Supervisbrsurnover, or prolonged vacant positions.
According to CalVet, “In an effort to mitigate CVSOfrom stagnating, CalVet has proposed
regulations to require CVSOs and their veteransicerrepresentatives to become accredited by
CalVet for filing USDVA claims; this requirementtablishes a baseline of knowledge for all CVSO
representatives filing claims.”

Staff Comment and RecommendationThis item is informational, and no action is neska@e this
time. In conversations and meetings with the depamt, staff notes the department’s commitment and
continued efforts to improve training and its parship with CVSOs, creating incentives ($12,000
annually for attending trainings) and standardizething academy. The subcommittee may wish to
consider, if not by the percentage of veteranseskrwhat types of outcome measures are richer
indicators to determine a CVSQO'’s success in regchaterans in the community.

Question

1. How has the department worked to address gap® ipdicentage of veterans served to the
funding amount provided to the CVSOs?
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Issue 2: Oversight: Strike Teams and U.S. Departmermf Veterans Affairs Claims

Budget. The Governor’s budget does not provide additionablfng for strike teams. The funding for
strike teams is set to expire June 30, 2016, muptsitions were made permanent in the 2015 Budget
Act.

Background. The Budget Act of 2013 included $3 million Genefaind and 36 limited-term
positions, until 2015-16, to establish “strike tesdmvhich would reduce the initial entitlement clam
backlog at the USDVA, and ensure that claims fromMSOs are properly developed and had the
documentation necessary for USDVA to rate. Strdaarts consist of twelve staff and are co-located in
each of USDVA'’s three regional offices — San Diegos Angeles, and Oakland. When strike teams
were deployed in Fall of 2013, the national averfgea veteran to receive benefits was nearly 349.6
days. Before the state established the teams,lyn201 3, the average number of days to completion
that California veterans were waiting for entitlerhelaims were: 590 days in Oakland, 616 in Los
Angeles, and 348 in San Diego. As of January 28,62@he average days pending for CalVet
entitlement claims in the fully developed claimegmam is down to 83 in Oakland, 112 days in Los
Angeles, and 82 in San Diego. Strike teams hawelatped reduce the first initial entittement claim
backlog at USDVA from about 70,000 to 7,000.

According to the January 28, 201®jnt Claims Initiative Progress Report, “Compensation awarded
through these efforts from September 2013 throuaudry 2016 is $101,302,261 in lump sum
payments (meaning retroactive payments based oniriee the claim has been pending at the
USDVA). Monthly award payments totaling $13,897,%&ve been awarded. Annualized, that is
$166,770,212 in payments going to California veteravery year for the rest of their lives.”

Please see table below for the average numbelrysftdacompletion California veterans waiting for
new entitlement claims:

Region June 2013 | October 2015
Oakland 590 113
Los Angeles 616 136
San Diego 348 116

Current Backlog. As of January 23, 2016, the total number of claider than 125 days (considered
backlog) in California is 6,596.

! CalVet notes that the $3 million used to fundstréke reams ($9 million over three years), isafiéint than the $3 million
General Fund added to the local assistance budg&\/SOs in 2013-14 (bringing total General Fundiézal assistance
to CVSOs to $5.6 million). The $3 million for CVS®&s made permanent, beginning in 2015-16. Thidifignis for
additional claims representatives and outreachea€tvSO district offices (different from the USD\WAgional offices,
where the strike teams are located).
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Fully developed claims.Success as a result of the vast amount of traithiegCalVet District offices
provide to CVSOs shows in the large increase inrthmber of Fully Developed Claims (FDC)
submitted by CVSOs. The USDVA developed the FD@ymm in 2010 to reduce the wait time for
receiving an award of federal benefits; but in otdedo so, USDVA requires the veteran to subniit al
required documentation with their initial claim fioiin order to expedite the rating decision and dwar
to the veteran. CalVet District Office staff progittaining CVSOs to properly develop new incoming
claims to leverage the FDC program and providectliciaims assistance to complete the claims to be
ready for the USDVA to rate instead of resultinguidelayed claim.

Appeals process and timelinedf a veteran does not agree with the award the US@Q¥ants, they
may appeal the decision. The CalVet staff represand assists the veteran through the appeals
process. The inventory for California veterans egpp has remained steady (see table below).
According to the department, appeals currently t&akeo eight years, but range from 3-15 years from
start to completion. CalVet anticipates the appeaal@ntory is expected to remain high and is
projected to increase in the next few years.

California Appeals Inventory
Source: USDVA Monday Morning Reports, Sept/Aug each year

17,183 16,970

2009 2010 2011 2012 2013 2014 2015
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VA Appeals Process

The veteran is not satisfied with a VA
decision; has one year to file a disagreement

The veteran files a Notice of Disagreement

The local VA Regional Office of jurisdiction sends 589 days
the veteran a summary of law, evidence and
reasons of the VA'’s denial of benefits.

The veteran must submita VA Form 9 to the local 38.4 days
VA Regional Office within 60 days of the SOC

The BVA will conduct hearings, if requested, 1136 days for F9
reviews the appeal and issues a decision 417 days for hearing

185 days for BVA

decision

The appeal is returned to the VA Regional Office of
Jurisdiction for development and possible return to
the BVA

The veteran has 120 days from the date of the BVA
notification to appeal to the US Court of Appeals of
Veterans Claims

source: 2014 BVA annual report; VA Appeals Monthly report

Staff Comment. This item is included for informational purposes.the January 2018oint Claims
Initiative Progress Update, the department notes, “In order to continue taimize the backlog, the
strike teams must keep up with the quality revidwhe approximately 59,000 new incoming claims
each year from the CVSOs.” Although the positioreravmade permanent in the 2015 Budget, the
funding expires in June 30, 2016. The budget dadscuarrently provide funding for future strike
teams. Further, although the strike teams wereifirglemented to assist in reducing the initiairolga

backlog, the timeframe to resolve appeals (froragho 15 years) is significant.
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Issue 3: Veterans Housing and Homeless Preventiomdgram

Budget. The department requests $406,000 (Housing for rélese Funds) in the budget year, and
$384,000 (Housing for Veterans Funds) ongoing, flmur permanent positions to support the
development, implementation, and monitoring of Weterans Housing and Homeless Prevention
Program.

Background. California is home to 1.8 million veterans, thegkst veteran population in the nation.
As of January 2015, 11,311 California veteranstemmeless, representing nearly 24 percent of the
nation’s homeless veterans. Of California’s extrignmlew-income veteran renter households, 79
percent have a severe cost burden, spending mamesthpercent of their income on housing.

In response to the high number of homeless vetara@zalifornia, AB 639 (Pérez), Chapter 727,
Statutes of 2013, created the Veteran Housing aothdiessness Prevention Act of 2014 and
authorized $600 million in general obligation bortddssupport the Act. The Act requires the CalVet
and the Department of Housing and Community Devekqt (HCD) to collaborate with the
California Housing Finance Agency to design, depelnd administer a veteran multifamily housing
program. California voters approved PropositioroAalJune 3, 2014, and the departments promulgated
the first program guidelines for Program in Febyu2015. The first Notice of Financial Award
(NOFA) for $75 million was released that same mofthprojects were awarded approximately $63.2
million from the first award. These 17 projects lwabnstruct more than 1,200 housing units with
almost 600 of the units restricted to housing \&ter The table below lists the Round 1 awards tyy ci
and county, of each award.

Funding Total Funding
Area Targets Awards | Projects Awarded
Bay Area 14% 8% 1 $ 5.3 Million
Los Angeles County 31% 43% 8 $27.3 Million
Orange County / 8% 29% 4 $18.4 Million
Inland Empire
San Diego County 7% 2% 1 $ 1.0 Million
Other Areas 16% 18% 3 $ 11.2 Million
Total 17 $63.2 Million

Staff Comment. Because VHHP is funded by bonds, it does not payttie cost of supportive
services. However, each project must submit a gtah explains how services will be provided to
veterans. Supportive services funding is being idexi/from a wide variety of sources, including othe
VA programs, project operating income, and LA CgubBepartment of Health Services. Service
providers may also providing in-kind services.dtanticipated that Round 2 funding awards will be
made by Spring 2016.
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Issue 4: Overview of Veterans Homes of CaliforniaHC)

Overview. CalVet operates a system of long-term care, randnogn independent living to
intermediate and skilled nursing care, through te\gtterans Homes — five of which have opened in
the last six years. The VHCs provide comprehensnedical, dental, pharmacy, rehabilitation
services, and social activities in a community emwnent. The VHCs are:

* Yountville, Napa County. Established in 1884, it is the largest geriatdcility in the nation. It
has four levels of nursing and medical care, indgd care unit for individuals diagnosed with
Alzheimer’s or dementia. Physical capacity is 1,b8ds, and budgeted capacity is 1,021 beds.

» Barstow, San Bernardino County.Established in 1996, it is the first home in SeuthCalifornia.
It provides three levels of care, and althoughniéssl for 344 beds, is budgeted for 220 beds.

* Chula Vista, San Diego CountyEstablished in 2000, the Chula Vista home provitese levels
of care. Physical and licensed capacity is 400 ,badd 305 beds are budgeted for the 2016-17
year.

*  West Los Angeles, Los Angeles County (main Greatéios Angeles and Ventura Counties, or
GLAVC, home). The home admitted its first resident in October@Qfhas physical capacity for
561 beds, is licensed for 402 beds, and budgetetbfd beds.

The West L.A. home is the only one to offer a Tramsal Housing Program (THP), a program
that provides supportive services for veterans Wwhee been chronically homeless or living in
unstable housing. THP includes: room and board;lsne@edical care and medications; limited
transportation services to medical appointments aotibities; limited banking services; resident
activity programs; and housekeeping services. Bédoadditional information about THP.

Current census 60
Total discharges (since September 2013) 110
Received Veterans Affairs Supportive Housing/inchefent housing 74
Relapsed/Returned to VA Domiciliary 21
Current THP residents with jobs 20
Current THP residents receiving education/training 5

According to the department, “CalVet does not hplas to expand the THP to other homes at this
time. However, we are reviewing future programmageds across all Homes.”

* Ventura, Ventura County (satellite of the GLAVC home). Established in January 2010, the
Ventura satellite has physical and licensed cap&mit60 beds and is budgeted for all 60 beds.

* Lancaster, Los Angeles County (satellite of GLAVC).Established in February 2010, the
Lancaster satellite has physical and licensed d¢gfac 60 beds and is budgeted for all 60 beds.
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* Fresno, Fresno County Admitted its first resident in May 2014. The Fredmume has physical
capacity for 300 beds, is licensed for 306 bedd,iatudgeted for 296 beds.

* Redding, Shasta County Admitted its first resident in June 2014. The Reddome has physical
capacity for 150 beds, is licensed for 153 bedd,isubudgeted for all 150 beds.

Last fiscal year, more than 3,000 aged veterangi@rans with disabilities received care. In totiad
homes have physical capacity of 2,950 beds, aemdied for 2,789 (94.5 percent) and budgeted for
2,482 (84 percent of physical capacity).

Licensing and inspectionsU.S. Department of Veterans Affairs (USDVA) cedgithe homes. The
California Department of Public Health (CDPH) lises Skilled Nursing Facility (SNF) or
Intermediate Care Facility (ICF) beds, and the fGalia Department of Social Services licenses
Residential Care for the Elderly (RCFE) beds .

Budget. The proposed budget for Veterans Homes, includireg following budget proposals, is

$308.8 million General Fund. The department estaeceiving $112 million in revenue generated
by member fees ($24.8 million), federal per dier63(@& million), aid and attendance ($2.9 million),
Medicare ($9.3 million), and Medi-Cal ($11 million)
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Issue 5: Residential Nursing Care |

Budget. The budget requests $2.9 million General Fund éntthdget year, and $2.7 million General
Fund ongoing, for 32 positions to address nursiage shortages in the Yountville ($1.8 million
General Fund), Barstow ($369,000 General Fund),Ginda Vista ($686,000 General Fund) Veterans
Homes. Specifically, the department would like palate its nursing relief factor from 1.7 to 1.7heT
net impact of nursing staff by home is as follows:

Home CNA LVN RN Total
Yountville 11 3 5 19
Barstow 3 0 1 4
Chula Vista 7 2 0 9
Total 21 5 6 32

Background. Long-term care facilities use hours-per-patientsd&y determine nursing staff ratios.
However, due to fatigue and stress of the 24/7 adjmgrs on nursing staff, the department has high
rates of medical-related leave under the Family Muwetlical Leave Act (FMLA) and worker’'s
compensation claims. As a result, the departmesninfendated double-shifts to cover patients’ needs.
Further, the department cannot comply with the [DRepent of Human Resources annual
leave/vacation caps (640 hours/80 days) because ihénsufficient staff to cover shifts. As a risu
the average employee’s vacation/annual leave balaage increased by 16 days between 2008 to
2012.

Nursing Staff Exceeding Cap
Chula
Barstow | Vista Fresno | Lancaster| Redding | Ventura | WLA Yountville
Nurses | 8 CNAs | 2 DONs, | O 0 0 1 CNA | 1SRN,| CNAs 18,
with 1 SRN |4 SRNs, 1RN LVNSs 2,
Excess | 3 LVNs | 3 RNs, RNs 8
Leave 4 LVNSs,
17
CNAs
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As of July 2015, CalVet has 76 nursing staff with
approved FMLA, and 31 nursing staff on
Worker’'s Compensation.

Nursing Staff with Approved FMLA

Yountville Barstow Chula

Vista
Nurses 35CNAs, 3 11 CNAs,
with 4LVNs, CNAs, 2LVNs
Approved 13 RNs 2 RNs
FMLA

Workers’ Compensation

Yountville Barstow Chula

Vista
Total Nurse 6 CNAs, 2 CNAs 7 CNAs,
WC Cases 1LVN 1LVN,
1 RN

To address the staffing shortages, the Veteranselddmave used overtime or contracted for nurse
registries. However, as CalVet mandates doubldsstof/ertime, and disapproves vacation requests,
the department states, “Reliance on overtime orgalar basis for prolonged periods of time has
resulted in medication errors, fatigue, injuriesd durnout to the point of refusal to work.” In 201
the Burea of State Audits found the lack of buddetarsing staff caused the Veterans Homes to fall
below its standardized nurse to member ratio target

Staff Comment. The proposal attempts to address three of the ibatitrg factors to nursing staff

issues — (1) eliminating use of overtime and numsgistries with additional staff; (2) ongoing
challenged caused by FMLA or worker's compensatitaims; and (3) and the use of a more
appropriate nursing relief factor.

There are ongoing conversations between the LAOtl@d\dministration regarding the appropriate
relief factor. Staff recommends holding open theppsal until more information is provided prior to
the May Revision. Further, staff recommends thecsoimittee consider requesting additional
information during next year’'s hearing to determiineny other of the Veterans Homes staffing ratios
need to be adjusted.

Staff RecommendationHold open
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Issue 6: VHC: West Los Angeles Memory Care Unit |

Budget. The department requests $3.3 million General Furtd32 positions in the budget year ($4
million General Fund ongoing and 40 positions imgaing) to staff the last skilled nursing facility-
memory care (SNF-MC) unit in the West Los Angelesa (VHC-WLA).

Background. The 2010 Budget Act provided funding for the VHC4¥Vé&o0s Angeles, including 84
RCFE beds, 252 SNF beds, and 30 SNF-MC beds. Howdue to a miscalculation, funding for
staffing the remaining 30 beds was omitted. AltHoulgis error was discovered after the 2010-11
appropriations, the department notes, “A decisi@s ywmade not to commit further General Fund in
advance of needing it to fill the unit.” Lack ofrfding for staffing this unit prevents the second=F<SN
MC unit from opening. In 2015-16, VHC-WLA receiv&@2 applications to be admitted to the SNF-
MC unit, and there is an 80-person waiting list.

Staff Comment. The proposal makes consistent the level of stathis new SNF-MC unit to the 40
positions in the existing SNF-MC unit. CalVet aigates filling the beds at eight veterans per mopnth
and projects receiving nearly 172 applications 017218 for the SNF-MC. Because the department
has a related nursing relief factor proposal (de®v@) that impacts three of the eight homes, staff
recommends holding this item open to ensure tratehef factor, whichever amount is determined,
also applies to this proposal.

Staff RecommendationHold open.
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Issue 7: VHC: Fresno and Redding Food Services

Budget. The budget includes $592,000 in the budget yed5 00 ongoing, for nine cook specialist
positions to address food service delivery chamgése Redding and Fresno homes. Specifically, the
department requests 3.1 cook specialists and ®R syeecialists in Redding and Fresno, respectively.

Background. In addition to a large main kitchen, VHC-Redding@lbeds) and VHC-Fresno (300
beds) have satellite kitchens for each neighborheodhat food could be cooked in the main kitchen
but staged and reheated in the satellite kitchen.March 19, 2015, the California Department of
Public Health (CDPH) surveyed the VHC-Redding kiictand noted the SNF kitchen must function
independently of the RCFE kitchen, a change toadttiginal design of the home and staffing plan;
because in case of emergency, the satellite kitchest serve as a standalone kitchen. In addition,
CDPH requires CalVet to have dedicated staff toSN& kitchen, instead of the staffing model where
cooks in the main kitchen can cover both SNF an8iREkitchens.

Staff Comment. The VHC-Fresno has the same design (satellite d&itsh as VHC-Redding, but
CDPH has not made the same request of VHC-Fresacsugh, the department anticipates similar
staffing requirements for VHC-Fresno.

Staff RecommendationHold open.
Question

1. VHC-Redding and VHC-Fresno are recently built. Wiwere they constructed without
consultation of CDPH survey requirements?

Issue 8: VHC: Yountville Kitchen Renovation

Budget. The budget requests a one-time $5.9 million GenEtald in budget year to renovate
Yountville’s main kitchen. Specifically, the budgebposal would renovate:

» Collapsed wood subfloors for walk-in refrigerators and freezers. Because the refrigerators
(33,600 sq. ft.) and freezers (1,000 sq. ft.) wewdt without any floor drains and with uneven
ramps, the metal floor plates that sit on the wivaching, sag and make it difficult to maneuver the
heavy food racks.

» Condenser rack.The 16-year-old rack is leaking freon, a hazardoaserial for kitchen staff and
residents. Two large refrigerator units are cutyembn-operational.

* Non-operational cook-chill kitchen. The Home relies on prepared meals that are limited
selection, higher in salt content, and lower irritiohal value than fresh meals.

* Poorly configured serving line and dessert areaCurrently, these areas do not allow for
operational flow to provide food services, and pquent replacement parts are not available for
repair.

* HVAC systems.The budget would include exhaust hoods for thig grcluding exhaust duct and
roof penetration repair.

Senate Committee on Budget and Fiscal Review 55



Subcommittee No. 4 March 10, 2016

 Americans with Disabilities Act travel modifications. The proposal would also resurface
flooring with self-leveling resin flooring, and mayclude modifications to parking lots, sidewalk,
and/or ramps to the building, entrances, and restso

Background. VHC-Yountville’s main kitchen equipment was lastgupded in 1998, making it
approximately 17 years old. The average life exgent of an industrial kitchen, but because VHC-
Yountville produces over one million meals annuaityreduces equipment life to eight years. The
replacement of current large kitchen pieces israatlily available for repair, because manufacturers
shelf repair parts often for only ten year.

During periods of survey or review by CDPH, CMS,federal VA, Yountville staff modifies their
food preparation procedures, making immediate rept the building or providing short-term
solutions to avoid licensing deficiencies or citas. For example, VHC-Yountville redirects food
supervisor cooks and increases overtime for staftither short-term method the department employs
is to rely on heat-and-serve items, which are sdtealthy for residents.

Implementation Timeline. The department estimates kitchen renovation te tgk to 24 months
(four months for preliminary plans, five months firawings, three to five months for bid and awards,
and 10 months for construction). The constructioeiudes a phase-in approach, so the kitchen will
remain operational while renovations occur. Therapgh will comply with all licensing agency
requirements and inspections by the State Fire hahrand others. The Department of General
Services will develop a formal project timelinghk request is approved.

Staff Comment. The Department of General Services (DGS) provitieddepartment an itemized cost
estimate for the project, including management awersight activities. DGS estimates total
construction costs at $4.3 million ($4 million fibre contract, $278,000 for construction contingéncy
assuming a 10-month construction period. With aoldétl architectural and engineering services
($847,200) and other project costs ($796,000),tota estimate project costs is $5.9 million — the
amount requested in this proposal.

Staff Recommendation. Approve.Staff recommends approving the item as requestadl with the
formal DGS project timeline to be submitted to tiegislature prior to the January 10, 2017, budget.
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Issue 9: Cemetery Operations

Budget. The department requests $185,000 General Fund,®IBeneral Fund ongoing, to fund
2.5 positions (0.5 staff services analyst and tvamgdskeepers) to support operational requirenants
the Northern California Veterans Cemetery. Spedglific the staff services analyst would process
interment applications and establish eligibilitheTgroundskeepers would provide grounds keeping,
burials, headstone installation, cemetery maintemaand facility maintenance.

In addition, the budget proposes $15,000 GeneratlRa purchase a modular unit as a permanent
office space, to replace an existing rental contatdhe Veterans Memorial Grove Cemetery.

Background on Northern California Veterans Cemetery The Cemetery in Igo was dedicated on
November 11, 2005, made possible through the USIB¢#e Cemetery Grant Program. California
must meet National Cemetery Administration Shriten8ards and is responsible for maintenance and
operations of the cemetery. The department has pagitions and current year budget of $828,000.

To maintain the cemetery, the state entered a M@b 8hasta County to provide five workers, five
days a week through the county’s work-release pragHowever, grounds keeping staff currently
work 15-25 hours of overtime per month to instal&tistones. Even with overtime, the cemetery reach
a 36.4 percent success rate, from April to July520fh achieving NCA'’s standard in installing
headstones within 60 days of burial; this rank8 iB&he nation out of 73 state veterans cemeteries.

Background on Veterans Memorial Grove CemeteryThe cemetery in Yountville was established
in 1884. Currently, the department has 1.5 groueelsérs and is renting a modular unit to complete
administrative requirements at a cost of $252 pamtm

Staff Comment. Although burials have increased from 442 per ye&009-10, to 561 in 2014-15, the
number of groundskeepers has not increased. Dubketdack of staff, many casketed burials are
scheduled out for up to two weeks, and no burialises are provided on Wednesdays. Further, the
department provides only an estimated five peroémtorkers sent to the cemetery stay more than one
to two days. CalVet also reports, “On many occasi@guipment has been returned at the end of the
day damaged, destroyed, or not returned at alivVefsithe perceived unpredictability of work hours
provided by the work-release program, and additi@ogervision required of groundskeepers, the
proposal appears appropriate. However, the lackogbuntability with the work-release program
appears problematic, given that the MOU is reneaendually, and given the state’s investment in
rehabilitation. The subcommittee may wish to coasttbw else the department will work with Shasta
County to participate in the work-release program.

Staff Recommendation Approve as requested.
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8940 (QALIFORNIA MILITARY DEPARTMENT

Overview. The California Military Department (CMD) is compakef four pillars: the California
Army National Guard, the California Air National &, the California State Military Reserve, and
the California Youth and Community Programs. Mdrant 23,000 soldiers, airmen, and state military
reservists are prepared to respond to state aeddieginergencies.

Budget. The budget includes $177.8 million ($49.5 milliorer@ral Fund, $121.7 million federal
funds, $4.6 million reimbursements, and $2 millgpecial funds) to support the department and its
various programs. In addition to these funds, #y@adtment receives other federal funds, which ate n
deposited in the State Treasury, totaling $760 ltamifor the Army — National Guard, Air — National
Guard, and the Adjutant General.

Issue 1: Capital Outlay Proposals

Budget. The department proposes six capital outlay progopsataling $24.4 million ($15.6 million
General Fund, $8.8 million federal funds). The msgs include:

* Consolidated Headquarters Complex.$6.9 million General Fund to develop the perfornganc
criteria and request for proposal package for geptpwhich will consolidate several of the
department’s facilities (the current Joint Forceadiguarters in Sacramento, Old Placerville
facility, the Mather Annex, the B Street Warehoused the San Luis Obispo offices) into one
headquarters complex; provide a 25,000 squarederbry and 22,600 square feet in storage
facilities; and house 1,189 employees. Last yeae, budget included $8.8 million for the
acquisition piece of this project. Total projecstare estimated to be $113.8 million.

+ San Diego Readiness Center Renovatio$3.4 million ($1.7 million General Fund and $1.7
million federal funds) for the first phase of camstion to renovate the San Diego Readiness
Center. The renovation will include adding 4,400uag feet to the existing facility and
modernizing lighting, electrical, HVAC, and plumbinThe San Diego Readiness Center hosts
over 400 soldiers every drill weekend. Accordingthe department, the San Diego Readiness
Center is the most operationally critical armorySothern California and houses the Defense
Support to Civil Authorities headquarters. Totabjpct costs are estimated to be $11.6 million
(41.7 million for design; $9.6 million for constrimn, and $224,000 for equipment)

e Santa Cruz Armory Renovation. $4 million ($2 million General Fund, $2 million nthting
federal funds) for the performance criteria andigiebuild phase for the Santa Cruz Armory
renovation. The armory, which was built in 195%s sin 1.3 acres. The renovation would allow 50
additional soldiers to train, and will include HVA€placement and upgrades to electrical, energy,
plumbing, and code-compliant doors. The departnagnicipates this renovation will alleviate
pressure on Seaside and Gilroy armories. Totaleptojosts are estimated to be $4 million
($302,000 for performance and $3.7 million for tlesign-build phase).

* Escondido Armory Renovation. $4.1 million ($2 million General fund, $2 million atching
federal funds) for the performance criteria andigiebuild phase for the Santa Cruz Armory
renovation. The armory, which was built in 1961esimot have the capacity to serve all the units
currently assigned. Renovations would include ugpgsato the HVAC, electrical, plumbing,
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security fencing; and will repurpose 1,450 squaet bf space, originally intended as an indoor
rifle range, for administrative and classroom sp&téh the renovation, the existing 133 soldiers
and an additional 25 soldiers will be accommodalertal project costs are estimated to be $4.1
million ($326,000 for performance and $3.8 millilam the design-build phase).

» Eureka Armory Renovation. $5.6 million ($2.8 General Fund, $2.8 million matah federal
funds) for the performance criteria and designépihase for the Santa Cruz Armory renovation.
The armory, which was built in 1956, sits on 4.4eac It is the only facility within a 100 mile
radius and is deemed, by the department, to beriacét asset” for the Northwest California
region. Because the department is unable to exglad@rmory (the surrounding areas hold the
field maintenance shop and secure parking lot fiitary vehicles and equipment), interior design
renovations could be repurposed and used for adtrative, storage, and vault space. It is
estimated that an additional 17 soldiers can tedirthe site, following the HVAC, electrical,
plumbing, security fencing, among other renovatiofital project costs are estimated to be $5.6
million ($390,000 for performance and $5.3 milliam the design-build phase).

» Advance Plan and Studies$300,000 ($150,000 General Fund, $150,000 matdeibgral funds)
for design studies and programming charrettes Hoget armory renovation projects that will be
proposed for funding next year. The federal Army@gSoof Engineers manages some department
capital outlay projects. Instead of a budget paek#ige Army Corps uses a design charrette. The
cost of each charrette includes a three-to-five wssr input session, detailed space analysis, and
validation of the project’s federal programming dioents.

Background. The department maintains over 100 armories, 30 ter@mce shops, four logistical
support facilities, and four aviation facilitiesathserve over 16,000 soldiers.

Staff Recommendation Approve as requested.
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Issue 2 California Email System and Wide Area Nek\Fee Increase

Issue 3 Human Resources Division Staff
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Issue 9 Naturopathic Medicine Committeeld open
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Issues 3, 8, 9 were approved (3-0, Nguyen not gtin
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Administrative Workload 19
Item Department Page

Oversight: California Credit and Debt Overview 21
0950 State Treasurer’s Office 24
Issue 1 Debt Information System Update — Oversight 25
0968 California Tax Credit Allocation Committee 26
Issue 1 Compliance Monitoring Staff Augmentation 26
Issue 2 Development Section Staff Augmentation 27

Public Comment

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need
special assistance to attend or participate in a Senate Committee hearing, or in connection with
other Senate services, may request assistance at the Senate Rules Committee, 1020 N Street,
Suite 255 or by calling (916) 651-1505. Requests should be made one week in advance whenever
possible.

Senate Committee on Budget and Fiscal Review 2



Subcommittee No. 4 March 30, 2016

ISSUES PROPOSED FOR VOTE ONLY

0509 GOVERNOR’ OFFICE OF BUSINESS AND ECONOMIC DEVELOPMENT

Issue 1: Zero Emission Vehicle Infrastructure Project

Governor’s Proposal. The Governor's Office of Business and Economic Development (GO-
Biz) is requesting to extend funding for one position and increase reimbursement authority by
$150,000 in 2015-16 and $150,000 in 2016-17. This request provides resources for the Zero
Emissions Vehicle (ZEV) Infrastructure Project Manager (IPM) position related to state efforts
to meet the requirements of several federal and state air quality and emission reduction
mandates. The limited-term position will assist projects in obtaining local and state permits and
develop and oversee a high level stakeholder working group dedicated to developing ZEV
fueling and charging stations throughout the state. The funding is provided through an
interagency agreement between GO-Biz and the California Energy Commission (CEC).

Background. Legislation adopted in 2007 established three new programs intended to promote
vehicle and fuel technology that reduce air pollution and greenhouse gas emissions statewide.
Subsequent actions expanded California's clean air and clean vehicle incentive programs in order
to meet clean air, public health, climate and economic development goals. This later legislation
requires the CEC to fund the development of up to 100 hydrogen fueling stations from vehicle
registration fee revenues in the total amount of up to $220 million over the next 10 years. Since
2009, 45 hydrogen fueling station projects have been funded by Alternative and Renewable Fuel
and Vehicle Technology Program (ARFVTP) funds.

Prior to the funding of the IPM position, the construction of fueling stations had experienced
delays due to issues related to siting, permitting, finances, California Environmental Quality Act
(CEQA) requirements, and certification. Some auto manufacturers (Toyota, Mercedes-
Benz/Daimler, Hyundai, Nissan, and GM) are planning to introduce fuel-cell hydrogen vehicles
in California in the next few years; however, the existing seven-station network is not positioned
to meet the demands of new customers. A shortage of hydrogen fueling stations could discourage
the manufacture of hydrogen fueled vehicles, and potentially put at risk the timely attainment of
air quality and emissions goals for the state. To further the development of the fueling
infrastructure, the ZEV IPM was administratively established in 2013. In June 2015, the CEC
Business Committee approved funding to GO-Biz to extend the position for two additional years.

Staff Comments. With the proposed extension of the ZEV IPM position, the continued staff
responsibilities include working with: 1) individual communities and station developers, to
expedite siting and permitting; and, 2) stakeholders, to ensure that the state is proceeding on
developing a robust hydrogen fueling network.
Staff Recommendation. Approve as budgeted.

Vote.
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0984 CALIFORNIA SECURE CHOICE RETIREMENT SAVINGS INVESTMENT BOARD

Issue 1: Reappropriation of Existing Funding

Governor’s Proposal. The Administration proposes a reappropriation of the remainder of the
balance of its fiscal year 2015-16 appropriation (estimated to be $200,000) and provisional
language for additional expenditure authority upon Department of Finance (DOF) approval and
notification to the Legislature. The funds will be used to conduct remaining legal analysis for the
implementation of the California Secure Choice Retirement Saving Program (CSCRSP). As with
the current year requirement, the additional spending authority proposed for 2016-17 is based
upon the receipt of federal funds and donations through a non-profit or private entity.

Background. The California Secure Choice Retirement Savings Investment Board and the
CSCRSP were established pursuant to SB 1234 (De Ledn), Chapter 734, Statutes of 2012, for the
purpose of creating a statewide savings plan for private-sector workers who lack access to an
employer-sponsored retirement savings plan. The legislation requires that the board conduct a
market analysis, financial feasibility study and legal analysis to determine whether the necessary
conditions for implementation of the program can be met. The board was required to conduct the
analyses only if funds were made available through a nonprofit or private entity, or from federal
funding. Adequate funding was received for these purposes. The board can implement the
program only if it determines, based on the market analysis, that the program will be self-
sustaining; funds are made available through a nonprofit or other private entity, federal funding,
or an annual budget act appropriation, in amounts sufficient to allow the board to implement the
program until the California Secure Choice Retirement Savings Trust has sufficient funds to be
self-sustaining; and an authorizing statute is enacted that expresses the approval of the
Legislature for the program to be fully implemented. The board has entered into an agreement
with a firm for market analysis, financial feasibility study, and program design work. In addition,
the board entered into an agreement with a firm for legal services. The board expects both
studies to be completed by spring 2016.

Staff Comments. Support for the program must come from donated funds. Staff has no concerns
with the proposal.

Staff Recommendation. Approve as budgeted.

Vote.
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ISSUES FOR DISCUSSION AND VOTE

BUDGETARY ROLE OF STATE RESERVE FUNDS

Presenters: Department of Finance
Legislative Analyst’s Office

Background. The state has two reserve funds—the Special Fund for Economic Uncertainties
(SFEU) and the Budget Stabilization Account (BSA).

e The SFEU is the state’s general reserve used to provide resources for unexpected costs
relating to one-time events such as legal decisions or program cost overruns. The SFEU
is a discretionary reserve from which the Legislature may appropriate funds at any time
and for any purpose.

e The BSA is a restricted account, with specific rules governing how and when the state
must make deposits into or may make withdrawals from the fund. Withdrawals are
limited to situations involving budgetary emergencies called by the Governor if financial
resources fall short or natural disasters occur.

Proposition 2, adopted by the voters in 2014, tightened-up the existing BSA (and addressed debt
payments) through constitutional requirements. The constitutional measure: requires the state to
annually set aside of 1.5 percent of General Fund revenues plus capital gains-related taxes in
excess of eight percent of General Fund revenues; directs one-half the set-aside funds to the BSA
and one-half towards paying-off accumulated debts and liabilities; caps the BSA at an amount
equal to 10 percent of General Fund Revenues (currently about $12 billion); restricts
withdrawals from the account to hardship situations (defined as budget shortfalls or natural
disasters); limits funds that would otherwise be deposited to the BSA to infrastructure
investment, once the maximum level is reached. The language also requires that the estimate on
required capital gains-related taxes deposits be ‘trued-up’ in the two subsequent years after the
initial deposit to account for the difference between the estimates amount and actual revenues
received.

In certain situations, ‘excess’ funds held in the SFEU could cause a reduction in revenues
received from the sales and use tax. California has two statutes that trigger reductions in the
state’s sales tax rate if balances in the SFEU reach a certain threshold. The state’s sales tax rate
would automatically decline by one-quarter cent for one calendar year (currently equal to around
$1.5 billion), if: 1) the Director of Finance projects the SFEU to exceed about four percent of
General Fund revenues (currently, about $5 billion) in the prior and current year; or, 2) if both
the General Fund reserves exceed about three percent of revenues (currently $4 billion) and
actual General Fund revenues between May 1st and September 30th exceed the Administration’s
forecasted amounts.

Governor’s Proposal. The 2016-17 budget includes total constitutionally-required deposits to
the BSA of $2.6 billion ($1.0 billion true-up for 2015-16 and $1.6 billion initial deposit for 2016-
17). In addition to these balances, the Governor proposes increasing reserves by $3.1 billion.
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This amount includes an increase in the balance of the SFEU by $1.1 billion and an optional
deposit of $2.0 billion into the BSA. Under this proposal, the SFEU balance would grow to
$2.2 billion, and the BSA balance would grow to $8.0 billion. Under the Governor’s plan, by the
end of 2016-17 reserves would total $10.2 billion, assuming current fiscal projections.

The $2.0 billion optional BSA deposit would be subject to the rules of Proposition 2, in that this
deposit would be accessible only in a budget emergency, and access would be limited to half of
these funds in the first year of a budget emergency. The Governor also proposes that the
Legislature use the $2.0 billion optional BSA deposit for meeting reserve requirements for 2015-
16 and 2016-17 that exceed current estimates. That is, these funds would be available in the June
2015 budget plan or in future budgets to cover higher BSA deposit requirements. If future
revisions and true ups are less than $2.0 billion, the Administration proposes that the outstanding
funds remain in the BSA.

Legislative Analyst’s Comments. The Legislative Analyst’s Office (LAO) has raised a number
of concerns with the Governor’s proposal. The primary concern expressed by LAO is that the
additional $2 billion discretionary deposit to the BSA would restrict the use of these funds to
those purposes stipulated by the Constitution under Proposition 2. Absent this deposit, the
Legislature could retain much more discretion over the use of these revenues—including retiring
long-term liabilities, providing additional program funding, or providing advance-funding of
General Obligation bond debt service. (The later policy would free-up an equivalent amount of
cash in the future.) LAO also notes that the discretionary funds may not be allowable as ‘pre-
funding’ of potential future required deposits to the BSA, as this designation may not be
allowable under the Constitution. LAO has proposed some approaches to funding reserves the
Legislature may want to consider.

Staff Comments. The issue state reserves raises vital questions regarding the most appropriate
use of taxpayer funds and the adequate funding of state programs during periods of fiscal stress.
In its consideration of these questions, the committee could weigh the risks of potential
economic and budgetary downturns (and the need to protect against these) with putting public
funds towards their highest and best use. Among issues for consideration by the committee, are
the following:

e The most efficient use of ‘one-time’ revenues, including for reserves, program needs,
capital investment and advanced payment of obligations.

e The appropriate magnitude of aggregate reserve funds, given fiscal risks and program
demands.

e The most advantageous and flexible allocation of surplus revenues among the state
reserve funds.

Staff Recommendation. Hold open.
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PRoOPOSITION 2 DEBT PAYMENT PLAN

Presenters: Department of Finance
Legislative Analyst’s Office

Background. Proposition 2, adopted by the voters in 2014, tightened reserve and debt payment
requirements by obligating the state to annually set aside of 1.5 percent of General Fund
revenues plus capital gains-related taxes in excess of eight percent of General Fund revenues.
The Constitution requires that one-half of the set-aside funds be deposited to the BSA and one-
half towards paying-off accumulated debts and liabilities. These minimum debt payments are
mandatory through 2029-30, and optional after that time. (After 2019, payments not made
toward debts would be required to be deposited in the BSA.)

The debts the state can pay out of the Proposition 2 designated funds include special fund loans,
Proposition 98 ‘settle-up’ payments, and unfunded pension and retiree health liabilities
(including those of the University of California and California State University). Unlike the
deposit to the BSA, which may be reduced or suspended in a budget emergency, the state may
not reduce or suspend required debt payments. The state currently has substantial debts that
would qualify under Proposition 2, as shown in the following table:

Proposal for Debt and Liabilities Payments
(Dollars in Millions)

AU Payment in
Category Beginning of 5016-17
2016-17
Budgetary Borrowing
Special Fund Loans and Interest! $1,806 $955
Proposition 98 Settle-Up Underfunding® 1,232 257
Transportation Loans (Pre-Proposition 42)* 879 173
Subtotal Debt 3,917 1,385
Retirement Liabilities
State Retiree Health 71,773 -
State Employee Pensions 43,291 -
Teacher Pensions 72,718 -
Judges' Pensions 3,358 -
CalPERS Deferred Payment 570
UC Employee Pensions? 10,786 171
UC Retiree Health® 17,270 -
Subtotal Liabilities 219,766 -
Grand Total $223,683 $1,556

Payment under Proposition 2.
% Not a state government liability.
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The state has plans in place to address some debt—such as those obligations associated with
California Public Employees Retirement System (CalPERS) and California State Teachers
Retirement System (CalSTRS). Other debt has yet been addressed in a comprehensive fashion,
including obligations associated with public employees’ retiree health care, judges’ pensions,
and UC retirement debts. As noted by the Legislative Analyst’s Office (LAO), the debt eligible
for Proposition 2 funding carry various annual interest rates, ranging 7.5 percent for some
retirement liabilities down to zero percent for ‘settle-up’ payments to schools. LAO also notes
that payment of these debts can benefit very different groups and institutions.

Governor’s Proposal. The Proposition 2 debt proposal for the budget focuses largely on special
fund loans, which account for $1.1 billion of the $1.6 billion in resources available for debt
payments. Interest on the budgetary loans is budgeted through Item 9620. Loan payments
proposed in the budget are listed in the following table:

Governor’s Proposal for Repayment of Special Fund Loans
(Dollars in Millions)

Fund Name Amount
Unemployment Compensation Disability Fund $308.2
Transportation Congestion Relief Fund 173.0
Off Highway Vehicle Trust Fund 112.0
Greenhouse Gas Reduction Fund 100.0
School Land Bank Fund 59.0
Harbors and Watercraft Revolving Fund 51.0
Hospital Building Fund 50.0
Oil Spill Response Trust Fund 40.0
Housing Rehabilitation Loan Fund 35.4
Accountancy Fund 21.0
State Corporations Fund 18.5
Tax Credit Allocation Fee Account 13.0
State Board of Barbering and Cosmetology Fund 11.0
Vehicle Inspection Repair Fund 10.0
Enhanced Fleet Modernization Subaccount 10.0
Psychology Fund 6.3
Behavioral Science Fund 6.3
Contingent Fund of the Medical Board of California 6.0
Firearms Safety and Enforcement Special Fund 4.9
Acupuncture Fund 4.0
Professional Engineers’ and Land Surveyors’ Fund 3.2
Private Postsecondary Education Administration Fund 3.0
Real Estate Appraisers Regulation Fund 3.0
Registry of Charitable Trust 2.7
Environmental Water Fund 24
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Antiterrorism Fund 2.0
Drinking Water Operator Certification Special Account 1.6
Private Investigator Fund 15
Physician Assistant Fund 15
Osteopathic Medical Board of California Contingent Fund 14
California Water Fund 1.1
State Optometry Fund—~Professions and Vocations 1.0
Total $1,064.0

In addition to the pay-down of budgetary loans (constituting the overhang of debt from the prior
Administration), the Governor proposes to pay $257 million towards the Proposition 98 ‘settle-
up’ owed to schools and $171 million payment towards UC retirement liabilities.

Legislative Analyst’s Comments. In its review of the Governors’ Proposition 2 debt pay-down
proposal the LAO makes several observations regarding the focus and implication of the
approach. LAO notes that the Governor’s plan focuses on paying off budgetary debt to special
funds, which carry low or no interest rates, as opposed to paying retirement liabilities, which
carry much higher interest rates. The LAO notes that schools would benefit—in a relatively
minor fashion—from the proposed plan, as well as potentially special fund fee payers. The
implication of the plan is that taxpayers, in general, could be better off from a plan that focused
on retiring high-interest loans rather than low-interest budgetary loans. LAO proposes an
alternative approach which basically incorporates this notion. It also suggests that a long-term
plan be adopted that addresses all the state outstanding debts in a comprehensive fashion.

Staff Comments. The Administration’s efforts to retire budgetary debt to special funds are
understandable. The repayment may put programs financed by these funds in a better fiscal
position and potentially be more effective in fulfilling their responsibilities. In addition, given
that these funds remain borrowable resources, to the extent that outstanding loans are repaid, the
funds would be restored as resources for General Fund borrowing in the event of future fiscal
stress. LAQO’s perspective regarding a repayment plan which focuses on paying off high interest
debt first, is reasonable; however, it also raises a logical question as to why, using the same
logic, the state should not ‘play the spread’ and borrow as much as available from special funds
to pay down the retirement liabilities. Staff also notes that paying budgetary loans potentially
retains these funds as borrowable resources; paying-down retirement-related liabilities is
irreversible. The committee may want to consider the following related issues:

e The advantages and disadvantages of paying off special fund loans versus reducing
retirement liabilities.

e The relative benefits to taxpayers at large and publicly-provided programs from different
debt payment plans.

e The degree of state fiscal flexibility that may be restricted or enhanced through different
debt payment plans.
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e The extent to which the state should maximize the opportunity to borrow at interest rates
lower than the rate on existing debt obligations.

Staff Recommendation. Hold open.
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0509 GOVERNOR’S OFFICE OF BUSINESS AND ECONOMIC DEVELOPMENT

Department Overview. The Governor's Office of Business and Economic Development (GO-
Biz) provides a single point of contact for economic development, business assistance and job
creation efforts. GO-Biz works with companies and organizations across the nation to market the
benefits of doing business in California, recruit new businesses, retain businesses, and support
private sector job growth. GO-Biz serves as the Governor's lead entity for economic strategy and
the marketing of California on issues relating to business development, private sector investment,
economic growth, export promotion, permit assistance, innovation and entrepreneurship. GO-Biz
consists of the following programs:

e GO-Biz serves as the Governor's lead entity for economic strategy and the marketing of
California on issues relating to business development, private sector investment, and
economic growth, and export promotion. This program makes recommendations to the
Governor and the Legislature regarding policies, programs, and actions for statewide
economic goals.

e California Business Investment Services serves employers, corporate executives, business
owners, and site location consultants which are considering California for business
investment and expansion. This program works with local, state, and federal partners in an
effort to attract, retain, and expand businesses. The Innovation Hub (iHub) initiative is an
effort to improve the state's national and global competitiveness by stimulating partnerships,
economic development, and job creation around specific research clusters.

e Office of the Small Business Advocate (OSBA) serves as the principal advocate in the state
on behalf of small businesses, including regarding legislation and administrative regulations
that affect small business. The OSBA is responsible for disseminating information about
programs and services provided by the state that benefit small businesses, and how small
businesses can participate in these programs and services. The OSBA responds to issues from
small businesses concerning the actions of state agencies, state laws and regulations
adversely affecting those businesses. The OSBA maintains and distributes an annual list of
persons serving as small business ombudsmen throughout state government.

e California Film Commission (CFC) provides significant financial assistance through its
publically-funded tax credit program. The purpose of the CFC is to retain and increase
motion picture production in the state. The CFC supports productions by issuing film permits
for all state properties, administering the film and TV tax credit program, maintaining a
location library, and offering production assistance on a wide variety of issues. CFC also
works with cities and counties with the goal of creating film friendly” policies that are
consistent state wide.

e California Tourism Market Act provides for the marketing of California through an
assessment of businesses that benefit from travel and tourism. The objective of the Tourism
Assessment Program is to identify potentially assessable businesses, assist companies with
determining the appropriate amount of their self-assessment, and collect the fee.
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California Infrastructure and Economic Development Bank (IBank) was created to
finance public infrastructure and private development that promotes economic growth.
IBank has a broad authority to issue tax-exempt and taxable revenue bonds, provide
financing to public agencies, provide credit enhancements, acquire or lease facilities, and
leverage state and federal funds. IBank's current programs include the infrastructure state
revolving fund, 501(c)(3) tax-exempt and taxable revenue bond program, industrial
development revenue bond program, exempt facility revenue bond program, governmental
bond program and the Clean Energy Finance Center (CEFC) and the Statewide Energy
Efficiency Program under the CEFC.

Small Business Loan Guarantee Program (SBLGP) promotes local economic
development by providing guarantees for loans issued to small businesses from financial
institutions, typically banks, which otherwise would not approve such term loans or lines of
credit. The loan guarantee serves as a credit enhancement and an incentive for financial
institutions to make loans to small businesses that otherwise would not be eligible for such
financing.

California Welcome Centers are visitor information centers that are accessible to and
recognizable by tourists, and are designed to encourage tourism in California and provide
benefits to the state economy. The objective of the California Welcome Center Program is to
determine the locality of underserved travelers, designate a welcome center, and establish
operating standards across the network.

Budget Overview. The department has expanded modestly over the recent past, due both to
program expansions (such as the California Competes program discussed below) and through the
inclusion of other existing program (such as the IBank). The department’s budgets (and
positions) for the prior, current and budget years are shown in the tables below.

Governor’s Office of Business and Economic Development
Program Expenditure
(dollars in thousands)

Program Actual | Estimated | Proposed

2014-15 2015-16 2016-17
Go-Biz $2,758 $4,626 $4,943
California Business Investment Services 1,782 1,731 1,832
Office of the Small Business Advocate 2,151 2,480 287
Infrastructure, Finance and Economic Development 25,602 17,013 38,167
Total Expenditures $32,293 $25,850 $45,229
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Position Authority
(actual positions)
Program Actual | Estimated | Proposed
2014-15 2015-16 2016-17
Go-Biz 24.0 23.0 22.0
California Business Investment Services 11.0 94 9.0
Office of the Small Business Advocate 2.2 2.5 6.0
Infrastructure, Finance and Economic Development 34.2 31.4 45.4
Total Positions 714 66.3 82.4

| Issue 1: California Competes Tax Credit Program — Oversight

Governor’s Office of Business and Economic Development
Legislative Analyst’s Office

Presenter:

Background. The California Competes Tax Credit (CCTC) is a targeted tax credit program
administered by GO-Biz and the Franchise Tax Board (FTB). In its administration of the CCTC,
GO-Biz is responsible for a relatively new program that involves a sizeable commitment of state
funds, in the form of revenues foregone, over several years. The funds ‘flow’ is based on
negotiated contracts with private companies. The purpose of the CCTC is to attract, expand, and
retain businesses in California. Business entities that apply for the credit are evaluated on the
basis of number of employees; jobs created or retained; location of the company in the state; and
magnitude of new investment. The tax credit packages are negotiated between the business and
the Administration (GO-Biz) and then voted on by the GO-Biz committee, consisting of the
director of GO-Biz, the director of the Department of Finance, the State Treasurer, and one
appointee each from the Senate and the Assembly.

Taxpayers may receive a maximum of 20 percent of the total amount of credits available for a
particular year. In addition, 25 percent of the available credits must be provided to small
businesses (companies with gross receipts of $2 million or less). The amount of credits that is
allocated is up to $30 million in 2013-14, $150 million in 2014-15 and $200 million for years
2015-16 through 2017-18. These amounts may be reduced in order to ensure the total amount of
tax reductions resulting from the program and two other tax preference programs (sales and use
tax exemption for certain capital investments and new hiring tax credit) is no greater than $750
million in a fiscal year.

The implementation of the program is defined based on the application process, evaluation
process, negotiation process and committee process, as described below:

e Application Process. During this stage of the program, CCTC staff engages in in one-
on-one contact with applicants and their designated representatives by providing
assistance with computing and entering the required information. CCTC staff also
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confirms eligibility, explains regulations, recommends other resources and provides
information about deadlines.

e Evaluation Process. The evaluation process is two-phased. The initial phase calculates
the cost-benefit ratio from the state’s perspective, based on the credit request, aggregate
employee compensation, and aggregate investment. The most completive proposals move
to the second evaluative phase. The second phase involves looking at specific selection
criteria, including number of jobs, amount of investment, extent of unemployment and
poverty in the project area, and opportunity for additional growth.*

e Negotiation Process. Contract negotiations require a significant amount of analysis and
discussion between CCTC staff and the applicant. The intent is to reach specific
agreements that create definitive milestones, explain agreement provisions, and tailor
language specific to the project.

e Committee Process. At this stage, CCTC staff briefs committee members and presents
the negotiated agreements for approval at a public hearing. It also informs the FTB of the
approved items and conditions of the agreements and posts information on the awards to
the website.

Go-Biz has also pursued significant economic development proposals outside of the AB 93
framework with mixed success, specifically: Lockheed Martin tax credit ($420 million over 15
years); Northrup Grumman tax credit (accompanying measure); film tax credit
extension/expansion (more than $1.5 billion over five years); and the Tesla ‘gigafactory’. The
Administration deemed these agreements as too substantial to occur within the AB 93 parameters
and pursued them as independent pieces of legislation. Nevertheless, the potential sizeable
commitment of additional foregone General Fund resources was not contemplated as part of the
AB 93 conversation.

Staff Comments: While programs similar to the CCTC are used in other states with varying
degrees of success, this approach to business development and assistance is not one that
California has used in the past. Given this new approach to awarding tax credits, it is important
that the Legislature be vigilant in its oversight of the program, to ensure that it is implemented in
as effective a manner possible. The committee may wish to have the GO-Biz provide an update
on the development and implementation of the program.

One of the underlying problems associated with traditional open-ended tax incentives is that the
majority of the tax benefit goes to businesses that would have engaged in the desired behavior
irrespective of the incentive program. Put another way, only businesses operating ‘on the

! The specific criteria are: a) the number of jobs created or retained in the state; b) the compensation paid to
employees, including wages and fringe benefits; c) the amount of investment in the state; d) the extent of
employment or poverty where the business is located; e) the incentives available to the business in the state; f) the
incentives available to the business in other states; g) the duration of the business’s proposed project and the
duration the business commits to remain in this state; h) the overall economic impact; i) the strategic importance to
the state, region or locality; the opportunity for growth and expansion; the extent to which the anticipated benefit to
the state exceeds the projected benefit to the business from the tax credit.
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margin’ would engage in the desired behavior because of the incentive. The result is a significant
loss in revenue with little or no associated impact on economic activity. The GO-Biz CCTC
program attempts to eliminate or minimize this loss by targeting its incentives at companies on
the margin; its ability to do this, however, is open to question (as it would be for any outside
entity attempting to measure internal business investment decisions). One way to measure
success in this regard would be to examine companies that met the cost-benefit threshold (initial
evaluation phase) and were among the finalists in selected criteria (second evaluation phase), but
for one reason or another, were not selected as credit recipient. Unfortunately, there are sizeable
information and data gaps that would have to be overcome in order to use this method. Other
alternative approaches to measuring effectiveness—including econometric studies—could be
used, as well.

As noted above, some of the sizeable initiatives undertaken by GO-Biz have been outside of the
parameters established in the legislation establishing the California Competes Tax Credit. In
large part, the details surrounding these incentive efforts were provided to the Legislature deep
into the legislative session under a compressed schedule, making thorough independent analysis
and review very challenging. The committee may consider the value of regular quarterly or
biannual meetings with GO-Biz staff, such that leadership is kept current on potential
agreements. This could be of particular value for agreements with a significant budgetary impact
that could affect the funding of the Legislature’s own priorities.

The committee may want to consider the following issues with respect to CCTC, and pose
relevant questions to GO-Biz and LAO:

e The need for additional legislative oversight of the CCTC activities with respect to the
location of activities and the types of industries approved for support, through a regular
institutionalized process.

e The degree to which GO-Biz has been able to channel investment into economically-
challenged areas of the state and into activities that provide opportunities to regional
residents.

e The extent to which Go-Biz is capable of assessing whether jobs and investment would
either not be retained or not created absent the existence of the credit, or whether an
independent study should be required.

e The benefits of a comprehensive analysis—by LAO or other independent entity—of the
effectiveness of the program to assess what the state has realized in exchange for its
investments, prior to any extension of the program.

Staff Recommendation. Informational item.
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Issue 2: New Hiring Tax Credit — Oversight

Presenters: Governor’s Office of Business and Economic Development
Department of Finance
Franchise Tax Board
Legislative Analyst’s Office

Background. In 2013, the Legislature authorized the New Hiring Tax Credit (NHTC), which
provides a tax credit to employers who: (1) Hire a qualified full-time employee; (2) pay qualified
wages attributable to work performed by the qualified full-time employee in a Designated
Geographic Area (DGA); (3) receive a Tentative Credit Reservation (TCR) from the Franchise
Tax Board (FTB) for that qualified full-time employee, and (4) certify each qualified employee.
The qualified employee must be unemployed, a veteran, a recipient of the federal earned income
tax credit, or an ex-offender.

The credit is based on 35 percent of qualified wages or wages between 150 percent (or $10 for
certain a pilot areas) and 350 percent of minimum wage. At the time the NHTC was chaptered
the 2014 qualifying wage range, excluding pilot areas, was between $12 and $28 an hour. This
increased to $13.50 and $31.50 with a July 1, 2014 increase in minimum wage. In order to
generate an allowable credit, the qualified taxpayer must have a net increase in its total number
of full-time employees working in California, when compared to its base year. The credit is
available to employers for taxable years beginning on or after January 1, 2014, and before
January 1, 2021.

The FTB had originally estimated that $22 million in credits would be claimed for fiscal year
2014-15. While $15 million in credit reservations were made, taxpayers have reported $3.9
million in credits claimed on 2014 tax year returns—well short of initial program estimates. The
FTB indicates the following factors may be curtailing the use of NEC credits in the short term:

e Learning Curve: Any new program will have procedural requirements and filing
processes that are unfamiliar to taxpayers: the reservation process is new to the hiring
credit area and especially small businesses may not be aware of the requirement; new
programs are often associated with more frequent taxpayer return errors; and taxpayers
may not be aware of the program’s existence despite outreach efforts.

e Other Credit Usage. The enterprise zone hiring credit was targeted to be replaced in part
by the NHTC credit. Taxpayers who have both credits available to claim in a tax year
will tend to claim the enterprise zone credits first as they will be phased out sooner.

e No Credit Reservation. Not all NHTC claimants all made reservations or met other
requirements and thus were not qualified to take the credit.

e Reservations Absent Claims. Approximately $15 million in credit was reserved in 2014,
significantly more than the amount claimed. One possible reason is that some taxpayers
may have unexpectedly failed to fulfill the requirement that they increase total
employment over the previous year.

Senate Committee on Budget and Fiscal Review 16



Subcommittee No. 4 March 30, 2016

Staff Comments. In a mandated report to the Legislature, FTB has identified program features
where changes might encourage taxpayers to utilize the program above current levels: change
geographic limitations by loosening the criteria; make the eligibility requirements less restrictive;
change range of qualifying wages; discontinue or streamline the credit reservation requirement
expand eligibility to additional business types; increase the credit percentage from 35 percent to
some higher amount; and expand education and outreach.

FTB notes in its report, and staff concurs, that any loosening of the criteria can lead to
undercutting the original intent of the legislation, which was to move away from the open ended
style of the enterprise zone hiring credit. The enterprise zone hiring credit was available
retroactively, required no net increase in jobs, and covered all types of businesses. In approving
the NCTC, the legislature was cognizant of the benefits of tests and criteria that limit the amount
of revenue losses that occur when tax benefits are awarded to taxpayers which would have
engaged in stipulated activities even absent the special tax treatment. The committee may want
to pursue issues related to the most beneficial (and least costly) means of expanding the usage of
the credit.

Staff Recommendation. Informational item.

Issue 3: California Infrastructure and Economic Development Bank—California Lending
for Energy and Environmental Needs Center

Governor’s Proposal. As a component of the overall cap and trade proposal, the budget requests
one-time funding of $20 million from the Greenhouse Gas Reduction Fund (GGRF) to California
Infrastructure and Economic Development Bank (IBank) for use in its California Lending for
Energy and Environmental Needs (CLEEN) Center greenhouse gas emission reduction
programs. The entire $20 million would be used for the CLEEN Center programs that fund
transactions for projects that reduce greenhouse gas emissions.

Background. The GGRF, funded by the Cap-and-Trade Program, was established for the
purpose of funding measures that allow California to achieve its GHG reduction goals. In
addition, SB 535 (de Leon) Chapter 830, Statutes of 2012, requires that twenty-five percent of
GGRF funds be spent to benefit designated disadvantaged communities, with 10 percent spent
directly within disadvantaged communities.

The IBank was created in 1994 to finance public infrastructure and private development that
promote a healthy climate for jobs, contribute to a strong economy, and improve the quality of
life in California communities. IBank is located within GO-Biz and is governed by a five-
member board of directors. IBank recently established the CLEEN Center to encourage public
and private investments and will use IBank's access to capital markets for clean energy and
energy efficiency projects. The CLEEN Center at IBank is designed to focus on energy-related
projects for the state and local governments in California through the Statewide Energy
Efficiency Program (SWEEP). The funds that support these revolving fund programs are
generated by, and leveraged with, the issuance of revenue bonds in the capital markets. To
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support its direct loan programs, in 2014, I1Bank issued a bond for $95,960,000 and in 2015
issued a bond for a little over $90,000,000.

The CLEEN Center Business Plan was presented to the IBank board in February 2015 as an
integral part of protecting California's environment and natural resources by offering financing
that helps achieve the state’s GHG goals. In its efforts, IBank anticipates working with the
California Energy Commission (CEC), whose loan portfolio consists primarily of its Energy
Conservation Assistance Act (ECAA) program that provides loans to school districts and local
government borrowers. The ECAA loans could be pledged to serve as a credit enhancement for
IBank's CLEEN bonds for municipalities and public universities, schools and hospitals (MUSH)
borrowers. CLEEN bonds also would be secured by new IBank clean energy financings,
including energy efficiency financings to MUSH Borrowers. IBank would pledge the 2005A
CEC Pledged Assets (CEC Portfolio) and the additional unpledged ECCA loans to the CLEEN
bonds. CLEEN bond proceeds also could be used by IBank to fund larger and more complex
clean energy projects for MUSH borrowers than existing programs

Staff Comments. The proposal is a part of the Governor’s cap and trade plan, most of which
will be discussed in Senate Budget Subcommittee No. 2. Given that the discussions of the plan
are still in process, action on this issue would be premature, and the issue can be taken up by the
committee at a later date.

Staff Recommendation. Hold open.

Vote.

Issue 4: California Infrastructure and Economic Development Bank—Administrative
Workload

Governor’s Proposal. The Governor's Office of Business and Economic Development (GO-
Biz) requests increased reimbursement and corresponding expenditure authority from the
California Infrastructure and Economic Development Bank Fund in the amount of $1.5 million
in 2016-17 ($1.3 million in 2017-18 and ongoing). The new funding will allow the California
Infrastructure and Economic Development Bank (IBank) to administer the Small Business
Finance Center, bond programs, and loan programs. To ensure appropriate implementation and
administration of the numerous existing, new, and expanding programs, IBank also requests the
establishment of 11 permanent positions. The positions include staff programmer analysts,
assistant trainee, associate government program analyst, attorney, senior loan officer and six staff
loan officers.

Background. The IBank has broad authority to issue tax-exempt and taxable bonds, provide
financing to public agencies, provide credit enhancements, acquire or lease facilities, and
leverage state and federal funds. The IBank's current major programs include:

e Direct Loan Unit. This unit includes the Infrastructure State Revolving Fund (ISRF),
providing low-cost financing to public agencies for a wide variety of infrastructure
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projects; Statewide Energy Efficiency Program (SWEEP), which provides low-cost
financing to state and local governments for approved energy efficiency projects; and,
California Lending for Energy and Environmental Needs (CLEEN) Center which
encourages public and private investments.

e Bond Unit. This unit includes: 501(c)(3) Revenue Bond Program which provides tax-
exempt financing to eligible nonprofit public benefit corporations for the acquisition
and/or improvement of facilities and capital assets; Industrial Development Revenue
Bond (IDBs) Program providing tax-exempt financing for qualified manufacturing and
processing companies for the construction or acquisition of facilities and equipment;
Exempt Facility Revenue Bond Program which provides tax-exempt financing for
projects that are government-owned or consist of private improvements within publicly-
owned facilities; and Governmental Bond Program which provides bond financing to
provide financial support for various state entities and programs.

e Small Business Finance Center. The Small Business Finance Center has subcategories
of programs including the State Small Business Loan Guarantee Program, the Export
Financing Program, the Farm Loan Program, and the Disaster Relief for Small Business
Program. These programs provide repayment guarantees to lenders for loans to small
businesses experiencing difficulty securing financing on their own.

e Additional Units. The IBank also includes the Compliance Unit, Fiscal Unit, Legal and
Legislative Unit and Technical Resource Support Center.

Staff Comments. The department has provided reasonable measures of workload increases and
the requirements for additional staff. The proposal indicates that the additional resources will be
sufficient to work down the existing backlog. If this occurs, then once the backlog is reduced,
there would excess staff capacity, absent a steady increased demand for services. The extent to
which these separate workloads mesh should be addressed by the department and the item held
open pending receipt of this information.

Staff Recommendation: Hold open.

Vote.

Issue 5: Governor’s Office of Business and Economic Development—Administrative
Workload

Governor’s Proposal. The budget includes a request for additional administrative resources for
the Governor's Office of Business and Economic Development (GO-Biz). Specifically, The
Governor requests ongoing budget authority for four positions and $309,000 in General Fund to
provide administrative support services to the Human Resources, Business Services, Contracts
and Procurement units. This proposal will provide funding for three positions (GO-Biz will
absorb the cost of one position). The requested positions are: one staff services manager | (SSM
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I) position and one management services technician for the Business Service Unit, and one staff
services manager (SSM 1) and one staff services analyst (SSA) for the Human Resources Unit.

Background. GO-Biz staffing issues have been addressed in previous Fiscal Integrity and State
Manager's Accountability Act audits. In its most recent report, GO-Biz was noted for a lack of
separation of duties, policies and procedures and adequate coverage for its administrative support
functions. The department indicates that due to many of the programs within GO-Biz growing,
additional resources are needed to support the additional workload being created in the areas of
human resources, business services, contracts and procurement.

GO-Biz received four additional administrative support positions in 2014-15, but the department
has expanded in terms of responsibilities and workload since that time. Four additional positions
are being requested to provide additional support in the Human Resources, Business Services,
Contracts and Procurement units. The contracting and procurement needs of the department have
increased with the California Competes program, the Capital Infusion Grant Program, the
changing needs of the infrastructure and Economic Development Bank and the Film
Commission. The human resource needs of the department have also increased with new
positions and program expansions. With the new positions and program expansions, no
additional human resource staff was added. The current staffing consists of one senior personnel
specialist received in a 2014-15 BCP, one redirected associate personnel analyst and the
administrative manager. No new funding was received for the senior personnel specialist. The
funds were redirected from the various programs within GO-Biz.

Staff Comments. Due to its growth and absorption of other activities, GO-Biz is somewhat
administratively understaffed. Currently, GO-Biz has seven full-time administrative positions to
cover information technology, human resources, facilities, business services, procurement,
contracts, and budgets for the department of 98 authorized positions and seven temporary help
positions. GO-Biz indicates the increased staffing will eliminate the backlog of work within the
Human Resources Unit and the Business Services Unit. The additional assistance to the various
programs within GO-Biz will go towards eliminate delays in response time to executive staff,
managers, supervisors and control agencies.

Staff Recommendation. Approve as budgeted.

Vote.
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CALIFORNIA CREDIT AND DEBT OVERVIEW

State Treasurer’s Office
Public Finance Division

Presenter:

General Obligation Bonds and Debt Service. Expenditure of bond proceeds is reflected in the
budgets of individual departments, with the payment of bond debt service consolidated in Item
9600 in the Governor’s budget. It is the repayment of bond debt that is reflected as a General
Fund expense. Some bond costs are offset by special funds or federal funds. Other bonds are
‘self-liquidating,” or have their own dedicated revenue source. The Economic Recovery Bonds
(ERBs), which were self-financed, received a quarter-cent of the sales tax as a component of the
‘triple flip” enacted as part of the 2004 budget package. The ERBs have now been paid off, and
sales tax resources dedicated to General Fund bond repayment are now flowing to local
governments and the property tax backfill shifted back to K-14 education.

The Governor’s budget includes $4.9 billion in General Fund costs for General Obligation (GO)
bond debt service and related costs. In addition, about $1.2 billion in debt costs are scheduled to
be funded from special funds. Finally, federal bond subsidies, through the Build America Bonds
(BABs) program, will provide $326 million in 2016-17, allowing for a reduction in General Fund
expenses. The Governor’s proposed budget includes about $126 billion in General Fund
available for debt service (including carry-over balances but excluding amounts to be transferred
to the BSA). The net General Fun debt service for GO bonds as a percentage of General Fund
resources is approximately four percent.

Governor’s Budget for General Obligation Bond Debt
(Dollars in Millions)

2015-16 2016-17
Category AU~ Estimated Forecasted
Actual Cost
Cost Cost
General Fund Cost" $4,737 $4,870 $4,913
Other Funds Cost 941 1,133 1,244
Federal Subsidy (Build America Bonds) 326 326 326
Total Debt Service $6,004 $6,329 $6,483

! Includes variable rate bond and commercial paper expenses.

Debt service is expected to creep up in the budget year due to recent past bond sales and
anticipated issuances. The State Treasurer’s Office (STO) plan includes an assumption that $3.3
billion in General Obligation bonds will be sold (or have been sold) in 2015-16, and that $4.0
billion will be sold in 2016-17. In addition, the STO assumes that $6.6 billion in bonds will be
retired over the same period. In recent years, the state’s GO Bond debt service cost per borrowed
dollar has generally declined. This has occurred not only because of the general decline in
interest rates, but also the state’s improved credit rating. In 2010, the spread between California’s
30-year borrowing costs was 150 basis points (1.5 percent) higher than term-comparable AAA
rated paper; while the current spread is closer to 25 basis points. The STO has taken advantage of
this dynamic and maintained an active refinancing program.
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Budget and Bonds. Paying GO bond debt is a significant General Fund expense. State and
federal tax exemptions for interest income received by investors ensure that GO bond debt is a
low-cost financing alternative. To the extent bond costs do not exceed a government’s long-term
ability to fund other commitments, bonds typically allow the public to enjoy the benefits of
infrastructure investment more quickly than would otherwise be the case. The LAO indicates that
the state’s gross debt service requirements for infrastructure for bonds already sold will remain
around six percent of General Fund revenues over the next several years, and cost roughly $6
billion annually over the same time period. (This does not include the full costs of Proposition 1
water bond sales, which are slated to occur over a number of years.)

Voters approved over $40 billion in new bonds on the 2006 ballot, just prior to the national
recession. During difficult budget times, such as the recent great recession, bonds enable the
state to invest in infrastructure while the need for economic stimulus is most acute, borrowing
costs are low, and construction procurement is favorable. Despite the benefits of bonds, they
come with the cost of many years of debt service. Assuming that a bond carries an interest rate of
five percent, the cost of paying it off with level payments over 30 years is close to $2 for each
dollar borrowed—$1 for repaying the amount borrowed and close to $1 for interest. This cost,
however, spread over a 30-year period, after adjusting for inflation is considerably less—about
$1.30 for each $1 borrowed. The Legislature can increase or limit bond funding through the
budget process as overall expenditures are prioritized.

Despite the interest costs associated with debt, the decision to issue bonds comes with numerous
advantages, as outlined above. In addition to these benefits, the current interest rate environment,
which continues to display very low long-term rates, presents unique advantages for the issuance
of long-term debt for the state. For AA rated twenty-year paper, the average yield continues to be
under three percent.? These low rates have persisted, despite the relatively strong US economy
which would ordinarily place upward pressure on interest rates.

The Administration proposes maintaining its current market level of bond issuance and to pay for
substantial capital improvement through cash outlays. While this is not an unreasonable use of
cash, an alternative process to consider would involve borrowing during the current, low-interest
rate environment and retaining the cash for use during a future period when higher interest rates
prevail.

Bond Management. When the state’s cash situation deteriorated during the recession, the
Administration changed the methodology for managing bond cash. Prior to the recession, reserve
cash funded project costs in advance of bond sales, and then bond sales replenished cash
reserves. When reserve cash declined, the state had to instead sell bonds in advance of
expenditures. Due to project expenditures occurring slower than anticipated at the time of bond
sales, large bond cash balances developed—about $9.7 billion as of December 2011. As a result,
the Administration implemented a plan to utilize commercial paper to aid cash flow, thus
reducing the need to carry large bond cash balances. As part of this effort, the Administration
requires GO bond programs to demonstrate an immediate need for additional bond proceeds

Z California’s current long-term General Obligation bond ratings from the three major services are: Moody’s-Aa3;
Standard & Poor’s-AA-; Fitch-A+.
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prior to issuing new bonds. Progress has been made to reduce bond cash, and cash reserves have
dropped to just under $1.4 billion by the end of December 2015. At budget hearings, the
Administration could be asked to discuss their management of bond proceeds, forecasts of
project expenditures, and the optimal level of cash balances.

Staff Recommendation: Informational issue.
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0950 STATE TREASURER’S OFFICE

Department Overview. The State Treasurer’s Office (STO), a constitutionally-established
office, provides banking services for state government with goals to minimize interest and
service costs and to maximize yield on investments. The Treasurer is responsible for the custody
of all monies and securities belonging to or held in trust by the state; investment of temporarily
idle state monies; administration of the sale of state bonds, their redemption and interest
payments; and payment of warrants or checks drawn by the State Controller and other state
agencies. In addition, the Treasurer sits on numerous boards and commissions that deal with
state, programs, investments and financing.

Budget Overview. The STO receives the great majority of its funding—roughly 75 percent—
from reimbursements. The General Fund contribution to the office is roughly 14 percent of the
total. As shown in the table below, position authority has remained relatively stable.

State Treasurer’s Office

Program Expenditure
(dollars in thousands)

Program Actual Estimated | Proposed
2014-15 2015-16 2016-17
Investment Services $3,644 $3,481 $3,489
Centralized Treasury & Securities Management 12,644 13,528 13,731
Public Finance 9,949 11,251 9,874
Administration 13,967 15,770 15,728
Distributed Administration -11,079 -9,965 -9,926
Total Expenditures $29,125 $34,095 $32,896
State Treasurer’s Office
Position Authority
(actual positions)
Program Actual Estimated | Proposed
2014-15 2015-16 2016-17
Investment Services 13.0 18.0 18.0
Centralized Treasury & Securities Management 62.5 63.5 65.5
Public Finance 56.1 53.3 50.3
Administration 84.9 90.9 92.9
Total Positions 216.5 225.7 226.7
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Issue 1: Debt Management System

Presenter: State Treasurer’s Office

Background. Last year the State Treasurer’s Office (STO) received continued funding for the
replacement of the departments’ debt management system. The $1.4 million (reimbursements)
consisted of $302,000 for a project management support vendor, $200,000 for Department of
Technology (CalTech) procurement assistance, $97,000 for the procurement assistance vendor,
$140,000 for independent verification and validation services, $113,000 for CalTech project
oversight, and $530,000 of continued funding for positions (data processing manager, senior
programmer analyst, system software specialist, and treasury program manager.

In conjunction with this funding, the STO changed the procurement strategy for the DMS 1I
Project from what was as previously submitted in SPR1, based on vendor feedback provided to
the STO from the pre-solicitation RFP and resulting analysis. Subsequent to the submission of
the May Revision request, staff was notified of requested change in the procurement strategy. In
2013, the STO had determined that replacing the existing debt management system with a
solution-based procurement using a systems integrator was in the state’s best interest, due to
available expertise staffing. However, STO subsequently determined, based on potential vendor
feedback, that it would be very difficult to completely satisfy business requirements at an
acceptable cost and/or within a reasonable timeframe. Following more in depth vendor
conversations, STO explored alternative procurement strategies and models and determined the
debt management system replacement could be better addressed by using the existing debt
management system and expert-level technicians rather than STO staff. CalTech agreed with this
decision. The STO’s funding request of $1.4 million remains unchanged.

The STO received funding for this project in 2013-14 and 2014-15. The new system is necessary
for debt administration, including duties associated with trustee, registrar and paying agent
responsibilities, payment of debt service, disclosure and analysis of debt issuances. Given the
increased legal and financial complexities in the debt markets, the STO indicates a need for a
new system to administer outstanding debt, track and pay debt service and fees on outstanding
debt, and track and validate the issuance of new debt. The existing system dates to 2004.

Staff Comments. The debt management system is an essential component for the STO to
follow-through on its essential services. The STO has adjusted its procurement plan in response
to concerns raised through the interested parties’ process, as well as a result of concerns voiced
by the Legislature, including this committee. The efforts of the STO’s Debt Management System
should continue to be monitored by the committee in order to help ensure that the project is
delivered in a satisfactory manner.

State Recommendation. Informational issue.
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0968 CALIFORNIA TAX CREDIT ALLOCATION COMMITTEE

Issue 1: Compliance Monitoring Staff Augmentation

Governor’s Proposal. The proposed budget includes a request for four permanent full-time
associate government program analyst (AGPA) permanent full-time positions in the compliance
section of the California Tax Credit Allocation Committee (TCAC). The additional positions
would perform Internal Revenue Service (IRS) Code compliance monitoring services for the
current inventory of affordable rental housing. TCAC indicates that its current staffing levels are
insufficient to carry out the compliance monitoring mandated by Federal Internal Revenue Code
(IRC). The requested resources are to be funded by special funds. The state Health and Safety
Code, Section 50199.9(d), allows TCAC to establish and collect fees for the purpose of paying
the costs of monitoring projects with allocations of tax credits for compliance with federal and
state law.

Background. TCAC administers both federal and state low-income housing tax credit programs.
Both programs encourage private investment in rental housing development for low and very
low-income families and individuals. Congress created the federal Low-Income Housing Tax
Credit (LIHTC) as part of the 1986 Tax Reform Act, and it was made permanent in 1993. The
program helps private developers/owners create and preserve affordable housing and raises
project equity through the sale of tax benefits to investors who hold an ownership interest in the
property. The LIHTC Program has become the primary funding source for developing affordable
rental housing throughout the country. State housing tax credits, authorized in 1987, provide
further investor tax benefits, as well as supplement the federal tax credit.

TCAC has helped fund the construction of over 272,630 total units since its inception, including
more than 10,000 last year. Developers rely on federal, state, and local funding sources to build
affordable housing as evidenced by the receipt of over 300 applications annually. To assure
federal compliance and properly maintained properties, TCAC must perform federally-mandated
compliance monitoring functions. In 1992, Congress amended the IRC to include a provision
specifying that a state's plan for allocating credit will not be deemed qualified unless it contains a
procedure that the state will follow in monitoring compliance with the code's provisions.

Regulations require that the states conduct physical inspections of each property every three
years and also imposed a more rigorous physical inspection standard than formerly. Property
inspections must include a physical inspection of all building exteriors and common spaces, and
physical inspections of at least 20 percent of the units in each of the properties. TCAC must also
review at least 20 percent of the tenant files for income and rent eligibility. Additionally, an
initial inspection of all projects is required to be completed by the end of the second calendar
year following the year that the last building is placed in service.

TCAC contracted with an outside consulting firm in 2007 to produce a workload analysis of all
compliance functions and staffing requirements. The study concluded that TCAC would needed
one additional manager and two staff positions in 2008, with an additional staff person needed
each year going forward. Additional demands for inspection occurred in 2008, when the federal
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Housing and Economic Recovery Act of 2008 (HERA), included changes that affected the
recertification requirements for properties, determined that rents and income requirements would
be treated differently, added additional student verification requirements, and created an entirely
new program requirement in the collection of tenant demographic data. Also in 2008, the IRS
released updated utility allowance regulations which implemented new protocols for all
monitoring agencies to verify sub-metering and energy efficiency standards at properties in their
portfolio. Finally, In January of 2009, President Obama enacted the American Recovery Re-
investment Act, which created two new programs to be monitored by TCAC—the Tax Credit
Exchange Program (TCAP) and Section 1602 Funding.

TCAC's property portfolio currently contains over 3,300 active properties (excluding 507 in the
preliminary reservation stage), with over 272,630 tax credit units statewide, resulting in housing
over 517,000 tenants in tax credit properties. Of these, 2,475 properties have received an
allocation of tax credits within the last fifteen years and 905 are in the extended use portfolio
(after year 15). With increased portfolios, the amount of monitoring continues to increase.
Currently, TCAC adds about 220-240 projects per year, which constitutes a 6.27 percent growth
rate in the portfolio yearly. The department’s re-syndication activates and pilot programs impose
additional demands on staff. Current workload projections show that in calendar year 2015,
TCAC has a deficit of 4.19 PY's. This deficit will grow over time as the department’s portfolio
grows.

Staff Comments. Staff has no concerns with this proposal. The compliance activities conducted
by the department are essential to the integrity of the program and federally-mandated. The
department has amply demonstrated additional resource needs through its workload analysis.

Staff Recommendation. Approve as budgeted.

Vote.

Issue 2: Development Section Staff Augmentation

Governor’s Proposal. The budget includes a request for three associate governmental program
analyst (AGPA) positions for the development section of the California Tax Credit Allocation
Committee (TCAC). These positions would to carry out core functions and administer federal
and state mandates of the Low-Income Housing Tax Credit (LIHTC) program. This request will
not impact the General Fund, and would be funded out of program fees established by the
department to pay necessary administrative costs.

Background. TCAC is responsible for administering the allocation of federal and state low-
income housing tax credits (LIHTCs) for the development of low-income housing. The amount
of federal LIHTCs allocated by the Internal Revenue Service (IRS) is based on the product of a
per capita factor and the state's population. Annual increases in the per capita factor and state
population continues to increase the amount of annual federal LIHTCs from $63.8 million in
2004 to $89.3 million in 2015 (40 percent increase) available for allocation to develop low
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income housing projects. In addition, available state tax credits have continued to increase—
from approximately $74 million in 2004 to $93.8 million in 2015 (27 percent increase).

Applications for the program are reviewed by TCAC staff. Continuing changes to the project
requirements, such as sustainability and accessibility, has resulted in more complex reviews and
additional technical assistance from staff. TCAC is required by federal law to conduct three
reviews of the applications through the entire development process. Due to the increase in the
volume and complexity of applications, workload has increased at each stage of the reviews
significantly. Specifically, the review of applications at the placed in service (PIS) stage has a
large backlog due to the increased number of applications and the added complexity due to
project requirements. The PIS review culminates in the issuance of the IRS tax forms to the
developer and the investor. The timely issuance of the tax forms is critical for investors to filing
tax returns and claiming the tax credits for that year. Adverse impacts of the backlog and delay
of the tax forms can result in amended tax returns, increased fees, and delayed equity pay-in
schedules that are not being met. Subsequent federally-required subsequent reviews assure the
state that the project development is moving along as anticipated. The increased application
volume creates an amplified workload for Development Section staff. With the current staff
levels, TCAC risks missing federally-mandated reviews.

As the state allocating agency, TCAC must respond to changes that occur in the LIHTC
program. An example of changes are cost monitoring and study to keep project costs down, and
modifications to the competitive scoring due to the diminished public resources availability. The
increased workload associated with ongoing changes and issues include different forms of data
analyses, surveying project data, and stakeholder consultation. TCAC is responsible for
providing data annually, in the form of increasingly detailed and extensive surveys, to the
Department of Housing and Urban Development (HUD) and the National Council of State
Housing Agencies (NCSHA).

There have also been a number of other expansions of TCAC responsibilities, including:

e The number of existing TCAC projects re-syndicating and applying for new credits has
increased over 100 percent since 2011. Re-syndications require additional review both at the
initial stage as well as the final stage, which requires additional staff time and is accounted
for in the workload analysis chart.

e In 2014, TCAC added a new apportionment within the rural set-aside, titled the Native
American apportionment, for applications proposing projects on an Indian reservation,
whether the land is owned in fee or in trust. There have been challenges associated with the
new apportionment that has resulted in more staff time research and technical assistance
relating to development on these sites.

e In 2010, federal regulations permitted housing credit agencies to conduct subsidy layering
reviews while following the same guidelines as HUD. This policy change accompanied
federal policy to more readily provide federal funding along with tax credits. TCAC now
performs subsidy layering reviews because HUD could not complete the reviews and enable
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TCAC to meet required federal deadlines. TCAC has been conducting these reviews since
2010.

e In 2013, HUD launched its Rental Assistance Demonstration (RAD) to preserve and enhance
affordable units by allowing public and assisted housing to convert to more stable funding.
The introduction of RAD has increased the number of projects requiring subsidy layering
reviews as well as added more complexity to the reviews. In 2014, the number of complex
subsidy layering reviews increased to more than 50 annually.

e In 2011 federal legislation made significant changes to the Section 811 program. The primary
purpose of this program is to use LIHTCs to provide housing for extremely low-income
persons with disabilities while also making available appropriate support and services. This
demonstration program continues to involve TCAC, along with other state agencies,
administering the allocation of additional resources resulting in additional workload. This
also signals a federal trend toward greater reliance upon tax credits to develop special needs
housing.

e In 2015, the STO emphasized the increase in production of affordable units by utilizing
noncompetitive four percent federal low-income housing tax credits. TCAC conducted
listening sessions with the stakeholder community to discuss possible changes to the
regulations to promote the increase in applications. In July, TCAC proposed regulations
changes that is expected to increase the number of applications requesting noncompetitive
four percent federal low-income housing tax credits.

Staff Comments. The department indicates that TCAC Development Section staff worked over
400 overtime hours in the last fiscal year and is on track for a similar pattern for this fiscal year.
With the ongoing increase in the workload, there has been one additional position increase for
the Development Section of TCAC in at least the last 10 years. TCAC has explored other options
to eliminate the backlog, which includes re-evaluating the review process, streamlining submittal
requirements, and updating checklists. The department has provided a reasonable case of the
need for additional resources

Staff Recommendation. Approve as budgeted.

Vote.
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ISSUES PROPOSED FOR VOTE-ONLY

0845 DEPARTMENT OF |NSURANCE

Issue 1: Principle-Based Reserving (SB 696) and Bget Bill Language |

Budget. The department requests $925,000 (Insurance Farbgibudget year, and $894,000
(Insurance Fund) ongoing, for five positions to lempent workload related to Principle-Based
Reserving (PBR). The five positions include:

* One senior life actuary to design the audit plath @ersee audit schedules and timelines.

* One statistical models analyst Il to review PBRd®ling programs.

* One chief systems actuary.

* One senior programmer analyst to evaluate the aodtwcripts.

» One software systems specialist Il to lead acésan evaluating data structure,
relevance, and organization.

The department also proposes budget bill languabeh provides that resources, previously
approved for PBR implementation ($41.4 million amde positions), will be reconsidered if, by
June 30, 2017, a super-majority of states thaesgmts 75 percent of the total U.S. premium do
not adopt PBR. In addition, the proposed languagppires the department to update the
Department of Finance and the Legislature on theistof national adoption.

Background. PBR is a stochastic model that requires forecastdamathematical models,
which rely on credible past company experience. FBR methodology is beneficial to insurers
and industry because it allows life insurers toaset hold insurance liabilities reflective of their
life insurance past experience. PBR introducesusieeof actuarial judgment in allowing insurers
to determine life insurance reserves. The stoahassierve is based on net cash flows projected
under multiple economic scenarios based on randgemgrated future interest rates and equity
return assumptions.

Senate Bill 696 (Roth), Chapter 658, Statutes df52@onforms California law to the Standard
Valuation Law, adopted by the National Associatafrinsurance Commissioners (NAIC), and
replaces the current method of calculating resefmemost life insurance products with a new
method known as PBR applicable to specified cotdrac

During the 2014-15 budget, the department recenautlitional approval to prepare for the

implementation of the PBR and was authorized $48Bi0 2015-16, for four new positions (one

senior life actuary and three analysts). Currenilyne of the four positions are filled. These
resources were based on initial estimates anchégrded to cover the workload associated with
preparing the department to act.

PBR will become operative on January 1 of the \atar 42 states that represent at least 75
percent of total U.S. premium adopt the policy.i¢te$ issued prior to the adoption of PBR, or
not covered by PBR, will still be covered by thereat standard valuation laws.
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Staff Comment. Once PBR is operative, the NAIC Valuation Manudbwat up to a three-year
transition to give insurers time to implement PBR future sales. This implementation period
provides the department additional time to creatiécies and procedures, recruit and train the
necessary staff on insurance stochastic modelirgyveder, the department notes that it is
possible the initial PBR submissions will arriveNfarch 2017.

As November 13, 2015, 39 states and six territdmeage adopted PBR, representing an amount
just short of the 75 percent required. The depantnsecurrently tracking seven other states that
are likely to approve PBR by June 30, 2016.

The department may wish to clarify how previoughprved resources, if PBR is not adopted
by the required number of states, will be “recoassd.”

Staff Recommendation Approve as requested, including the budget bilglaage in draft form.
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Issue 2: Life and Disability Policies (AB 387) |

Budget. The department requests $430,000 (Insurance Fuanithei budget year, and $270,000
(Insurance Fund) ongoing, for two attorney posgidn comply with associated workload
implementing Assembly Bill 387 (McCarty), Chapt&16 Statutes of 2015.

Background. AB 387 (McCarty) contains the following provisions

» Extends the period of time for the Insurance Corsiaiger to review disability insurance
policies from 30 to 120 days.

* Requires the Commissioner to request a study cangp@alifornia insurance standards
with those developed by the Interstate Insuranceddit Regulation Compact, and
prohibits the use of General Fund or Insurance Rondhe report. The study must be
completed by January 1, 2017.

* Authorizes the Commissioner to publish checklistel ayuidelines for policy form
requirements.

Disability and life insurance policies are subj¢ot statutory standards. For some types of
insurance, the Insurance Commissioner must affiuelgtapprove the forms before the insurer
issues contracts based on those forms. For otpes t9f insurance, the insurer must submit the
form but may issue policies after a waiting penmithout affirmative approval. In either case,
the insurer must stop issuing policies based on fibvan if the Commissioner subsequently
disapproves the form.

Insurers must file forms for disability insurantiethe Commissioner notifies the insurer that the
form does not comply with required standards, tieuier must fix the form and get approval
before issuing policies. If the Commissioner affathaely approves the form, or 30 days passes
without notice, the insurer may issue policies urtiat form. Traditionally, the statute has been
read so that the Commissioner would have discrébamview a policy or not. The California
Court of Appeal, irEllena v. Department of Insurance (2014), held that the Commissioner has a
mandatory duty to review each disability insurarmaicy. That decision has created a
substantial new workload in the department’s polieyiew process. AB 387 bill addresses the
additional workload by extending the review period.20 days.

Staff Comment. While this increases the number of days for revi€@il needs additional
resources to comply because the department hadopséy not interpreted the 30 days as a
"real" deemer date. The department notes it hastmirol over how many filings come in each
month and has no control over the size and contplexithose filings, and accordingly, does not
have sufficient resources to comply with the neWw @ldys.” During the period of April 1, 2014,
to April 1, 2015, the department received an awerafj115 new filings each month. Some
filings consist of one, three-page document, waileers consist of 15, 30-page documents.

Staff Recommendation Approve as requested.
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Issue 3: CDI Menu Modernization Project (CMMP) — Year 3

Budget. The department requests a one-time increase of réllion ($1.8 million Insurance
Fund, $962,000 General Fund) in the budget yearffdor positions and 2.5 temporary help
position authority positions. The positions willppeomplete the third year of implementation of
a five-year project to replace the department'saétggMenu and Integrated Database (IDB).
Specifically, the requests includes $1.8 milliorr fexternal contracts for software, project
management, and project oversight and $962,000dpaost positions.

Background. The CDI Menu Project is a gateway or portal (uséerface) that was developed
in 1992 using an Oracle Forms and Reports platfdrhe core of the CDI Menu is the IDB
database, the backend database which includes #perity of the CDI Menu's rules and
database triggers. Built over 20 years ago, then@ogy supporting the current IDB is outdated
and the vendor will no longer provide support fhisttechnology after June 2017. The CDI
Menu provides access to over 90 different functioeports, studies, and views. For example,
the Fraud Integrated Database (FIDB) System pravateline access, permitting input and/or
retrieval of data such as case activity notes, keeping, case contacts, suspects, witnesses, case
review, case assignment, investigative plans, amshagement reports. The system's aging
technology has created several functionality issuneschallenges

To date, the CMMP has received total resources4gt(%,000. The department is requesting
year three resources of $2,749,000 to continug@tbject, which will include the completion of
the reengineering of the Fraud Integrated Datalfgd@B) system; completion of upgrading
systems for Licensing Services Division and FinahManagement Division; and begins work
for the Rate Regulation Branch (RRB) and Finan8iaiveillance Branch (FSB) systems.

Staff Comment. The CMMP is a five-year project and this propasgjuests funding for year
three only. CDI's estimated future resource requamts will be addressed during the annual
budget process as seen in the chart below.

Resources| FY 2017-18 FY 2018-19
Positions 5.5 0
Funding $1.85 million $278,000

Staff Recommendation Approve as requested.
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Issue 4: Network Switch Replacement

Budget. The department requests a one-time $1.7 milliosufilance Fund) augmentation to
replace 95 IT network switches.

Background. CDI's existing IT infrastructure has been in pldoe over ten years, with the
existing switches purchased in 2008, and has badially replaced and incrementally upgraded
based on security risks, technology needs, andaiaifunding. A central component of CDI's
network are 95 IT network switches that serve aaaess point to a private cloud that connects
the entire organization to the Internet. In Juhl@0the 95 IT network switches will reach the
end of their life as earmarked by the manufactufer.the end-of-life approaches for these
network switches, the failure rate increases to@pmately 25 percent.

The $1.7 million costs include a three-year maiatee and support plan. The switches have a
useful life of about six years; therefore, CDI aiftates requesting additional funding in 2019-20
of approximately $325,000 to purchase three moagsyef maintenance and support.

Staff Comment. The current network switches will reach end-of-lifeJuly 2016 and absent
replacing all 95 switches at the same time, CDI imayr more expensive costs as switches are
replaced on an emergency basis. Currently, therthepat’'s technology refresh allocation is
$700,000 — an amount reserved to refresh the deeats end-of-life desktop and notebook
PCs, not to support an entire infrastructure réfres

Staff Recommendation Approve as requested.

Issue 5: Resource Redirection

Budget. The department requests to shift $808,000 in thdgéuyear and ongoing from the

General Fund Tax Collection and Compliance Programaddress workload demands for the
following two programs: (1) Regulation of Insuran@®mpanies and Insurance Producers
($461,000), and (2) administration ($347,000).

Background. In 2014-15, the Financial Surveillance Branch (F&&)ructured its Premium Tax
Audit Bureau (PTAB) and found inefficiencies withetexisting processes, including duplication
of work by PTAB's two-level review audit processck of coordination of on-site examinations,
and not billing companies to recover program coateen FSB streamlined its review process,
staffing needs in PTAB were reduced from 12 to fsesitions. CDI identified resource needs in
its Rate Regulation Branch (RRB) and Administrat&riicensing Services Branch - Human
Resources Management Division (HRMD).

Staff Comment. The department does not anticipate the reductiorsmurces for the FSB will
impact the department's tax collection activitbjch results in approximately $2.4 billion in
taxes collected annually for the General Fund. Témguest does not adversely impact the
department’s Insurance Fund.

Staff Recommendation Approve as requested.
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0890 $CRETARY OF STATE

Issue 1: Help America Vote Act (HAVA) Spending Plan

Budget. The Secretary of State (SOS) requests $54.1 mi(li@deral Trust Fund), including
reauthorization of funds not used in prior fiscatays, in the budget year to continue
implementing statewide mandates of the Help AmeYloge Act of 2002 (HAVA) (P.L. 107-
252). The request amends a spending plan, whiclcreased to distribute federal grant funds to
implement HAVA.

Background. On October 29, 2002, President Bush signed the Neerica Vote Act (HAVA),
which provides federal funding to the states tolengent mandated elections changes, such as
uniform and nondiscriminatory election technologgdaadministration requirements, and
requirements to ensure that voters receive infaomatbout voting rights, provisional voting,
and how to use new voting equipment. To date, thie $ras received $391.3 million in federal
funds to implement these mandates; including isteearned, total funds equal $435.9 million.
The requirements of HAVA include statewide modeatin or replacement of voting
equipment, education and training programs for tielecofficials and poll workers, and a
statewide voter registration database (VoteCaktdibcussed in the next item).

The HAVA Spending Plan for 2016-17 includes thédi@ing activities:

September 10, 2015 HAVA Spending Plan for FY 2016-17

Activity Amount HAVA Citation
HAVA Activities
EAID Grants — State Support ($50K) 3 50,000 HAVA Required — Section 261
Voting System Testing & Approval — Support 3 380,000 HAVA Required — Section 301
Section 301 - Voting Systems AVVPAT $ HAVA Required —~ Section 301
51,000,000
Interim Solution — Support $ 450,000 HAVA Required — Section 303
Administration — Support $ 1,605,000 HAVA Allowable — Sections 101, 251 & 261
Performance Measures — Support 3 100,000 HAVA Allowable — Section 254
HAVA Activities Total ' $ 3,085,000

' Funds for the VoteCal project will be secured through a separate BCP

To date, including all rounds of contracts, cowntleave submitted, and SOS had paid or
projected claims in the amount of $144 million,Vieg an anticipated unexpended balance of
$51 million. Therefore, SOS requests a shift inemditure authority in 2015-16 in an amount
not to exceed $51 million. Allocations previouslyopided to counties have not been fully
expended for a variety of reasons, including:

 Some counties used a phased approach, deployingliaminequipment on an interim
basis with the intent to "upgrade" or replace #atipment at a future date.

* Some counties planned on purchasing additionapegemt or replacement equipment as
systems become more reliable.
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 Some counties held funds in "reserve" because hfypohanges and potential policy
changes at the state and/or federal level thatmaag affected the continued viability of
voting systems as they were configured at the time.

Staff Comment. After implementation of VoteCal in the budget ygaee next item), the
unexpended HAVA Fund balance, allocated to counbas unspent, is estimated to be
$38,893,337. The unexpended balance may be usagppmrt ongoing costs of complying with
the federal mandates including maintenance andatperof the VoteCal system and voter
registration list maintenance. It cannot be expdnalighout budgetary authorization, and can be
used solely for HAVA-related needs.

Staff Recommendation Approve as requested.
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Issue 2: HAVA VoteCal

Budget. The SOS requests $5.3 million (Federal Trust Fund$pending authority for the
budget year to cover the first year of maintenaaecd operations (M&O) costs of VoteCal,
California's new statewide voter registration dats The M&O project costs are as noted in the
Special Project Report (SPR) No. 5, which was apggtoon January 10, 2013, to cover the first
year M&O after the implementation of VoteCal.

Background. Section 303 of the Help America Vote Act (HAVA) 2002 (Public Law 107-22,
107th Congress) mandates that each state implemeuaniform, centralized, interactive,
computerized voter registration database thatfisel®, maintained, and administered at the state
level. This federal law requires the SOS to depéoywtatewide voter registration database
(VoteCal System) that is the official statewideerategistration list for all federal elections. $hi
database must contain the name and registratiommation of every legally-registered active or
inactive voter in the state. Each of the 58 cowsntias a voter registration system, including
procedures and practices, that has evolved ovexdéscof use independently of other counties,
and generally independent of the state.

The VoteCal Project continues to be executed witinschedule and cost allocation outlined in
SPR No. 5 and is anticipated to be the federallpaated, HAVA compliant, single statewide
and centralized voter registration system of redmyrdune 30, 2016. The first year of M&O will
begin July 1, 2016, and continue through June BQ72The project is successfully executing
completion of the testing activities, pilot rolloattivities, training activities, organizational
change management, and solution implementafibe. request does not include an anticipated
$5.3 million ongoing cost.
VoteCal M&O project costs

Categories

Continuing IT Project Costs

Staff (Salaries & Benefits) $1,252,799.00
Hardware Lease/Maintenance $549,933.00
Software Maintenance/Licenses $1,246,739.00
Telecommunications $690,804.00
Contract Services $307,047.00

Data Center Services

Agency Facilities

OE&E $137,550.00
ICRP & SWCAP $776,735.00
Other - Training

Other External Agency Interface Maintenance $376,457.00
Total Continuing IT Costs $5,338,064.00

Below is a table for VoteCal project milestones:
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’ ESTIMATED

ACTIVITY/TASKS . FY COMPLETION COMMENTS
Revise spending plan and FSR | 05-06 | Apr/May 06 | Complete
FSR to Leg. and Leg. approval | May/Jun 06 | Complete
Hire system contract manager | 06-07 July 2006 Complete
Redirected IT staff to maintain existing Ongoing
CalVoter system and interim solutions with
counties, DMV, §SA, CCR, DPH
Bid/Award oversight consultant, project Aug 2006 Complete
manager, [V&V consultants
Bid/Award for consultant to assist SOS with Oct 2006 | Complete
VoteCal bid proposal
Begin procurement/develop/issue RFP and bid | 07-08 Oct 2007 Complete
for integration contractor
Evaluate bids for integration contractor 08-09 May 2009 Complete
Submit SPR for review June 2009 | Complete
Issue contracts for system integrator and other 09-10 Aug/Sept Complete
contract services 2009
Contract with original system integrator 10-11 Aug 2010 Complete
terminated May 2010, submit new SPR,
develop and issue new RFP
Complete evaluation and selection process for 12-13 | Oct 12,2012 | Complete
the new system integration contractor
Submit SPR for control agencies review and 12-13 | Oct 19,2012 | Complete
approval
SPR approved by control agencies 12-13 | Jan 10,2013 | Complete
System Integrator contract awarded 12-13 | Mar 06, 2013 | Complete
EMS Remediation contracts awarded 12-13 | April 19, 2013 | Complete
Project Kick-Off 12-13 | April 19, 2013 | Complete
Project Planning 13-14 | October 2013 | Complete
Design Activities 14-15 Sept 2014 | Complete
Development Activities 14-15 June 2015 | Complete
Testing Activities 15-16 | August 2015 | In Progress
VoteCal Pilot 15-16 | October 2015 | In Progress
VoteCal Deployment 15-16 June 2016 In Progress
VoteCal Maintenance and Operations 16-17 June 2017 | In Progress

March 30, 2016

Staff Comment. The projectedaunch date for VoteCal is June 30, 2016. As ofddrl, 2016,

the SOS notes that 58 counties have VoteCal.

Staff Recommendation Approve as requested.
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Issue 3: Secretary of State Headquarters Buildinge&turity Improvements |

Budget. The SOS requests $226,000 ($172,000 Business leesand $54,000 General Fund)

in the budget year, and $216,000 ($164,000 Busifess Fund and $52,000 General Fund)
ongoing, to fund the following two positions thatllwcoordinate and administer security

improvements at the Secretary of State and Stathives Building Complex, based on

assessments performed by the Department of Geismwalices (DGS) and the California

Highway Patrol (CHP):

* One associate governmental program analyst (AGBASssist the Business Operations
manager and the Health and Safety Officer withesysinaintenance and reevaluations,
and to develop and maintain emergency protocoldfaeet mitigation plan.

 One associate information systems analysts (AIS&th CCure 9000 User and
Technical certification, to administer, manage, goam, configure, operate, and
troubleshoot the closed circuit television compgiestem.

Background. In January 2015, a SOS employee brought a loaded sgveral rounds of
ammunition, and two knives (with blades over fauwrhes) to work in a backpack. According to
the department, had the employee decided to usedhponry against co-workers or the public,
the employee would have wide access to move thaugie building undetected, undeterred
by security cameras or badge card readers. In A5, the DGS conducted a Security
Assessment Report, which proposes a four-phasesqgbroyvith a total estimated cost of
$2,431,000.

For Phase 1.
e Space planning evaluation $ 13,000
e Card key access $255,623

* Main entry improvements (will add four turnstilgstlae main lobby entrance and, voice,
and data lines added to the main lobby guard statio  $ 96,877

For Phase 2:
* Video camera upgrades $924,100
» Distress call improvements (guard station monitei be switched to the camera
location of the security event) $260,500
For Phase 3: New security doors $127,700
For Phase 4. Physical barriers at public counters $754,000

Staff Comment. In 2014-15, the SOS deposited $2.6 million in itsAtectural Revolving Fund
(ARF) account. The ARF funding will cover the estiled cost of the four projects above and
leave a balance of $168,200. The SOS anticipatésma future funding request for this work
once the scope of work and cost estimates are ebeapl

Staff Recommendation Approve as requested.

Senate Committee on Budget and Fiscal Review 12



Subcommittee No. 4 March 30, 2016

Issue 4: Placement Agent Lobby Registration Worklod (AB 1473)

Budget. The SOS requests $79,000 (General Fund), and $¥4®éneral Fund) ongoing, for
one program technician 1ll to assist with increassubying registration workload related to
Assembly Bill 1743 (Hernandez), Chapter 668, Sestatf 2010.

Background. Placement agents facilitate investment "partnesshigetween public retirement
systems and private investors, but are not emptogééhe private investment firm, investment
portfolio managers, or parties to the investmeial.d@rompted by public reports about activities
of a former California Public Employee Retirementstem (CalPERS) board member, who
became a placement agent and, reportedly, earrechiiton in placement agent fees, concerns
were raised about the role of placement agentkanrnvestment practices of public retirement
systems. The investigation led to federal charbes resulted in a guilty plea by the CalPERS
CEO to bribery and fraud charges and indictmerthefformer CalPERS member. In response,
AB 1743 was enacted. Among other provisions, AB3LAaquires placement agents to register
as lobbyists.

During the three legislative sessions prior to émaat of AB 1743, an average of 1,254
lobbyists and 275 employers registered with the SB&wvever, following enactment of AB
1743, an average of 2,237 lobbyists and 659 empoyere registered. The SOS attributes this
change directly to the enactment of AB 1743. Fag #015-16 legislative session, 1,042
placement agents have registered as lobbyists. uBecplacement agents have different
characteristics and business practices than taditilobbyists, placement agents’ registration
processes are more labor-intensive.

Since 2010, the SOS has experienced a “near dgubfifobbying and tripling of employer
registrations, [causing] a persistent backlog erégistration function.” To manage the backlog,
SOS has re-directed six different staff membengtesenting 2,184 hours, adversely impacting
other mandated duties, including maintaining tHebjong change log, reviewing campaign and
lobbying statements, processing fines for latendiliof reports, and monitoring lobbyist
participation in mandated ethics courses.

SOS staff project lobbyist and employer registragido level off in the future, based on the
average number of placement agent registrationsreqiced over three legislative sessions.

Staff Comment. When AB 1473 was first implemented, the departmesd no statistical
information to anticipate future workload. This lget request does not expand or add any new
functionality to the program. The Elections Proginarauthorized for 28 positions, 26.5 of which
are filled.

Staff Recommendation Approve as requested.
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Issue 5: Ballot on Demand Systems: Electronic Pdiooks (SB 439)

Budget. The SOS requests $93,000 (General Fund) for thgdiugear and ongoing for one
assistant information systems analysis to testcantify of electronic poll books, as required by
Senate Bill 439 (Allen), Chapter 734, Statutes @2

Background. An electronic poll book (ePB) is an electronic vensof the traditional paper poll
book, which contains a list of the registered wiareach precinct or district. An electronic poll
book may be on a tablet or laptop computer. Cuyetite SOS does not review or approve
electronic poll books in California.

SB 439 authorizes county elections officials to nee technology to check-in voters at polling
places and other voting sites, and sets up proeessk procedures for the review and approval
of ePBs for use in California elections. In additi®eB 439 requires the SOS to adopt and
publish ePB standards and regulations, and prehthi# use of an uncertified electronic poll
book.

Staff Comment. Current SOS staff is unable to absorb additionatki@ad. In the first two
months of 2016, the SOS’ Office of Voting Systemexchinology Assessment, which has two
staff, has worked over 100 hours of overtime combirFurther, the requested position cannot
be funded with HAVA funds. The federal Electionsfstance Commission (EAC), the entity
that oversees the administration of HAVA funds,teslain a funding advisory opinion to
California, that the certification of ePBs are ig#dle for funding to meet Title Il compliance.

Staff Recommendation Approve as requested.
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Issue 6: Vote by Mail Ballot Drop-off Location Reguations (SB 365)

Budget. The department requests a one-time $55,000 (Gerfaratl) augmentation for
temporary help to assist in promulgating regulatitor security measures and procedures related
to the security of vote-by-mail ballot drop boxssch as chain of custody, pick-up times, and
proper labeling, that a county elections officiabynuse, if the county elections official
establishes one or more vote-by-mail ballot dradeaxfations.

Background. As required under Senate Bill 365 (Pavley), Chap&8, Statutes of 2015, the
Secretary of State must promulgate regulationste@lao vote-by-mail drop boxes by
January 1, 2017. The Secretary of State will needvark with county elections officials to
identify best practices for security measures. fEggilatory process (drafting the regulations and
reviewing with agency staff and stakeholders; pubiotice and publishing of the draft
regulations; conducting public hearings; considgricomments and drafting potential
amendments to the regulations; and final adoptfdaihe regulations) takes approximately six to
twelve months. Although SOS has received anecdantdence of counties turning to vote-by-
mail drop boxes “as a means of providing additidmalot drop-off opportunities,” it does not
have any specific information as to which countieshow many counties currently offer this
option.

Staff Comment. SOS attorneys estimate approximately 650 hoursregaired to complete
regulations. The estimated $55,000 is based orguminhourly rate of $85.27 for 650 work
hours ($55,425.50). Although existing staff will &eailable to assist and review throughout the
process, the department provides that staff timstrfframain focused on the conduct of the 2016
presidential election.”

Staff Recommendation Approve as requested.
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1701 DEPARTMENT OF BUSINESS OVERSIGHT

Overview. The department regulates a variety of financiavises, products and professionals,
and oversees the operations of state-licensed dimlamstitutions, including: banks, credit
unions, money transmitters, issuers of paymentunstnts and traveler's checks, and premium
finance companies. In addition, the department ledgs the offer and sale of securities,
franchises and off-exchange commodities.

In 2012, Governor Brown released Government Redzgdan Plan No. 2 (GRP 2), which
sought to streamline and reorganize state governrfenefficiency, to the Little Hoover
Commission. Effective July 1, 2013, the Departn@@rCorporations (DOC) and the Department
of Financial Institutions (DFI) merged to form tibepartment of Business Oversight, which
reports to the Business, Consumer Services andiktpdgency. The former DOC and DFI
operate as divisions within the department. All lagpions, examinations and reports continue
to be processed by the attorneys and staff who Yeorthe former departments.

The former DCO (now a division)ckenses and regulates securities brokers and dealegstment
advisers and financial planners, consumer and coniahdenders including mortgage lenders,
deferred deposit or payday lenders, escrow compaaie certain other fiduciaries. The DOC also
regulates the offer and sales of securities, freseshand off-exchange commoditid$ie former DFI
(now a division) oversees the operations of staexked financial institutions, including banks,
credit unions, and money transmitters.

Budget. The budget includes $92.8 million ($51.9 million at Corporations Fund,
$29.1 million Financial Institutions Fund, $10.1llioh Credit Union Fund, and other funds) and
571.5 positions to support the department ancegaces.
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Issue 1: Department of Corporations Quality NetworkSystem Support

Budget. The budget requests $1.1 million (State Corporatiband) for the budget year and
2017-18 for seven permanent positions (two staférmation systems analyst, one senior
information systems analyst, one system softwareciapst Il, one associate programmer
analyst, and senior programmer analyst, and orteraysoftware specialist 1) to provide the time
for the knowledge transfer from the contractomtieinal staff.

Background. In 2009, the Department of Corporations was apptdeedevelop and implement
the Department of Corporations Quality Network (D@XET) system. According to the
department, due to an administration change, tbgegrwas initiated in 2012 with a Special
Project Report (SPR 2180-14) and approved Budgein@h Proposal (BCP 2180-2); the
DOCQNET system was implemented in June 2014. WEICQNET, the department conducts
its regulatory functions, such as revenue collecti@nforcement actions, and licensee
examinations and licensing. Approximately 99 petcen 51,165 of the 51,771 licensees, are
tracked and managed within DOCQNET.

In July 2013, when DFI and DOC merged to form tlep@&rtment of Business Oversight (DBO),
the information technology workload increased, mfieng to consolidate two networks and
infrastructures into one. To handle the workloayes limited-term positions were approved but
expired at the end of the 2014-15 fiscal year. e loss of the seven positions, DOCQNET's
development contractor continues to absorb nedlp&cent of all DOCQNET help support,
along with efficiency and improvement request atés.

The DOCQNET project originally encompassed only Ef@C, not DFI systems. In addition,
DOCQNET was not originally designed with the Depent of Technology’s updated privacy
and security standards, which include guidelingsdftta encryption and privacy notifications.
The Division of Financial Institutions' (DFI) legasystems encompasses over three dozen
databases, spreadsheets, and outdated web sysieohsding systems for processing
applications and licenses, and managing finanegitution examinations.

Total cost of the DOCQNET system, to date

2012-13 | 2013-14 2014-15 2015-16 Total
Actual Actual Actual Estimated

223,821 | 2,094,259 2,355,931 1,636,000 6,310,011
* The DOCQNET project was initiated in 2012-13. Warks not performed until 2013-14.

Justification. The development contractor's service contract espat the end of fiscal year
2017-18. According to the department, the requegteditions will receive training in
Microsoft's Dynamic Customer Relations Manageme@RNIl) and SharePoint software
solutions. In addition, the permanent positionsl wllow the DBO to integrate DFI legacy
systems into DOCQNET and bring the security of slgstem up to the latest Department of
Technology standards.
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Staff Comment. Although the IT workload appears to be ongoing, ringuest is for two-year
funding. The department clarifies that the intefnihe proposal is to fund the knowledge transfer
from the contractor, Trinity Technology Group, tetstate staff. The department currently has
the flexibility to fund the permanent staff on amgoing basis. The department is special-funded
through licensing fees and assessments, and the QBT system is both utilized and funded
by the State Corporations Fund. There is no impathe General Fund. No additional fees to
the stakeholders are required or are requestedtvglproposal.

Staff Recommendation Approve as requested.

Issue 2: Internal Auditing Unit

Budget. The department requests $334,000 ($196,000 in Stwtgorations Fund, $106,000 in
Financial Institutions Fund, $30,000 in Credit Umieund, and $2,000 in Local Agency Deposit
Security Fund), and $321,000 ($188,000 in Statep@uations Fund, $102,000 in Financial
Institutions Fund, $29,000 in Credit Union Fundd &2,000 in Local Agency Deposit Security
Fund) ongoing, for one senior management auditdr are associate management auditor, to
establish an internal auditing unit. This unit willovide ongoing, independent, evaluation, and
assessments of internal controls.

Background. Senate Bill 1452 (Speier), Chapter 452, Statute2006, requires state and local

agencies that spend an aggregate of $50 milliomare annually to consider establishing an
ongoing audit function. Prior to GRP 2, the Depamiof Corporations and Department of
Financial Institutions’ annual appropriation wasdé¢han $50 million. However, following GRP

2, the department now exceeds the $50 million hHules Since 2013, the department has
attempted to meet this audit requirement by mowviagically through the management process,
if any issues arise.

The proposed unit will assess: (1) the consoligatafforts following GRP 2; (2) the
implementation of its strategic plan (currently andevelopment by a departmental task force);
and (3) internal controls of each division.

Staff Comment. The request to establish an internal audit ummbmees with existing law and
best practices. As a nascent department, the retprasvo additional staff appears adequate to
cover the department’'s needs at this time. Thernateaudit will follow the International
Standards for the Professional Practice of Intetualiting and Generally Accepted Government
Auditing Standards.

Staff Recommendation Approve as requested.
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PROPOSED FOR DISCUSSION/VOTE

0845 DEPARTMENT OF |NSURANCE

Overview. The California Department of Insurance (CDI) wasated in 1868 as part of a

national system of state-based insurance regulafitre state’s publicly-elected Insurance
Commissioner regulates the sixth largest insuraoocmomy in the world, collecting more than

$259 billion in premium annually. CDE licenses apgimately 1,300 insurance companies and
more than 385,000 insurance agents, brokers, adgusind bail agents.

Annually, the department receives and investigassund 250,000 complaints, performs
examinations to ensure the financial solvency ohganies, and receives approximately 33,000
suspected fraudulent claim referrals annually.

Budget. The budget includes $269.4 million ($262.4 milliomsurance Fund, $5.6 million
General Fund, $1.1 million Federal Trust Fund, &280,000 in reimbursements) and 1,266.8
positions to support the department and its program

In addition, the department requests three budggtgsals related to legislative implementation
and two pertaining to automation functions.

Issue 1: Outpatient Prescription Drugs (AB 339) |

Budget. The department requests $242,000 (Insurance Forbdgibudget year, and $235,000
(Insurance Fund) ongoing, to implement Assembly 3P (Gordon), Chapter 619, Statutes of
2015. Specifically, the request includes funding fo

* One attorney position to provide legal guidancenarket conduct examinations and to
annually review compliance.

* A contract with a pharmacist ($100,000 in budgedry@nd ongoing) to confirm review
formularies and advise the Health Policy Approvaréau (HPAB) attorneys regarding
insurer formularies, how to formulate appropriaégdl objections, and assist with
negotiations for insure compliance.

Background. Assembly Bill 339 requires health plans and hemlslurers that provide coverage
for outpatient prescription drugs to have formuarthat do not discourage the enrollment of
individuals with certain health conditions. Amongamy provisions, the bill requires,
commencing January 1, 2017, a plan or insurer totaia a pharmacy and therapeutics (P&T)
committee to develop, maintain, and oversee ang thumulary list, and establish requirements
associated with the P&T committee that are subisintsimilar to federal regulations. In
addition, the Commissioner, as part of the markatdact examination, must review the
performance of an insurer that provides prescripticug benefits.

The HPAB must confirm that formularies are accdesamd searchable on an insurer’s website.
These formularies will also need to be reviewed dmmpliance and non-discriminatory
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practices. According to the department, currerdllstaff does not have the medical expertise to
review the formularies or understand the variouslioe conditions treated by prescription
drugs. Further, the HPAB needs to promulgate reigms to define, interpret, and develop
specific requirements for formulary design, formylaubmission requirements.

Staff Comment. According to the Senate Appropriations Committealysis, AB 339 was
estimated to incur one-time costs of about $750,008urance Fund), and ongoing costs of
about $400,000 per year, for the department to tagoficies and regulations, review plan
filings, and enforce the requirements of this bill.

Staff Recommendation Approve as requested.
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0890 S CRETARY OF STATE

Overview. The Secretary of State (SOS) is the chief electioffiser and administers and
enforces election laws. The SOS also administeds earforces laws related to corporations,
limited liability companies, partnerships, limitgdrtnerships, unincorporated associations, and
bonds and perfecting security agreements. The &egris the filing officer for lobbying and
campaign documents under the Political Reform Awtl operates the Safe At Home program.

Budget. The budget includes $140.6 million ($59.4 millioederal Trust Fund, $50.5 million
Secretary of State Business Fees Fund, $29 miBiemeral Fund, and $1.7 million other special
funds) and 495.9 positions.

Issue 1: Business Programs Division Filings Procesg

Budget. The SOS requests $5.5 million (Business Fees Handhe budget year and 2017-18,
for 52 temporary help positions (appointments dfreéd annuitants, permanent intermittent,
seasonal) to assist in processing business filaimgs statements of information until California
Business Connect (CalBusiness Connect) is implezdant2020.

Overview of CalBusiness ConnectThe CalBusiness Connect project is envisioned toraate
paper-based processes, allowing business to fileraguest copies of records online and to
process fee payments within one business day. Qlyreéhe Uniform Commercial Code and
Statement of Information filings are on paper, nalyusorted, tracked on different automation
systems, including a system on three inch by fivehiindex cards. The SOS received its
feasibility study report (FSR) approval for the jeat on April 1, 2011; and a contract was
awarded on January 10, 2014. On April 10, 2015,36& and its system integrator, Bodhtree
Solutions Inc., mutually terminated the contract$8.9 million.

On December 28, 2015, the SOS submitted a Spemgd® Report (SPR) to the California
Technology Department (CalTech) which proposed:c{ignging the project scope to focus on
the largest annual volume filings and reducing ¢bmplexity of the project; (2) changing the
schedule to a phased implementation approach; 3ndh@nging the project’s budget. At the
time of this publication, the SPR is still undewriesv. The department shared the following
projected milestones:

Item Estimated timeframe
Planning Present until January 1, 2017
Procurement for vendor Until August 2018
Award contract September 2018
Phase 1 (LLCs, limited partnerships) August 2019
Phase 2 (Corporations) February/March 2020
Phase 3 (Uniform Corporations Code) August/Septerdd20
Phase 4 (Trademarks) January/February 2021
Maintenance and Operations (one-year) 2022
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The department acknowledges certain lessons ledmnoed the previous contract, including
improving initial requirements, improving vendoopurement processes, and to have a focus on
the code rather than plans.

Background on SOS filings.The Budget Act of 2013 provided $7.8 million in doimed
funding and 56 limited-term positions to reducegessing times to an average of five business
days. The five business day average was achiev@dtiober 2013. In 2014-15 and the current
year, the spending authority was reduced to anarallocation of $6.2 million and 54 limited-
term positions to maintain the average five busingay turnaround times for both business
formations and statements of information. Belowaigable that demonstrates the historical
backlogs for both business formations and statesr@rnihformation.

Backlog History

Fiscal Year | Year-End Formations Year-End Statements of
Formations | Processing Statements of| Information
in Process | Times during FY| Information Processing Times
(low and high) | in Process during FY (low and
high)
FY 2010-11 11,681 21-45 days 120,288 48-84 days
FY 2011-12 5,631 19-53 days 100,279 71-95 days
FY 2012-13 7,788 9-45 days 67,221 30-74 days
FY 2013-14 2,848 4-13 days 10,164 3-38 days
FY 2014-15 3,982 4-5 days 10,878 3-5 days
1/31/2016 Formations 1/31/2016 Statements of
Formations | Processing Statements of| Information
in Process | Times during Information Processing Times
1/2016 in Process during 1/2016
(low and high) (low and high)
End of 4,329 5-7 days 12,905 5days
1/2016*

*These numbers reflect the documents in procegeatnd of January 2016. January is a peak priogess
month; therefore, January work in process is highan is typical at fiscal year-end in June.
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Workload History

Workload 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16*
Measure

Documents 1,738,908 | 1,933,954 2,089,718 2,150,622 2,214,7962002000
Processed**

Name 41,860 43,075 44,623 35,784 34,910 34,000
Reservations

Telephone 352,415 376,563 318,473 303,607 330,649 330,000
Calls

Copies Issued 391,427 332,97 405,447 552,137 6@8,0 628,000

N

Certificates 446,629 451,246 473,403 476,199 496,495 496,000
Issued

Annual 2,971,239 3,137,81(¢ 3,331,264 3,518,349 3,705,816,6883000
Volume

*Projected; ** Includes corporation, limited lialtyf company, limited partnership, statement of infation,
regional office, UCC, trademark and special filoshmcuments.

Currently, the SOS is authorized for 326.8 posgionthis division and has 19 vacancies.

Staff Comment. There are no statutorily required timelines forgassing business filings or

statements of information. However, Assembly Bill31(Committee on Budget), Chapter 3,
Statutes of 2013, increased the Secretary of Stppropriation by $1.6 million to reduce

processing time for business formations and statesna information. According to the SOS,
the SOS and the Legislature agreed the reductioghtovould be to reach an average five
business day turnaround for both business formdifiogs and statements of information.

At the time of this publication, the SPR is not italgle for public review, as it is still under
review with CalTech. Staff notes that these 52 temagy help position requests are intended to
maintain the current processing turnaround for ess filings and statements of information —
processes that were intended to be automated bsudpended CalBusiness Connect project. A
general estimate is that the project’s first phésaited liability corporations and limited
partnerships) will not be launched until 2019. Tbcommittee may wish to ask how the
department intends to use temporary help for aroioggneed while CalBusiness Connect is
being phased-in.

Staff RecommendationHold open.
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Senator Richard D. Roth, Chair
Senator Steven M. Glazer
Senator Janet Nguyen

Senator Richard Pan

Wednesday, March 30, 2016
10:30 a.m.
State Capitol - Room 3191

Consultant: Samantha Lui
PART B
PROPOSED FOR VOTE-ONLY
OUTCOMES

Item Department
0845 Department of Insurance

Issue 1: Principle-Based Reserving (SB 696) and Budget Bill Language
Issue 2: Life and Disability Policies (AB 387)

Issue 3: CDI Menu Modernization Project (CMMP) — Year 3

Issue 4: Network Switch Replacement

Issue 5: Resource Redirection

0890 Secretary of State

Issue 1: Help America Vote Act (HAVA) Spending Plan

Issue 2: HAVA VoteCal

Issue 3: Secretary of State Headquarters Building Security Improvements
Issue 4: Placement Agent Lobby Registration Workload (AB 1473)

Issue 5: Ballot on Demand Systems: Electronic Poll Books (SB 439)

Vote

4-0
4-0
4-0
4-0
4-0

4-0
4-0
4-0
4-0

3-1 (Roth, Glazer, Pan - aye; Nguyen - voting no)

Issue 6: Vote by Mail Ballot Drop-off Location Regulations (SB 365)

3-0 (Roth, Glazer, Pan - aye; Nguyen - not voting)



Item Department Vote
1701 Department of Business Oversight

Issue 1: Department of Corporations Quality Network System Support 4-0
Issue 2: Internal Auditing Unit 4-0

PROPOSED FOR DISCUSSION

Item Department Vote
0845 Department of Insurance Error! Bookmark not defined.
Issue 1: Outpatient Prescription Drugs (AB 339)

3-1 (Roth, Glazer, Pan - aye; Nguyen - voting no)

0890 Secretary of State
Issue 1: Business Programs Division Filings Processing Hold open.
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8860 Department of Finance 16
Issue 1 Audit of Tax Compliance and Enforcement Programs 16
8880 Financial Information System for California 18
Issue 1 Funding for Special Project Report 6 — Project 18
Issue 2 Funding for Special Project Report 6 — Department 20

Public Comment

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need
special assistance to attend or participate in a Senate Committee hearing, or in connection with
other Senate services, may request assistance from the Senate Rules Committee, 1020 N Street,
Suite 255, Sacramento, California 95814, or by calling (916) 651-1505. Requests should be
made one week in advance when possible.
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ISSUES PROPOSED FOR VOTE ONLY

0840 SATE CONTROLLER 'SOFFICE

Issue 1: Sustained Accounting Workload (BCP 013) |

Governor's Proposal. The State Controller's Office (SCO) requests $221,000 ($126,000
General Fund) in 2016-17 and ongoing for two positions (extending current expiring positions)
to enable the SCO Division of Accounting and Reporting's (DAR) Cash Management Bureau to
continue state-wide cash management services.

Background. Prior to July of 2008, the SCO had been able to effectively manage the state's cash
with five staff in the Cash Management Forecasting and Reconciliation Section (CMS). In
response to the increased workload resulting from the downturn in the California and national
economies, the workload associated with managing the state's cash and ensuring timely payment
of the state's obligations increased significantly. In 2008-09, CMS received one additional
permanent position; however, as the state’s cash crisis continued through 2011-12, excessive
hours of overtime were required to complete mandatory cash management activities. In addition,
as a result of the increased focus in monitoring cash during this time, several accounting and
reconciling activities experienced backlogs. To address the overtime and the backlogs caused by
the increased cash management activities, the SCO received funding for two limited-term
positions approved for 2010-11, 2012-13, and 2014-15, which temporarily increased the CMS's
resources to eight positions through 2015-16. These resources have been deployed to automate
processes, update procedures and train staff on critical functions.

Staff Comment. The requested resources will ensure that CMS is able to continue performing
effective analyses of payment obligations, borrowable resources and cash flow forecasting.
Making these positions permanent instead of relying on limited-term resources will reduce the
turnover and retain the knowledge necessary to provide important information to decision-
makers and improve necessary cash management measures into the next recession. Retaining
these positions is a prudent means of assuring adequate resources for potential future periods of
fiscal stress and cash shortfalls.

Staff Recommendation Approve as budgeted.

Vote.
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Issue 2: Personnel and Payroll Transactions Worklaé (BCP 008) |

Governor’s Proposal. In the Governor’'s budget, the State Controller'§d®f(SCO) requests
$325,000 ($186,000 General Fund) in 2016-17 and $28 ($164,000 General Fund) in 2017-
18, and ongoing, for four positions to improve tierent 46 percent call center answer rate, and
dedicate additional staff time to the completiopadduction work.

Background. The Personnel and Payroll Services Division (PP&Dninisters the state’s
Uniform State Payroll System (USPS) and audits prmtesses all personnel and payroll
transactions for state civil service and exempt leyges and the California State University
(CSU) system. The PPSD provides information regutce manage the personnel resources of
the state, accounts for salary and wage expendjtarel provides data to the retirement systems
necessary for calculation of employee retirememiebiss. PPSD personnel are responsible for
providing answers to department and CSU human resaffices, as well as other interested
parties, and for processing transactions to ensorgloyees are paid correctly. Various state
offices contact the department seeking clarificato instruction on how to process personnel or
payroll transactions and/or properly fill-out docemts required for SCO processing. The
majority of calls are made to a single telephonmioer and then routed by an automatic call
distribution system to specific business areadf 8taeach business area split the workload of
processing transactions, answering phone callsrasplonding to email inquiries. Errors can
result in either time lags and/or incorrect pay #anployees. Existing staff resources are
insufficient with the majority of calls being routé¢o voicemail or being abandoned entirely.
From 2012-13 through 2014-15, only 46 percent dfsocaere answered, 38 percent went to
voicemail and 16 percent were abandoned. Unaddtesslés and queries can lead to errors,
inefficiencies and more costly intervention at tialate.

Staff Comments. The SCO notes that because department and CSU hwgsanrces offices
may not receive the appropriate level of assistathey often escalate calls that they feel require
immediate attention and lead to overall increasestaffing costs. The requested resources are
expected to improve responses to department andiglan resource office inquiries, such that
up to 64 percent of initial calls will be answer@tstead of the current rate of 46 percent. Staff
will also be available for work on processing doemts, decreasing the turn-around time for
payroll and personnel transactions.

Staff Recommendation Approve as budgeted.

Vote.
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Issue 3: Personnel and Payroll Services Division Sgms Support (BCP 018) |

Governor’s Proposal. The proposed budget includes State Controllersc©ffSCO) requests
for $1.1 million (General Fund) in 2016-17, and@illion (General Fund) 2017-18 and 2018-
19 for 7.9 positions to support payroll and pergmainframe-based systems known as the
Uniform State Payroll System (USPS). The positiaiis be assigned primarily to application
development (4.9 positions) with one position edch database management, information
security administration and project management.

Background. Until 2012-13, the SCO was in the process of dguatpa new integrated payroll
system, referred to as the®2Century Project, to replace existing legacy systeBuring the
development phases of the project, many new lavectafg the payroll system were handled
through short term alternative workarounds. Systmhancements that would increase the
efficiency of the Personnel and Payroll Servicegiddon (PPSD) business processes were also
suspendedin February 2012, the #1Century Project was suspended, requiring the S€O t
revert to its existing mainframe systems. Upon r&ea to the legacy systems, information
systems division (ISD) staff began developing anglementing several deferred maintenance
service requests. Currently, PPSD has identifiedl @ioritized approximately 30 requests that
are considered backlogged mandated work. ISD hagpleted a high-level analysis of these
backlogged requests and identified 28 requestsirnreguapplication development work. The
desired outcome is that ISD will support the maiatece and operations needs of the PPSD and
their mainframe-based application systems, asaseleduce the service request backlog.

Staff Comment. The SCO notes that ISD staffing on mainframe dgwelent resources is at a
historical low, and is further declining due to aging workforce. A lack of skilled,
knowledgeable resources can impact critical so#wapgrades, system testing, disaster
recovery, operational support and security managemesulting in instability and vulnerability
of the USPS. ISD is also faced with conflicting pessibilities of needing to work on
maintenance and operations activities, the sereigaest backlogs, as well as other high priority
requests. The termination of the*2Century Project is largely the catalyst for thguest to
backfill delayed maintenance and improvements énlélgacy systems.

Staff Recommendation Approve as budgeted.

Vote.
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ITEMS FOR DISCUSSION AND VOTE

0840 SATE CONTROLLER 'SOFFICE

Presenter: Betty Yee, California State Controller

Department Overview. The State Controller's Office (SCO) is principaltgsponsible for
transparency and accountability of the state'snfired resources and ensures the appropriate
disbursement and tracking of taxpayer dollars. Tntroller serves on various boards,
commissions, and committees with duties that ineladministrative oversight of public pension
funds, protection of state lands and coastlinesl amodernization and financing of state
infrastructure. The SCO offers fiscal guidance ¢@al governments and has independent
auditing authority over government agencies tha&ndpstate funds. The Controller's primary
objectives are to: account for and control disbuesat of all state funds; issue warrants in
payment of the state's bills; determine legalitg ancuracy of financial claims against the state;
audit state and local government programs; safelguaiious assets until claimed by the rightful
owners in accordance with the Unclaimed Property;Liaform the public of the state's financial
condition and financial transactions of city, coyrdand other local governments; administer the
Uniform State Payroll System; and, audit and pre@kpersonnel and payroll transactions for
state civil service, state exempt employees, staigersity employees, and college system
employees.

Budget Overview. The department receives about 32 percent of itsuanbudget from
reimbursements, 25 percent from the General Fubdye2cent from the Unclaimed Property
Fund, about 13 percent from the Central Servicet Resovery Fund, and the remainder from
various special funds. The funding structure isedasn the SCO'’s statewide responsibilities that
cut across all funds and programs.

State Controller’s Office
Program Expenditure
(dollars in thousands)

Program Actual ‘ Estimated ‘ Proposed

2014-15 | 2015-16 | 2016-17
Accounting and Reporting | $39,302 $43,693  $44,905
Audits | 44,954 44,074 48,674
Personnel and Payroll | 50,140 51,417 42,352
Unclaimed Property | 38,406 38,317 38,69C
Disbursements | 27,222 28,157 25,61¢
Net Other | 397, 669 277
Total Expenditures | $200,602 $206,322 $200,514
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State Controller’s Office
Position Authority
(actual positions)

Actual Estimated | Proposed

Program ‘ 2014-15 ‘ 2015-16 ‘ 2016.17
Accounting and Reporting | 28().4 252.( 264.7
Audits | 312.5 297.9 302.2
Personnel and Payroll | 220.6 209.( 216.5
Unclaimed Property | 244.7 261.4 261.4
Dishursements | 84.3 95.9 95.8
Administration | 282.7 282.7 299.€
Total Positions | 1,424.2 1,398.6  1,440.4

Issue 1: 2% Century Project Legal Efforts (BCP 001, BCP 019, S 25.25, BBL and TBL) |

Governor’s Proposal. The Governor’s proposal regarding this item inchidebudget resource
request, budget bill language (BBL) and trailed kanguage (TBL). The State Controller’s
Office (SCO) requests $4.8 million ($3.8 millioregial funds and $1.0 million reimbursements)
in 2016-17 for one-year limited-term funding to pap eight positions for six months for on-
going legal activities stemming from the®2Century Project. In addition, maintenance of the
MyCalPAYS (MCP) payroll system is required to pwedhe state's legal claim for the losses
incurred, and that will be incurred due to the watglabandonment of its contractual obligation
to produce the MCP system.

The BBL in Provision 14 of Iltem 0840 addressesaibiéity of the Department of Finance (DOF)
to augment amounts in Control Section (CS) 25.2%rev the budget appropriation is contained.
The ability of DOF to augment is without a spedfemount and requires 30 day notification be
provided to the Chair of the Joint Legislative Batl@ommittee. The proposed TBL extends the
authorization for the Z1Century Project by one year, from June 30, 201Rite 30, 2017.

Background. This item addresses the legal costs associatedthgttermination of the contract
associated with the implementation of thé' Zlentury ProjectThe termination of the contract
occurred after numerous apparent failures by timtractor SAP to perform under contract and
the failure of the mediation process. After it beeaclear that the mediation process was at an
impasse, the contract was terminated and the SIe® & lawsuit against SAP for breach of
contract. SAP subsequently countersued. The steenbt achieved the benefits envisioned of
the new system and has reverted to using its leggstems. The value of the investment and
whether any aspects of the project can be usdtkifuture are uncertain. The SCO indicates that
as result of SAP's breaches of the contract, e $tas suffered losses of the amount already
paid to SAP, as well as expenses incurred in admigstate needs in the absence of the system
SAP was to deliver.

In order to address its costs, the SCO receivelt @igsitions through the 2015 Budget Act to
fund legal and related activities. This fundinglvepire on June 30, 2016, but it is anticipated
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that continued support will be required into 20I6-Continued legal cost increases are due to
the following (attributable primarily to SAP): extded deposition schedule; expanded scope of
deponents to other state officials and third partiecreased number of depositions; rise in costs
of preparing for and taking depositions; expandelolip records act (PRA) discovery; increased
document volumes; and, delayed delivery of crittd@umentation. The legal team is focused on
deposing SAP personnel and defending depositiorstadé staff involved with the project as
well as reviewing project artifacts and SAP docuteemot provided to the SCO during the
project. From October 2015 through May 2016, thgalldeam will prepare the case for trial,
which is scheduled for May 23, 2016.

Staff Comments.The legal proceedings with SCO and SAP are atitia¢ $tage, and additional
resources to protect the state’s financial inteneghe concluding proceedings are warranted.
Should the state not pursue its remedies, includewpvery of the amounts due under the
contract, SAP may prevail in its countersuit agathge state by claiming the state’s contract
termination was for convenience instead of causteriination for convenience is not justified
given SAP's actions and would potentially cost stete tens of millions of dollars under the
contract. Should the state prevail, the contragviges the state with the ability to recover up to
1.5 times the contract amount, or up to approxitpa@&56 million. The time extension given in
the TBL will allow the legal process to continueh€lBBL is unnecessary given that the legal
phase is expected to terminate by the end of cateypelar 2016. In addition, if unanticipated
costs arise, there are alternative means avaif@bl@ugmenting legal expenses, under Item
9840.

Staff Recommendation.Approve the budget request as proposed and adefdiBh extending
the project date. Reject the provisional BBL.

Vote.

Issue 2: Statewide Personnel and Payroll TrainingBCP 006, BCP 007) |

Governor’s Proposal. In the Governor’s budget, the State Controller§c®f(SCO) requests
$307,000 ($175,000 General Fund) in 2016-17 and $28 ($134,000 General Fund) in 2017-
18 to support 2.1 positions; and $769,000 ($3806Ge0eral Fund) in 2016-17 and $763,000
($377,000 General Fund) in 2017-18 and ongoingufipsrt 7.4 positions to continue to meet
ongoing needs for statewide personnel and payesiiing. The remainder of the cost is borne by
the Central Service Cost Recovery Fund (CSCRRiarbhursements.

Background. The Personnel and Payroll Services Division (PP&Dhe SCO is responsible for
issuing pay to employees of the state civil serviCalifornia State University (CSU) and
Judicial Council utilizing the State Controller'siitbrm State Payroll System (USPS). Currently
over 150 departments and 24 CSU campuses ser@&dteof California. The state workforce is
comprised of approximately 284,000 employees, ssmed by 21 state civil service bargaining
units and 13 CSU bargaining units. Employees acatéml throughout California and in other
states, and range from elected officials, managedssupervisors, and higher education faculty,
to rank and file workers in various occupations.
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The Statewide Training Unit (STU) within PPSD wa®ated with the goal of providing
personnel/payroll training to human resources stafill civil service state departments at no-
cost for those receiving training. The training is@s are intended to provide human resources
staff with the essential knowledge, skills and iib8 to accurately process personnel/payroll
transactions (e.g. appointments, separations, imeripay differentials) and generate accurate
and timely payroll using the USPS. The demand fatesvide training classes has exceeded the
number of classes that can be offered with existespurces. While the proportion of training
needs served has increased, the SCO is still sifidite necessary resources to address the
demand. The percent of training needs met (baseédurests fulfilled) has grown from around
40 percent in 2013 and 2014 to 50.8 percent in 20h& requested resources and positions will
allow this to increase to address about two-thiodistraining requests by 2017. Training
approaches undertaken by the department includssrolom training, eTraining, and Train-the-
Trainer.

Staff Comments. The department has adequately documented the eeatkhssociated with
training requests. In addition, it has provided megkes of costs incurred by the state when
adequate training has not been provided. For exgnpltheState Auditor’s High Risk Update
Report(2014), the auditor noted 197,000 hours of uneateade was inaccurately credited to
employees at a state cost of $6.4 million. Whilis ihot apparent that additional training would
have corrected any malfeasance associated withotres-crediting, certainly it could have
mitigated any losses due to inadvertent actions. dmmittee may wish to request department
to explain the long-term training requirements aodv these will be addressed with the end of
the limited-term funding.

Staff Recommendation Approve as budgeted.

Vote.

Issue 3: ACA and PEPRA Legislation Workload (BCP 08) |

Governor’s Proposal.The Governor’s budget proposes additional resouesmply with two
major pieces of legislation - the Federal Patiaotdetion and Affordable Care Act (ACA) and
the California Public Employees’ Pension Reform fEPRA). The State Controller's Office
(SCO) requests $1.0 million ($548,000 General FundR016-17, and $927,000 ($528,000
General Fund) in 2017-18, for 8.4 positions (3.2itcwing and 5.2 new) to support the
continuing impact of major changes to the SCO'sfddm State Payroll System (USPS), the
Affordable Care Act Database System (ACAS), and@ased business processes as a result of
requirements mandated by state and federal leigislat

Background. In 2012, California enacted pension reform legistatknown as PEPRA. The
Department of Human Resources (CalHR) issued adoreguest to the SCO to implement the
PEPRA requirements for employee retirement contioburate changes, beginning July 1, 2013.
Due to the multifaceted nature of the PEPRA legmha the California Public Employees
Retirement System (CalPERS) has not been able terndi@e or publish comprehensive
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guidelines on the full impact of PEPRA to date aasla result, analyzes and interprets PEPRA's
impact on a flow basis through the issuance ofutarcletters. As CalPERS determines the full
impacts of PEPRA, the SCO (among other entitiesytnsonduct analyses to determine what
impact these changes have on the programs withgim #tope of responsibility. The SCO
indicates that implementing the system changesufip@t PEPRA are complex and time-
consuming, requiring SCO staff to analyze and iferimpacts to current processes and
programs and coordinate those changes with the US#Sother downstream programs and
processes. Continuous monitoring of the technolgggtems and frequent dissemination and
communication is required to ensure ongoing systepuracy and minimal impact to payroll
and employment status operations.

In 2014-15, the SCO received 1.5 two-year limitewt positions to support PEPRA workloads.
Along with the 1.5 positions, PPSD redirected fpositions in 2014-15 and made significant
business process and system changes to the USRS @sult of PEPRA, including instituting
new retirement account codes, eliminating the eggslgpaid monthly contribution for certain
bargaining units, implementing a pensionable corsgion cap for PEPRA employees with a
manual process to refund/adjust retirement cortiohg, developing processes to track
reciprocity for PEPRA employees and to identify R&Pmembers for the California Teachers
Retirement System (CalSTRS), placing prohibitions replacement benefit plans for new
PEPRA members, and creating new processes forngeteg reportable compensation and
other activities.

The ACA, signed into law in March 2010, also reprgs a challenge in implementation and
administration. Initially complex as proposed, gaVesections of the law were amended in
subsequent years, complicating matters furthefuhe 2012, the U.S. Supreme Court upheld the
law and made the reporting requirements optionalafbemployers in the 2012 tax year with
portions of the mandated requirements startinghen 2013 tax year. In July 2013, the federal
government issued a notice acknowledging the catipl®f the legislation and its role in
various delays, including establishing regulatiémsthe implementation employer and insurer
reporting requirements for all medium and large lewygrs, such as the state. Such rules are
necessary to determine any tax penalties impossdct employers do not offer and document
affordable health coverage to employees. Implentientaof the employer mandate provisions
were extended to January 1, 2015, and the mandepedting requirements until January 1,
2016.

The reporting requirements that are scheduled tiompéemented as of January 1, 2016 will be
used by the federal government as a means of egstivat employers comply with the ACA

requirements for offering health coverage. SCO widly the primary role in generating and
providing reports for the state, as an employeituF&ato report in a timely and accurate manner
may result in additional financial penalties to tstate. To implement the employer shared
responsibility provisions of the ACA and provideethequired reporting, the SCO determined
that the state needs to collect data that was onoemtly available in the USPS or other
automated systems. The SCO initiated efforts ttecbthe required data beginning January 1,
2015. In 2014-15, the SCO received 1.5 two-yeaitdidaterm positions to support these ACA
workloads. Along with the 1.5 positions, PPSD redied 11.6 positions in 2014-15 and

Senate Committee on Budget and Fiscal Review 10



Subcommittee No. 4 April 7, 2016

designed and implemented a data collection andtiagasystem currently being used by 1,661
users statewide.

The workload generated by PEPRA will continue i120Q6, and beyond. The SCO anticipates
making the following significant business procesd/ar system changes to the USPS beginning
in 2015-16, and continuing into future years. Thebanges are either new as the result of
PEPRA or are now more complex due to PEPRA, anddec continuing to analyze and make
coding changes to reflect decisions made regargengionable compensation; creating new
retirement account codes to identify mew PEPRA nasiimoving PEPRA employees to new
account codes once they are created; analyzingyniteg, building, testing and implementing a
process to automate the identification of employassnew PEPRA or existing members;
analyzing, designing, building, testing and impletireg a process to automate contribution
limits to cap the employer and employee share of retiren@ritibutions.

The greater than previously anticipated workloadegated by the ACA will continue in 2015-
16, and beyond. SCO now has both a support andtenaimce responsibility for the ACAS, as
well as a project analysis, development and implegat®n responsibility related to new ACA
provisions and reporting requirements. Therefohe, $CO is required to expend increased
resources to support both of these functions sanaltbusly. Currently, the SCO has the
following broad responsibilities in relation to tB&€A: maintaining the ACAS and providing
customer support to the 1,661 statewide ACAS usenpjementing the ACA compliance
program in conjunction with CalHR; implementing thnthly process to receive ACA data
from the 53 entitles that are not in the USPS;stisgj CalHR with calculating and monitoring
the monthly and annual ACA "safe harbor" by devilgpnonthly and annual reports to monitor
and mitigate potential financial penalties; develgpand implementing the annual IRS reports
and employee statements as well as the monthlgaarn reports to the IRS to reflect changes
and/or retroactive transactions processed by depats/campuses; and beginning analysis on
the impacts of the ACA provisions regarding thedillac tax" to the state and its health plans to
identify changes to the USPS, the ACAS, businessgsses and reports.

To achieve these responsibilities, the SCO antiegpanaking several significant business
process and system changes to the ACAS, the US®P&kted business processes as the result
of ACA in 2015-16 and in future years. The affectedts must complete work in each of the
following key areas:

* Business process development and review.

* Business requirements for system modificationsiugrdhtes.

» System support and testing.

» Customer service support.

* Training.

* Project analysis and support.

Staff Comments: The SCO indicates that noncompliance with the ACA rikes imposition of
substantial federal penalties, potentially in tl@ge of $350-$450 million annually. As the
budget request notes, PEPRA and the ACA are conmkpes of legislation with significant
multi-year impacts on the state. In many case$eréifit aspects of the legislation are phased in
over time, leading to multi-year impacts to SCOwkioad. To date, the SCO has received 3.2
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two-year limited-term positions for 2014-15 and 206 to address the PEPRA and ACA
workload; however, to meet legally-mandated reaquésts and timelines, the SCO had to
expend 18.6 position resources in 2014-15, whideeded the resources received. The proposal
would address that shortfall.

Staff Recommendation Approve as budgeted.

Vote.

| Issue 4: Financial Information System for California System Support (BCP 016) |

Governor’s Proposal. The Governor’s budget includes a request from ttegeSController's
Office (SCO) for $1.7 million ($968,000 General EJin 2016-17, and $1.6 ($911,000 General
Fund) in 2017-18 and 2018-19 for 13.0 positionsupport new workload resulting from the
FI$Cal project. The requested resources are intetalprovide for the SCO’s continued efforts
to fulfill its obligations and statutory respondities related to fiscal management, state repgrtin
and auditing of payments during transition and afsthe FI$Cal system. The positions will be
directed to governance risk and compliance (ei@sitipns), business analysis (two positions),
information security (one position), production og®ns (one position), application
development (four positions).

Background. The SCO in partnership with Department of Finai&tate Treasurer's Office and
the Department of General Services are engagedatiaborative effort to develop, implement,
utilize and maintain an integrated financial mamaget system, known as the FI$Cal project. As
described elsewhere in this agenda, the FI$Catisyst a statewide enterprise solution, which
will re-engineer the state's business processe&m@aroimpass the management of resources and
dollars in the areas of budgeting, accounting, prment, cash management, financial
management, financial reporting, cost accountisgeamanagement, project accounting, grant
management and human resources management.

Within these areas, each partner agency maintawsership' of its respective business
processes as it relates to their constitutionalarstatutory responsibilities. The FI$Cal system
is a custom, off-the-shelf enterprise resource rptam tool to be implemented in waves (and
recently re-designated as ‘releases’). Currerttly,Ri$Cal project has deployed Waves 1 and 2,
with the most recent deployment occurring in Decem®015. The workload and associated
resources requested within this BCP are based apewised project timeline for the Releases 3
and 4 as identified within the FI$Cal Project SPRitGs expected that SCO control agency
functionality in Release 3 will not be deployedildtily 2017. It is also expected that Release 4
will not be released until July 2018. While prevsowaves have introduced new workloads
within the Information Systems Division (ISD), thext releases are expected to have a critical
bearing and significant impact in ISD's ability ot only maintain and support the existing
financial systems, but also create the need to ldeyvéouild and implement the required
functionality to support the FI$Cal system on aeiiim basis until it is fully deployed.
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Additionally, there are approximately 18 agencikesgesl as deferred or exempt from the FI$Cal
system. Until an implementation plan is providedtbg FI$Cal project for these agencies, the
existing financial systems will need to remain @p@nal and the decommissioning timeline
cannot be determined. At this time, the FI$Cal gcbhas not identified all of the financial sub-
systems which are not migrating to the new FI$@slesn. These actions are necessary to ensure
both the SCO financial systems and the new FI$@skm provide the same services, data, and
security for those departments not migrating toRI®Cal system. These responsibilities directly
affect the existing and new systems, with respecavailability, security, performance, data
integrity, and capacity, as well as various upstr@ad downstream components. In addition, the
SCO has critical responsibilities to support homasgbns as it relates to statewide interfaces,
security and governance risk and compliance imée term.

Staff Comments. The positions in this request appear to be nepedsasupport required
activities for the SCO in the areas of securitynpbance, analysis and ISD support. These
resources will be integrated into existing SCO sloms and report to SCO management. The
workload and resources requested are in directastmb both the SCO and FI$Cal, and will
demonstrate a commitment to the success of thedFIp®@ject beyond implementation. Given
that direct requests related to the FI$Cal pragect department have not yet been acted upon by
the committee, the item should be held open, peniitval action on those items.

Staff Recommendation.Hold open.

Vote.

Issue 5: Unclaimed Property Fraudulent Claims Prevetion and Detection Program (BCP
004)

Governor's Proposal. The State Controller's Office (SCO) requests $1lililom (Unclaimed
Property Fund) in 2016-17 through 2018-19 for npusitions, and $1.4 million (Unclaimed
Property Fund) in permanent funding for eight poeg in 2016-17, and ongoing. The resources
will allow for the continued support of the SCO'sclaimed property fraudulent claims
prevention and detection program. Approval of theseurces will allow the SCO to continue
the program that was initiated three years ago.

Background. The SCO is responsible for safeguarding unclaimegerty until it is returned to
its rightful owner. The Unclaimed Property DivisiggPD) of the SCO reunites owners with
their lost or abandoned property when the own@sfih paper claim following a search for
property on the SCO's website or after calling tHeD call center to request a claim form.
Claims are also generated from owners receivingtecan from the UPD. In each case, the
claimant must fill out and return a claim form wittocumentation of their identity and other
validation that he/she is the rightful owner of theperty. Claims may be filed by various
individuals, including the purported owner of thegerty reported by the holder, the heir of the
owner reported by the holder, or an agent filingbehalf of a business reported by the holder.
When information reported by holders on propelisaacomplete, staff is required to contact the
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holder to obtain additional information. In somstances, holders (often banks or other financial
institutions) have purged information due to the afjaccounts.

The SCO is requesting resources to continue thek wbrpreventing fraudulent unclaimed

property claims from being paid. For 2012-13, ti@CSreceived 17.9 positions for the fraud
program on a two-year limited-term basis to addthssincrease in fraudulent claims received
by the UPD. To continue the SCO's efforts in miiigg fraudulent claims, the Legislature

authorized 16.0 positions in 2014-15 for the frpudgram for another two-year limited-term. In

the budget, the SCO is requesting resources tancenthe current level of work in the fraud

program. The current request would, for the threaryperiod, allow a steady number of claims
to be reviewed (about 16,000 annually) represergtidgllar value of about $24 million

Since the start of the fraud program, the UPD Mki@mtified over $28 million in fraudulent
claims. The fraud unit has reviewed 39,878 claiofisyhich 1,606 were identified as fraudulent,
with payment prevented an average of $9.3 milliofraudulent claims per year. With continued
resources and the ability to maintain system endraeats, the UPD will be able to prevent more
fraud from being paid and possibly impede futuauftulent attempts. The SCO indicates that
UPD will continue to track results and work towadeéntifying more system enhancements and
other methods to improve the program. A review,itaahd analysis of prior year paid claims
was conducted by the UPD in the most recent figeal in order to enhance processes and
procedures and provide updated training to claiwauators on ways to mitigate future fraud.
This process also has allowed the UPD to add ity&mgi criteria from fraudulently paid claims.

Staff Comment. The proposal would allow the SCO to continue theresu level of fraud
detection and prevention activity and result inneated General Fund avoided costs of almost
$8.0 million annually. While there is a significairop in fraud detection and prevention activity
after the temporary funding expires in 2019-20, pnegram resources can be reviewed for
sufficiency prior to that time to determine whetldditional resources would be warranted.

Staff Recommendation:Approve as budgeted.

Vote.

Issue 6: Unclaimed Property Holder Compliance Initative (BCP 003) |

Governor's Proposal. The State Controller's Office (SCO) requests $1liliam from 2016-17
through 2018-19 for 11.0 positions, and $1.5 millmermanent funding for 12.1 positions from
2016-17, and ongoing, from the Unclaimed Propetgd: The resources will be employed for
the purposes of reuniting owners with their losdd abandoned property by continuing the holder
outreach and compliance program. The program ifiemtiand contacts non-reporters or
inconsistent reporters of unclaimed property, attengpts to bring them into compliance with
the Unclaimed Property Law (UPL). This proposa¢stimated to return to California residents
an estimated $80.4 million in property. For 2016+h7ough 2018-19, 16 positions will be
assigned to audit activity, six positions to untlad property and one to administration. The
current proposal will allow for the program to dowie its current level of activity through 2018-
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19, after which the cessation of the limited-tetmding will reduce the number of audit staff to
6.1 positions and eliminate the administrative {asi

Background. The California UPL was enacted to assure that ptgpe returned to its rightful
owners or their heirs and to prevent holders ofaimed property from writing-off the property.
This law gives the state an opportunity to retura property and provides California citizens
with a single source, the SCO, to check for unctmimroperty that may be reported by holders
from around the nation. By law, holders of unclashpeoperty must report and remit unclaimed
property to the SCO after a specified period oftim

Under the program, holders are required to pro¢kezligh a series of steps before remitting
property to the SCO. A holder notice report subeditby the holder is used by the SCO to send
out pre-escheat notices to rightful owners or thirs, advising owners to contact holders
directly to retrieve the reported property, givilg owners the opportunity to reestablish contact
with the holders, or have their property sent diyeto them. After filing a holder notice report,
holders are required to provide the SCO with a éotdmit report containing the information on
any remaining properties that were not reclaimedhgyrightful owners or their heirs. At the
time the holder remit report is filed, holders egquired to remit the property to the SCO.

The 2011-12 budget included funding of 23.6 threarylimited-term positions and $2.4 million
to develop and implement the program. Of the 23286itpns, the SCO's Division of Audits
received 16.5 positions to perform audits of umokd property holders, 6.0 positions were
allocated to the UPD for the outreach and compéaunut, and the remaining 1.1 positions were
for administration support. Through a 2014-15 baggeposal, these resources were basically
continued, as the SCO received 23.0 two-year loigem positions and $2.5 million to
continue the program. The SCO audits received fi6dtions to continue audits of unclaimed
property holders, 6.0 positions were allocatedht® WPD to continue outreach and compliance
efforts, and the remaining 1.0 position was for adsiration support.

Staff Comments. The continued commitment of resources makes sgivem the continued
level of activity associated with unclaimed progeas with the accompanying budget request
related to fraud detection and prevention of freeldted to unclaimed property, the years after
2018-19 are somewhat of an open question in terfmseocessary resources to maintain the
program; however, this issue can be revisitedfatuae time.

Staff Recommendation:Approve as budgeted.

Vote.
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8860 [CEPARTMENT OF FINANCE

Department Overview. The Director of Finance serves as the Governdmsf discal policy
advisor and the primary functions of the Departn@riEinance (DOF) are to: prepare, explain,
and administer the annual financial plan for thatest establish fiscal policies for all state
departments; analyze proposed legislation for ffisoal policy impacts; monitor and audit
expenditures by state departments to ensure camepliwith the law, approved standards, and
policies; and analyze the fiscal impact of inforimattechnology projects. The Office of State
Audits and Evaluations (OSAE) supports DOF in svigerg the state’s financial and business
policies through independent audits, evaluationd,ralated services.

Issue 1: Audit of Tax Compliance and Enforcement Rygrams |

Budget Proposal. An audit evaluation of the Board of EqualizatiofBOE’s) audit and
collections activities related to the sales and tsse would provide important information
regarding the most effective deployment of budgeésturces and help ensure the efficient use
of taxpayer dollars. The administration has indidathat an effective evaluation would require
an augmentation to DOF of $400,000 in one-time iingpdf conducted by OSAE. Proposed
provisional language governing this report is doves:

XXX. Of the amount appropriated in Schedule (3D0$d00 shall be available for
the Office of State Audits and Evaluations to penfan evaluation of the Board
of Equalization’s Sales and Use Tax Departmenttveies, including, but not
limited to, audits, collections, compliance enfonemt, and outreach. The scope
and objectives of the evaluation shall be defingdhle Department of Finance in
consultation with the Legislature. A report shadl provided to the Chairs of the
Fiscal Committees of each house of the Legislatn@ the Chair of the Joint
Legislative Budget Committee by March 31, 2017.

Background. The Board of Equalization (BOE) is responsible &ministeringthe sales and
use tax for the state, local governments and vargpecial funds. Sales and use tax revenues are
expected to total about $26 billion for the Gendfahd in 2016-17, representing about 21
percent of total revenues to the fund. While taxgpaypmpliance with the sales and use tax law is
high, effective enforcement and compliance effares a necessary component of every modern
tax system. The BOE has several programs that fmecu®mpliance and enforcement, largely in
the areas of education, audit and collections.

The 2002 Budget Act requires an annual supplemeapalrt to be provided by the BOE to the

Legislature regarding sales and use tax auditscalidctions. Subsequent refinements to this
reporting include requirements to: analyze outcoofesudit system improvements; incorporate

of average and marginal benefit to cost ratios; asdess the Statewide Compliance and
Outreach Program. The supplemental report provadaseful tool for the Legislature to assess
the effectiveness of the existing audit and commgkaefforts, as well as means by which to
measure whether the level and design of curreattsfare appropriate.
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Existing budget bill language set forth in Prowsib of Item 0860 stipulates, in part, that “The
State Board of Equalization shall not reduce exjeres or redirect funding or personnel
resources away from direct auditing or collectiohvaties without prior approval of the Director
of Finance. The director shall not approve any sechction or redirection sooner than 30 days
after providing notification to the Joint Legishai Budget Committee.” The language further
states that: “Furthermore, the board shall expaasty fill budgeted positions consistent with the
funding provided in this act.”

As part of the state’s efforts to work toward a#itt and fair tax administration, similar
reporting language and provisional budget language in effect for the state’s other tax
administration and collection agency, the Franchiee Board, which is responsible for personal
income taxes and corporation taxes.

Staff Comment. Fair and consistent revenue collection is vital foviding funding for
government programs and services, as well as wremempliance such that all taxpayers remit
tax liabilities owed under the law. Existing repogtrequirements and provisional language have
helped provide for the effectiveness of the ageneyiforcement and compliance activities. In
addition, given changes in technology, audit teghes and taxpayer behavior, an outside
examination of how valuable state resources amgbdé¢ployed in this area is warranted. Given
DOF's fiscal role and the charge given to OSAHES ippropriate that these entities conduct this
evaluation. Committee staff has coordinated with Aldministration on this issue and the DOF
is generally supportive of the proposal; howevérdaes not constitute an Administration
proposal.

Staff Recommendation.Approve the proposed budget augmentation of $4Q0¢d@-time and
BBL.

Vote.
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8880 HNANCIAL INFORMATION SYSTEM FOR CALIFORNIA

Project Overview. Over the last several years, the Administratios haen engaged in the
process of putting in place a new information tedbgy (IT) system for the state. This has
involved the design, development and implementatibthe Financial Information System for
California (FI$Cal), which will eventually repladbe state’s current decentralized system for
budget, accounting, cash management and procurefieatproject is being implemented to
integrate and significantly re-engineer the statiewbusiness processes related to budgeting,
accounting, cash management, and procurement, tamdlliembed more standardization,
transparency, discipline, effectiveness, and &fficy in these crucial business processes.

The state’s legacy systems were built in the 19$ 1980s and have exceeded their useful
lives. The systems generally do not communicaté @dgtch other, and business operations often
rely on separate downstream databases. These skegabaust also be maintained and often
contain duplicative or inconsistent data. Becausth® decentralized and antiquated nature of
the state's business operating systems, the sfatafscial operations have become highly
inefficient, costly to operate and maintain, andll@nging to manage. When fully implemented,
FI$Cal is expected to eliminate hundreds of indépehlegacy systems and department-specific
applications that now support internal businessgse operations of the state. Project costs are
expected to total $910 million, of which $494 nuitliis General Fund.

FI$Cal is a complex undertaking, and the technicathplexities are coupled with a somewhat
complex and multi-tiered governance structure. Htate's four fiscal control entities—
Department of Finance (DOF), the State Controll®@fice (SCO), State Treasurer's Office
(STO), and Department of General Services (DGS)-aadl represented on the governance
entities. Representatives of these entities ppetiei on the Project Steering Committee and the
Project Directorate. This structure is necessitégdhe balkanized statutory and constitutional
assignment of the various fiscal responsibilitied duties that will be components of FI$Cal. In
addition, the Project Leadership Team is heade@rbgxecutive, who works with California
Department of Technology (CalTech), and state awdior staff on the operations of the FI$Cal
Service Center (FSC) which is the entity workingedily on project implementation.

Issue 1: Funding for Special Project Report 6 - Priect (BCP 001) |

Governor’s Proposal. The budget includes a request from FI$Cal for $4Billion to support
the changes identified in SPR 6. This brings thal t8016-17 budget to $135 million ($96.2
million General Fund, $18.3 million Central ServiCest Recovery Fund (CSCRF) and $20.5
million special funds). This request has been bmok&o two separate requests to identify the
project costs and the establishment of the Depattiwie-1$Cal (discussed below). The 2016-17
project costs requested are $92.4 million ($71.8ianiGeneral Fund and $20.5 million various
special funds) and the departmental costs reques®®42.6 million ($24.3 million General
Fund and $18.3 million CSCRF).
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During the development of Special Project RepoRRPp 6, FI$Cal re-baselined its budget,
evaluated and redirected existing resources toeprar department activities, and identified
additional costs. The change in project costs coathto SPR 5 are related to: system integrator
costs (Accenture); project management and indepénderification & validation (IV&V)
contracts; additional project related contractg] ataff costs (FI$Cal positions for technology
staff, re-direction of existing resources; anddare/software related to SPR 6).

Background. FI$Cal is an ambitious and complex project, andefitection of this, the project
has undergone numerous changes in scope, schedltmst. These various changes have been
incorporated and documented in SPRs with the prajeaently working under the rubric of
SPR 5. The Governor’'s budget proposals are bas&P&n6, just released. SPR 6 incorporates
intentional delays in the implementation of thejgcb in order to increase the probability of
success. The Legislative Analyst’'s Office (LAO) emtthat project changes to date have led to
schedule extensions and cost increases, but haeehalve led to modifications that have
mitigated project risk and made project objectinese attainable.

Under SPR 5, a series of waves were to be set flomavith each wave consisting of additional

departments and system functionality. LAO notes thare were some ‘early successes’ in this
process, but later some difficulties and delaysuoed. Specifically, Wave 1 experienced

technical difficulties which caused deferral of sorfunctions to a series of deployments;
departments required more technical support thditipated; various unexpected challenges
caused the deferral of some departments and funadiies to later waves. In Wave 2,

concurrent and competing priorities created scledidlays; testing delays and requested
enhancements required splitting up of waves. Thetgys and development resulted in delays in
Wave 3 and Wave 4. This pushed additional functighand departments back to the final

Wave 4, increasing the risk to the project.

Under the changes proposed, the project would itramsfrom implementing “waves’ to
“releases’, allowing departments that are not regadynplement on the scheduled date to come
on line at a later time. The amended approach ledtab new programs to assist departments’
transition to the project, and revises the impletagon schedule for remaining releases. These
changes result in increased costs for the projedtaa increase in the overall timeline for the
project of two years. This extension includes oearyof knowledge transfer that will facilitate
state staff take-over of the project.

The State Auditor has expressed concerns abourdipect in its Letter Report, dated January 7,
2016. In this report, the high level concerns ndigdhe auditor include the following:

* The project has experienced significant deviationss system implementation schedule
and scope such that it is required to develop aingvementation plan through a sixth
SPR.

 The project has not adequately responded to itgsmie entities’ concerns and
recommendations, many of which have been outstgridinover a year.
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e The project continues to report an overly optirgsigtercentage of completion in its
monthly status reports, which are available on tBGalifornia Department of
Technology’s website.

* The project experienced widespread turnover irextscutive management team during
2015, and its staff vacancy rate remains stagnant.

LAO Comments. In its recent analysis of the FI$Cal project, theO noted that the release
approach is more realistic going forward and vigkes revision as improving the flexibility for
the implementation. They view the addition of tiWwledge transfer to the scope of the project
favorably, but indicate that some additional timaynte required for final project completion.
Finally, the office notes the cost is still depemiden contract negotiations with the vendor.

Staff Comments. The FI$Cal project is vital to the modernization thfe state’s fiscal
management and control structure. While there h&em delays and cost increases, as is typical
for most IT projects with this degree of complexiggnerally the project is on a positive course.
It is essential that the project continue to beegiadequate resources and support to ensure its
success. Staff is supportive of the budget requast,continues to have some reservations
regarding the timeline. It is likely that given theagnitude of the work that has been pushed to
the back end of the project date, that an additiSR&R will be required, even without additional
unexpected complications or developments. Nevasiselafter discussions with the project and
DOF staff, the current timeline currently seemsb& a reasonable structure under which to
conduct the next phases of the project. The depattishould address for the committee, the
issues raised in the January Letter Report of tage Ruditor, especially regarding any remedies
of the concerns of the oversight entities. In addjtbecause of the crucial nature of next year’'s
July release, with 50 departments and all functipngdsave public transparency website)
scheduled to be live, staff recommends that thisrodtee or appropriate policy committee hold
an oversight hearing on the project in mid-courk¢hs year and require an report from the
project at that time. Ordinarily staff would recomna committee approval of this issue at this
time; however, the project proposal contours mayaffected by the departmental proposal
discussed in the following issue.

Staff RecommendationHold open.

Vote.

Issue 2: Funding for Special Project Report 6 - Degrtment (BCP 002 and Trailer Bill
Language)

Governor's Proposal. The budget includes a request from FI$Cal for $4Billion to support

the changes identified in SPR 6. This brings thal td016-17 budget to $135 million ($96.2
million General Fund, $18.3 million Central ServiCest Recovery Fund (CSCRF) and $20.5
million special funds). This request has been bmokeo two separate requests to identify the
project costs and the establishment of the DepaittiofeFI$Cal. The FY 2016/17 departmental
costs requested are $42.6 million ($24.3 milliom&al Fund and $18.3 million CSCRF). The
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project costs requested of $92.4 million ($71.9liaril GF and $20.5 million various special
funds) are being submitted in a companion BCP.

The cost of operating the Department of FI$Cal wdu funded 57 percent from the General
Fund and 43 percent from the CSCRF. The CSCRFgmovtould be paid for by allocating the
operational cost to departments based on theilesbfause. The annual cost of operating the
department will increase in future years as nevetions and departments come onto the FI$Cal
system. The cost of operating the department ig@rp to level off in 2019-20, at which point
the annual ongoing cost is expected to be $70.lomi{$40 million General Fund).

The proposed department would include 122 positi®® of which would shifted from the
project to the department) to support the FI$Cahteaance and operations. This position total
will grow over time as the FI$Cal system becomesamnature and as other staff working on
design, development and implementation activitiess finishing up the implementation work for
the project, shift to ongoing activities. By 20192 is estimated that the department will be
comprised of 274 ongoing positions, primarily detikd to maintenance and operations of the
FI$Cal System.

The accompanying trailer bill language establisties Department of Fiscal effective July 1,
2016; establishes the director of the DepartmerfEl$Cal, to be appointed by the Governor,
who will oversee the day-to-day functions of thepBxtment of FI$Cal and the implementation
of the FI$Cal project documents; change the intecost allocation plan to fund the FI$Cal
project and Department of FI$Cal, make all automhadecounting systems referred to in
Government Code Section 13000 inoperative afteuired data and departments using the
system have transitioned to the FISCal System

Background. To date, FI$Cal has been a statewide Informatieeshmology (IT) project,
approved through a Department of Finance (DOF) ibiias Study Report in 2005. Since then,
it has gradually transitioned away from the DOF¢dmeing its own entity, with increasingly
more authority, effectively transitioning to a fulfunctioning state department. Total project
costs included departmental functions such as hussources, accounting, budgeting, contracts
and procurement, business services. During thelalwent of SPR 6, existing positions and
costs were re-evaluated and redirected to aligh prvject or departmental functions. Additional
resources are needed to fully staff the units wkergting staff could not be redirected.

LAO Comments. The LAO noted in its report that there may beralé&ve options to creating a
new department at this time, including maintainihg current FI$Cal Service Center (FSC) or
delegating responsibility for the project to onetwd four participating state offices. The analysis
indicates issues and potential difficulties witltle®f the three options. The analysis notes that
accountability may continue to be a problem unéier Governor’'s proposal and recommends
additional steps to improve this regardless of ghdicular organizational structure chosen. It
addition, LAO points out two potential solutionsr faccountability: (1) shift the role of the
control agencies to one of advisory rather tham#&drdecision-making and (2) elevate the
project leader to the steering committee.
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Staff Comments. Given the number of state entities responsiblefigwal and other control
functions in the state, the design of the admiaiste structure with responsibility for FI$Cal is
not likely to resemble that of a typical state dépant. The trick here is to design an
organizational structure that maximizes the posgivassociated with the different control
agencies and attempts to minimize the potentialvidaaks associated with multiple lines of
authority and responsibilities. It is not apparirat establishing a stand-alone department at this
time is warranted, or if so, it should be basedhmnparticular design proposed. The committee
may wish to ask the LAO to describe its concernthwhe proposal and suggestions for
alternative structures that may be suitable. Thegdeof the particular organization best suited
for the FI$Cal project may well benefit from furthdiscussions and analysis.

Staff RecommendationHold open.

Vote.

Senate Committee on Budget and Fiscal Review 22



Senate Budget and Fiscal Review—Mark Leno, Chair

SUBCOMMITTEE NO. 4 Agenda

Senator Richard D. Roth, Chair
Senator Steven M. Glazer
Senator Janet Nguyen

Senator Richard Pan

Thursday, April 7, 2016
9:30 a.m. or Upon Adjournment of Session
State Capitol - Rose Ann Vuich Hearing Room 2040

Consultant: Mark Ibele
OUTCOMES
PART A

ITEMS PROPOSED FOR VOTE-ONLY

ltem Department Page
0840 State Controller’s Office 3
Issue 1 Sustained Accounting Workload, AAB, 4-0 3
Issue 2 Personnel and Payroll Transactions Workload AAB, 4-0 4
Issue 3 Personnel and Payroll Services Division Systems Support AAB, 4-G
ITEMS FOR DISCUSSION AND VOTE
lte Department Page
0840 State Controller’s Office 6
Issue 1 2% Century Project Legal Efforts Approve budget request, adopt TBL and
reject BBL, 4-0 7
Issue 2 Statewide Personnel and Payroll Training AAB, 4-0 8
Issue 3 ACA and PEPRA Legislation WorkloaéB, 4-0 9
Issue 4 Financial Information System for California System Support Held Op2n
Issue 5 Unclaimed Property Fraudulent Claims Detection/PreveitiBn4-0 13
Issue 6 Unclaimed Property Holder Compliance Initiati¥eés, 4-0 14



Subcommittee No. 4 April 7, 2016

8860 Department of Finance 16
Issue 1 Audit of Tax Programs Adopt budget proposal and BBL, 4-0 16
8880 Financial Information System for California 18
Issue 1 Funding for Special Project Report 6 — Project Held Open 18
Issue 2 Funding for Special Project Report 6 — Department Held Open 20

Public Comment
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ISSUES PROPOSED FOR VOTE-ONLY

7760 DEPARTMENT OF GENERAL SERVICES

Issue 1: Equipment Maintenance Management InsurancBrogram

Budget. The department requests a permanent augmentati$a3df 000 in Service Revolving
Fund authority, and to make permanent two existisgistant risk analyst positions to sustain
and expand the Equipment Maintenance Managemantainse Program (EMMP).

Background. Businesses, including most state agencies, purckgsg@ment maintenance
service contracts for equipment, such as copietgelephone systems, which extends beyond a
manufacturer's warranty period. In 2010, the Depeant of General Services (DGS) piloted an
insurance program designed to replace expensivépregat maintenance service contracts.
EMMP replaces an organization's multiple servicetiarts with a comprehensive program that
consolidates the cost of equipment maintenancergair. Once the existing warranty expires,
the equipment is eligible for enrollment in the EN@Ndrogram.

EMMP guarantees the insurance premium paid by ganmation will only be 75 percent of
what it previously paid in maintenance service wgts. Participating departments are
guaranteed to save at least 25 percent of whatliadyspent on prior equipment maintenance
service contracts.

The Budget Act of 2014 included Service Revolvingh& expenditure authority to fund two
positions on a two-year limited-term basis to expame EMMP. The limited-term expenditure
authority and two positions will expire on June 2016. In order to maintain current service
levels and continue to expand EMMP to other depamts interested in participating, DGS
proposes to permanently establish the positions.

Staff Comment. The program now includes 28 departments, with ntba@m 30,000 pieces of
equipment covered by the program. Since the programoeption, the state's annual savings has
risen from $261,280 in 2010-11, to $3,374,801 ineJR014, for a total savings of $9,836,692 to
date. The department indicates that service raeaat be impacted.

Staff Recommendation Approve as requested.
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Issue 2: Human Resources Modernization, Workforce IBanning, and Customer Satisfaction

Budget. The department requests $511,000 ($413,000 SeRawelving Fund, $83,000 Public
School Planning, Design and Construction ReviewdReéwg Fund, $13,000 from Disability
Access Account, and $2,000 Disability Access anddation Revolving Fund) for four positions
in the budget year, and ongoing. The positions are:

* Two associate governmental program analysts (AGPA).

* One senior personnel specialist to work on redueimgloyee accounts receivable.

* One personnel supervisor to manage the Disabiln3actions Unit, which assesses
accounts receivable.

Background. This request addresses four major issues:

» Large amount of accounts receivable (AR)An AR is created when an employee is
overpaid for reasons such as charging the wronge)easues arising from a disability
claim, or supervisors approving a time sheet label, money is owed to the state. When
employees change their benefits with an eligiblenévthe forms for the new deductions
must be processed by SCO before the deductions lzgpearing on the employee's
warrant. Even if the deductions have not yet bedha, benefit is still active on the
effective date. Once SCO processes the deductromsfaan AR is issued to pay for the
gap of time. SCO recently announced their curracklng on processing these forms is
approximately six months, which causes substaAta for DGS employees.

* No supervisor for transactions unit. Currently, there is no supervisor for the unit that
processes state disability insurance (SDI), nomstrthl disability insurance, and
enhanced industrial disability leave claims. Thpesuisor would reduce errors and assist
in working ARs related to disability claims.

* DGS University. The department requests one AGPA to address aatiecipgncreased
workload due to a self-initiated mandatory trainfogall DGS programs, approximately
1,600 additional students.

* Recruitment. The department requests one AGPA to serve as thartdeent-wide
recruiter to reduce high turnover and difficulldd specified classifications.

Staff Comment. Pursuant to the State Administrative Manual, pkydeductions to repay
overpayments do not exceed 25 percent of the erapl®ynet monthly or semi-monthly salary,
except from separating employees. The departmenkswwith employees who have an
outstanding AR, so as to prevent a significant esk/dinancial impact to the employee. To
prevent future AR cases, the department is cugrgmtviding training for personnel specialists
and employees, and HR staff is conducting three-lgeae audits on all employees.

Staff Recommendation Approve as requested.
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ISSUES PROPOSED FOR DISCUSSION/VOTE

7502 CALIFORNIA DEPARTMENT OF TECHNOLOGY
8940 MILITARY DEPARTMENT

The following section provides context for how thebcommittee may wish to evaluate and
consider two proposals related to cybersecurity.

Background on cybersecurity.Cybersecurity protects computers, networks, progrand data
from unintended or unauthorized access or chahdes2012, according to the Attorney
General's2014 Data Breach Repgrl7 percent of the nation’s recorded data breacbesrred

in California. In 2014 and 2015, Target, Home Degé& Morgan Chase, Wells Fargo, Sony, the
University of California, and Los Angeles Health akperienced significant cyberattacks.
Because California administers a variety of prograemploys over 220,000 people, and its
various state entities house sensitive client méttion (such as medical records, Social Security
numbers, tax filings, location of oil resourcesd alefense or law enforcement information), the
Governor established the California Cybersecurigskl Force, comprised of stakeholders,
subject matter experts, and cybersecurity professsoto enhance the state’s digital information.
The figure below, created by the State Auditor’'sicef shows the interaction of several state
entities on the Task Force.

State Entities in the California Cybersecurity TaskForce

Figure 1
Key State Entities Related to Information Security That Are Members of the California Cybersecurity Task Force

Provides statewide strategic Coordinates the six state fusion

direction and leadership in centers, which gather intelligence
the protection of California's and share information related to
information assets. threat analysis.

Co-chairs
Provides risk Responds to, investigates, Jointly operates the State's
assessments to and tracks information main fusion center, the State
state entities. security incidents. Threat Assessment Center.

Information sharing and dissemination.

Information sharing and dissemination.

& California
Military >

Department
Provides services such as assessments  Collects information about Investigates and prosecutes
and training to assist state entities in computer crime incidents and multijurisdictional criminal
meeting infermation security investigates those incidents organizations, networks, and groups
requirements through its Computer through its Computer Crimes that perpetrate technology-related
Network Defense Team. Investigation Unit. crimes through its eCrime Unit.

Sources: California State Auditor’s review of the joint assembly informational hearing on state-level cybersecurity and documents related to the
California Cybersecurity Task Force and its members .

1« Cyber Security Primer,” University of Maryland, Weisity College,

http://www.umuc.edu/cybersecurity/about/cybersdgtliasics.cfm(January 10, 2016)
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Over time, as domestic and international networks iaterconnections have grown, failure to
respond and protect state assets could have seraications on public safety and the state’s
economy. The increase in cyber threats and limstdlutory protections governing electronic
informatiorf prompted Governor Brown, in August 2015, to sige@itive Order B-34-15.

California Cybersecurity Integration Center (CSIC). Executive Order B-34-15 requires the
Office of Emergency Services (OES) to establish dad the California Cybersecurity
Integration Center (CSIC). CSIC will be the cenmad hub of the state government’s
cybersecurity efforts and, among other activitigd, coordinate information sharing for at least
15 specified organizatiorfsin addition, the Executive Order specifies theegmation Center’s
other mandated activities:

* Operate with the U.S. Department of Homeland SgcuriNational Cybersecurity and
Communications Integration Center.

» Develop a statewide cybersecurity strategy, asraméo by recommendations by the
California Task Force on Cybersecurity, which withprove how cyber threats are
identified, understood, and shared.

» Establish a Cyber Incident Response Team, the'statienary unit to lead cyber threat
detection and coordinate public and private respemsth law enforcement agencies.

Although beginning coordination efforts have beederway, to date, OES has not yet signed a
formal MOU with any of the identified stakeholdetisscussed below.

Department of Technology (CDT).CDT is responsible for ensuring that nearly 114esta
entities maintain the confidentiality, integritynchavailability of their information systems. As
part of its efforts to protect information assete department requires entities to comply with
the State Administrative Manual (SAM)’'s IT securiand privacy policies, standards, and
procedures.

Military Department’'s Cybersecurity Network Defense Team. The Budget Act of 2014
provided six permanent positions to the Califoividitary Department’'s Cybersecurity Network
Defense Team (CNDT), which provides network heatbessments, website vulnerability scans,
and continuous network monitoring. From 2012 to£0NDT, which was funded for $500,000

2 Most state laws that make cyberattacks a crimeedaged to unauthorized computer use and accesgf€ode
§502); credit card fraud (Penal Code §484(e));titletheft (Penal Code §530.5); anti-phishing (Buesis and
Professions Code §22948); cyber-bullying (PenaleC&88563.2 and Education Codes §32261,32265,32220003;
and notification for breach of computerized datari{@Codes §1798.29 and 1798.82).

3 Office of Emergency Services; Department of Tedbuy California State Threat Assessment Centelifd@aia
Highway Patrol; California Military Department; @fé of the Attorney General; Health and Human Sewi
Agency; California Utilities Emergency Associatidbalifornia State University; University of Califog;
California Community Colleges; U.S. Department @imitland Security; U.S. Federal Bureau of Invesogat).S.
Secret Services; U.S. Coast Guard; and other menalsedtesignated by the Director of OES.

* The standards include 64 different complianceisest set forth minimum IT security control requitents
pursuant to the National Institute of Standards BechnologySpecial Publication 800-58nd theFederal
Information Processing Standardand reference thetatewide Information Management Manual
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per year from the Assembly Speaker’s Office, predihssessments to state agencies at no cost
to the state agency. Following the termination ¢ ftunding in 2015, the CNDT began
providing assessments services to agencies on -torfservice basis. Agencies request the
CNDT assessment and reimburse the Military Departnfier the associated costs. Typically,
assessments ranged from $10,000 to $50,000, arwhlardated based on the services requested
and the size of the agency.

According to the Military Department, CNDT usesdeal cybersecurity training, paid for by the
Department of Defense, to assist state agenciesighrits access to classified federal cyber
intrusion information. In addition, members of G&IDT retain certifications in a wide variety
of core commercially-recognized cybersecurity cotapeies, and have reportedly demonstrated
their rapid response capabilities and sensitivtydreserving agency confidentiality on multiple
occasions.

Attorney General’s eCrime Unit. In addition to cyber threat prevention, Califorias taken
several steps to investigate and prosecute tecgyaome, including the establishment of the
eCrime Unit in August 2011. The nine-person unitestigates large-scale identity theft and
crimes with losses in excess of $50,000. Since Aug011, the unit has filed 111 cases, with 51
cases related to identity theft, 11 of which disecelate to electronic intrusion or hacking. The
cases includePeople v. Charlie Evensin which the accused was determined to have
compromised 317 Gmail accounts wherein accountensldvere tricked into providing a
recovery code for their Gmail account. Another egkmnoccurred in May 2015, when the former
IT Director of Consolidated Tribal Health Projetitc., in Mendocino County and others were
involved in illegally accessing a secure compuystesm that led to $65,000 of damages and loss
of confidential information from the Consolidatedb&l Health Project. The budget includes $2
million for the eCrime Unit in the 2016-17 year.

Other IT policies. Assembly Bill 670 (Irwin), Chapter 518, Statutes26f15, requires that 35
agencies receive external cyber security assessmime Department of Technology and OES
are identifying the 35 agencies in a priority ordanth CDT finalizing the assessment
methodology. Once the list and assessment araziilthe Military Department’'s CNDT will
begin the assessments. AB 670 specifies that aggemay for the assessments within their
existing budgets.

State Auditor Findings. A September 2013 State Auditor Report found CDTybetsecurity
oversight to be a high-risk issue because two efahdited entities (California Department of
Corrections and Rehabilitation and the Employmeatdlopment Department) inappropriately
self-certified to CDT their compliance with the saty standards despite outdated security
policies and insufficient risk management progranibe Department of Corrections and
Rehabilitation’s weaknesses were “deemed too s$emdid release publicly,” so the Auditor
instead issued a confidential management letter.

In August 2015, the State Auditor released anotieeort, High Risk Update—Information
Securitywhich again raised questions about CDT’s oversagjiilities, specifically:

® People of the State of California v. Charlie Rolt&rens, Case No. 2486390 (Criminal Complaint, iifel2015),
https://oag.ca.gov/system/files/attachments/pressases/complaint%20filed.pdf
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» CDT provided inadequate oversight or guidanceTo determine whether entities have met
security standards, the department relies on eeeification form. The report found, “Until
the audit, (CDT) was unaware that 37 of the 41ltiestithat self-certified compliance with
security standards in 2014, indicated in the Statditor’'s survey that they had not actually
achieved full compliance in 2014.”

e CDT did not ensure that entities comply with the site’s information security
standards.The State Auditor found 73 of the 77 entities {hatticipated in the survey report
had “yet to achieve full compliance with the setustandards.” Because of the nature of its
self-certification process, the technology departhveas unaware of vulnerabilities in these
reporting entities’ information security controtbus, it did nothing to help remediate those
deficiencies.

» Constitutional offices and entities in the judicial branch are not subject to CDT's
security standards or oversight.State law does not require certain state entitiks,the
judicial branch, constitutional offices, or exe®etibranch entities that are not under the
direct control of the Governor, to comply with satyu standards. Often, these entities
maintain some of the most critical services to stete® For example, the State Auditor, in
December 2013, reported that the Administrativead@fbf the Courts’ information security
documents were “either nonexistent or, in one daae not been updated since 1997.”

Recent developmentsBelow is a chart of the number of IT incidentsossr state government
and the associated financial loss per fiscal yeaidents include unplanned events that cause
interruption or outage in service, loss of datalwage infections, risks to personal data, or

security breaches.
Incident Chart

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14

PUHEI0} 1,211 1,778 1,655 1,893 1,762 2,121 2,471
incidents

$217,590 $615,195
Reported (position was (position was
estimate of vacant — SIMM vacant — SIMM
financial loss 5340-B (g) 5340-B (g)
aseociated $1,623,890 | $2,065,056 | $735,810 | $1,725,777 | $2,566,953 Total Cost of Total Cost of
with Incident was not Incident was
incidents recorded for all not recorded for

Incidents) all Incidents)

OIS incident report tracking statistics based on incidents reported by state agencies.

On February 22, 2016, the Assembly Privacy and Quoes Protection Committee and
Assembly Select Committee on Cybersecurity heldiat joversight hearing to assess the
implementation of the Governor's Executive Ordesist.month, the Director of the Department
of Technology and Chief Information Security Officesigned.

® The State Treasurer’s Office finances public wplike schools and higher education facilities. Trepartment of
Justice represents Californians in civil and criahimatters.
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Issue 1: CDT - Security Audit |

Budget. The department requests an increase of $1.6 miieneral Fund in the budget year,
and ongoing, for 11 permanent positions (six newsitmpms and five limited-term positions to
become permanent) in a permanent audit unit witimenDepartment of Technology’s Office of
Information Security. The department assumes 15tsadd be completed by 2017, with 23
entities to be audited in 2017-18, and ongoing, #orthree-year auditing cycle for all
noncompliant entities.

Issue 2: Military Department - Cyber Network Defeng Team |

Budget. The budget proposes an increase in reimburseméehoréy from $774,000 to $1.4
million, for eight permanent positions (six exigfipositions and two new permanent positions)
for the department’s Cyber Network Defense Team@BT)N\to implement provisions of AB 670.

If necessary, the department could also expanchdtude eight National Guard (part-time)
security experts to immediately respond to a cybeident. The proposal will also fund
hardware and software needs to conduct the assetssioe 35 state agencies. The department
will be reimbursed through CDT through an existiigmorandum of Agreement.

Staff Comment. The CDT audit team proposal will review departmemismpliance with
mandated state and federal IT policies; whereas TN&ssessments assess network
vulnerabilities. In both proposals, the audited assessed entity must pay for the audit or
assessment.

The subcommittee may wish to consider how CDT ahd Military Department are
collaborating to ensure an intentional and effectisequencing of an audit versus and
assessment. More broadly, the subcommittee may wishscuss how the various approaches
(policy evaluation, network examinations, or otheffectuate effective oversight, and how the
state can better protect its assets proactively.

Staff RecommendationHold open both proposals.

Senate Committee on Budget and Fiscal Review 9



Subcommittee No. 4 April 7, 2016

7502 CALIFORNIA DEPARTMENT OF TECHNOLOGY

Overview. The department approves and oversees statewiderdjects, IT professional
development, and provides centralized IT servieestate and local governments and non-
governmental entities. Between 2013 and 2016, ofepbrtable IT projects, the department
implemented 25, terminated fdususpended tWpand withdrew three In total, this represents
an estimated $243.2 million in amounts approveddaminated projects, and $378.4 million in
amounts approved for suspended projects.

Budget. The budget includes $316 million and 919 positimnsupport the department and its
services.

Issue 1: Statewide Information Technology Project Wirkload

Budget. The department requests $1.7 million (TechnologyiSes Revolving Fund) for twelve
full-time permanent positions that will provide ot oversight for reportable IT projects and
extended procurement support. The positions woelkbtated in:

» Statewide Technology Procurement Division (STPD)which acquires IT goods and
services with market research and develops mid-leguirements earlier in the project
approval lifecycle (PAL) of an IT project.

» Information Technology Project Oversight Division (TPOD) provides independent
project oversight to keep projects on budget amquemented on time.

Background. PAL includes four stages: (1) business analysi¥,affernatives analysis, (3)
solution development, and (4) project readinessaguatoval. Each medium- and high-criticality
IT projects has independent oversight at the beginof Stage 2.

Currently, ITPOD evaluates the state and stagach enedium- or high-complexity project and
assigns oversight staff on that basis. Accordintpéodepartment, it is difficult to determine how
many resources may be needed for projects. For @ear@DT may have one staff handling
three projects, and in other cases, need two eetresources for other projects. Further, ITPOD
resources are funded through a cost-recovery nafdgd,380 per month for each medium- and
high-criticality project on an average of two tediyears.

According to the department, STPD does not hav#itgnt staff to address all the new PAL
pre-solicitation and procurement specific functiémscurrent and approved procurements. The

" Department of Transportation’s Construction Mamaget System; Peace Officer Standards and Training
Commission’s Exam System Project; Department oftBtian’s Standardized Account Code Structure System
Replacement; and Department of Motor Vehicles’ infation Technology Modernization.

8 State Controller's ZiCentury Project; Department of Social Servicesufty Expense Claim Reporting
Information System.

° Department of Toxic Services’ Hazardous Waste RirecSystem; Department of Consumer Affairs’ Bure&u
Automotive Repair California Vehicle Inspection &m; and Department of Public Health’s Cal[HEART.
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number of complex system integration projects isra@asing, based on approved project
workload projections.”

Additional resources are needed to address themimgp procurement workload related to
procurements that have already been approved tlorgogh PAL. These additional positions are
needed to ensure the successful development antenmaptation of pre-solicitation and

procurement-related functions for approved projettss will result in better procurements and
contracts for IT project and telecommunication Sohs.

Staff Comment. The department has a total of 51 reportable prej&& medium-criticality and

14 high-criticality). The department acknowledgkattsome departments are concerned about
paying the $9,340 per month charge, which has Is¢esdy since its implementation in July
2014. However, absent these positions, the depattmaes that vendor oversight is not as
effective because it cannot require the remediadfquroject risks.

Staff RecommendationHold open.
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Issue 2: Position Authority for Permanent Employees

Budget. The department requests shifting 50 employees fitoentemporary help blanket to
permanent positions with no increase to the Gerenadl. The positions are:

* One office technician (typing);

» Six staff information systems analysts;

* One senior personnel specialist;

» Five senior information systems analyst supervjsors
» 12 system software specialist technicians;

* One office assistant;

* Eight department managers of varying levels;

* Five associate information systems analyst spstsali
* One associate systems software specialist;

» One business services assistant and one officer;

* Two staff services manager and one analyst;

* Four associate governmental program analysts; and,
* One associate personnel analyst.

Background. The temporary help positions were created on JuB012, in response to Budget
Letter 12-03 (March 2012), which required departtaéa eliminate budgeted salary savings and
rebase funding for state operations. Overall, B:032reduced the department’s permanent
positions by 96, but did not reduce the overaltes@perations budget authority. Instead, the
budget letter merely reallocated it to temporaphe

Staff Comment. The temporary help blanket was utilized to maintervice levels and ensure
program continuity. Over time, employees were mofreth temporary positions as permanent
positions became available. At the same time, mensagho lost the vacant, permanent positions
were then given the flexibility to hire into thaniporary help blanket. This rotation of positions
is paperwork intensive and time consuming.

The budget request appears consistent with CalHiRyp provide departments the flexibility

to manage personnel decisions with funding. Fuyttiee department is providing staffing
transparency that these are positions which, thdugtled out of the temporary help blanket,
perform permanent services.

Staff Recommendation Approve.
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1111 DeEPARTMENT OF CONSUMER AFFAIRS

| Issue 1: Oversight — BreEZe

Background. The Department of Consumer Affairs (DCA) licensesrenthan 2.5 million
licensees in more than 100 business and 200 profeds<ategories, including doctors, dentists,
contractors, cosmetologists, and automotive rdpailities. Annually, the DCA processes more
than 350,000 applications for professional liceasand an estimated 1.2 million license
renewals.

BreEZe is the department’s online licensing ancdbe@ment system. In 2011, after receiving
approval from the California Department of TechggidCDT), the department entered into a
nine-year contract, overseen and approved by D@8, avsystems integrator vendoBreEZe
was originally scheduled to be completed by 20laléver, the automation project ran into
implementation and oversight challenges, which Iteduin entities on Release 3 being
suspended from the rollout of BreEZe. In total, D&%ecuted three contracts with the vendor,
Accenture, LLP, totaling $45.7 million and executeohtracts with other entities for other
services and expertise (such as contracting wittatg companies to obtain database consulting
services and system testing manager), which totatether $6.3 million.

The board and bureau, by release, along with th&beu of licensees impacted, are below.
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IMPLEMENTED IMPLEMENTATION PLANNED IMPLEMENTATION UNKNOWN
PHASE 1 PHASE2 PHASE3 "
NUMBER OF NUMBER OF NUMBER OF
RELEASE DATE: OCTOBER 2013 LICENSEES RELEASE DATE: MARCH 2016 (PLANNED) LICENSEES RELEASE DATE: UNKNOWN LICENSEES
Board of Barbering and Cosmetology 484420 Board of Optometry 26,500 Acupuncture Board 15,490
Board of Behavioral Sciences 90,600 Board of Vocational Nursing and 141,800 Board of Accountancy 134,670
Psychiatric Technicians
Board of Podiatric Medicine 2,650 Bureau of Security and 1,290,960  Board of Chiropractic Examiners 46,430
Investigative Services
Board of Psychology 20,950  California Board of 17,680 Board of Guide Dogs for the Blind 110
Occupational Therapy
Board of Registered Nursing 514,640 Dental Board of California 178,420  Board of Pharmacy 257,810
Medical Board of California 153,820 Dental Hygiene Committee 28,970 Board for Professional Engineers, 236,050
of California Land Surveyors, and Geologists
Naturopathic Medicine Committee 540  Physical Therapy Board of California 46,200 Bureau of Automative Repair 149,530
Osteopathic Medical Board of 7,880 Veterinary Medical Board 33,800 Bureau of Electronic and Appliance 137,710
California Repair, Home Furnishings and
Thermal Insulation
Physician Assistant Board 9,900 Bureau for Private 2,150
Postsecondary Education
Respiratory Care Board 20,430 California Architects Board 47,540
California Athletic Commission 2,780
Cemetery and Funeral Bureau 35330
Contractors State License Board 286,620
Court Reporters Board 13,030
Landscape Architect 5,270
Technical Committee
Professional Fiduciaries Bureau 800
Speech-Language Pathology 32,720
and Audiology and Hearing Aid
Dispensers Board
Structural Pest Control Board 118,240
Telephone Medical Advice 60
Services Bureau
Totals 1,305,840 1,764,330 1,522,340

SourceState Auditor’s Report, 2015.

As of February 22, 2016, BreEZe had almost 1,0aD@@jistered users, and has processed
almost $200,000,000 in on-line transactions. SiheeRelease 2 go-live on January 19, 2016,
over 14,000 new licenses have been issued, and96v@00 licenses have been renewed using
BreEZe.

Findings by the State Auditor.In 2015, the State Auditor made several key findiagout the
project:

* The estimated costs for the BreEZe project drditicatpaced initial projections and its
anticipated use has decreased. In 2009 the progestimated to cost about $28 million
while current estimates are closer to $96 milliangd implementation will include only
half of the regulatory entities that originally pteed to use it.

» Department of Technology (CDT) did not ensure agétsfor BreEZe until more than
one year after the project’'s commencement, anditgebping aware of the significant
problems with the project, it continued to appradaitional funding and allowed the
project to press forward without intervening towesDCA took corrective action.
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Release 2 of the BreEZe Project successfully wigatdn January 19, 2016. User acceptance
testing was conducted between September and Deceofib2015 wherein the Release 2
programs successfully executed 1,744 test scriptesa their 68 license types. With the
implementation of Release 2,429 new on-line traisas have been added, increasing the total
number of BreEZe on-line transactions to 549 acalbfkelease 1 and Release 2 programs.

The department continues to struggle with fillinge t34 BreEZe positions. As of the end of
January 2016, only 10 of the 34 positions have biid. The department is procuring
contractor staff augmentation to make up for thertéhll in order to provide a minimally

acceptable level of maintenance services to alEBesprograms.

Next steps.According to the department, DCA is currently woikiwith the Administration and
CDT to work through strategic concepts of Releasntities. The pathways will consider the
most effective way to address the Bureau of Statdits (BSA) recommendation to perform a
cost-benefit analysis before investing more in BErelinplementation.

Staff Comment. The subcommittee may wish to clarify the perceatagpact of BreEZe rollout
into existing boards and bureaus’ current fee kwld identify the department’s next steps to
plan Phase 3 of the boards and bureaus.

Staff Recommendation. No action is necessary.
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