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Vote Only Items

7100 BMPLOYMENT DEVELOPMENT DEPARTMENT

Issue 1: Disability Insurance Program |

Summary. For 2016-17, this proposal requests a decreas$l140.9 million in Disability
Insurance (DI) benefits authority. For 2017-18 stiproposal requests a decrease of $132.0
million in DI benefits authority.

California's DI program contributes to the econosecurity of California by providing benefits
to eligible workers. The DI program provides betsefo workers who are unable to work due to
pregnancy or non-work related illness or injuryth®lugh Workers' Compensation laws cover
work-related disabilities, DI benefits may alsodaed for work-related illnesses or injuries under
certain circumstances.

Effective July 1, 2004, the DI Program expandedntdude the Paid Family Leave (PFL)
program. The PFL program provides up to six wedkbeamefits to individuals who must be
away from work to care for a seriously ill familyember, domestic partner, or for the birth,
adoption, or foster care placement of a child. &Ne July 1, 2014, the PFL program was
extended to allow workers to collect benefits whdaring for seriously ill grandparents,
grandchildren, siblings and parent-in-laws.

Benefit Payments: For 2016-17, benefit payments are projected toedse by $140,949,000
from the level estimated in the October 2016 Revi$e proposed change includes a decrease of
$151,466,000 in benefit payments for the DI progaard an increase of $10,517,000 in benefit
payments for the PFL program. The DI program's AgerWeekly Benefit Amount (AWBA)
increased from $524 to $525 and the PFL prograM8A decreased from $582 to $579.

In 2017-18 benefit payments are projected to deerbg $131,992,000 from the level estimated
in the October 2016 Revise. The proposed chandedes a decrease of $152,382,000 in benefit
payments for the DI program and an increase of 30000 in benefit payments for the PFL
program. The DI program's AWBA decreased from $&8b6$555 and the PFL program's AWBA
decreased from $615 to $611.

Staff Recommendation Approve as Proposed.
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Issue 2: Unemployment Insurance Program |

Summary. For 2016-17, this proposal requests an increask28H million in Unemployment
Insurance (Ul) benefits authority. For 2017-18 stproposal requests an increase of $245.0
million Ul benefits authority.

The Administration also proposes an increase @& #fllion to reflect an increase in interest due
to the federal government borrowing that has oeclrto provide unemployment benefits
without interruption.

Background. As an employer-funded program, California's Ul greon contributes to the
economic security of California by providing benefto eligible workers. The Ul program
provides benefits to individuals who become unerygao through no fault of their own.
Individuals file claims with the Employment Devetopnt Department (EDD) and, if determined
eligible, are paid Ul benefits. The Emergency Unlayipent Compensation (EUC) program has
expired as of December 28, 2013. Although the EWigmam has expired, the EDD continues to
process minimal workload related to the extensidhgs proposal adjusts the authority needed to
pay claims established in the October 2016 ReVise.EDD has adjusted the projections for Ul
workload and estimated Ul claims based upon chamgése January 2017 economic outlook
provided by EDD's Labor Market Information Division

Benefit Payments: For 2016-17, benefit paymentspangected to increase by $23.53 million
from the level previously estimated in the OctoB8d6 Revise. Total benefit payments are
estimated to be $5.8 million Increases are beirigedrby the increase in the unemployment
level and an increase to the Average Weekly BeAafibunt (AWBA) from $312 to $316.

For 2017-18, benefit payments are projected toesme by $245 million from the level
previously estimated in the October 2016 ReviséalTleenefit payments are estimated to be $6
billion. Similar to the current year, the increasalriven by an increase in the unemployment
level and the AWBA increasing from $315 to $320eT016-17 and 2017-18 projected benefit
amounts include a buffer of three percent for eomnouncertainties. Without this buffer,
benefits would decrease by $69.6 million in 2016ahd increase by $68.4 million in 2017-18.

Staff Recommendation Approve as proposed.
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Issue 3: School Employees Fund (SEF)

Summary. For 2016-17, this proposal requests a decrea$d@¥ million in budget authority
for School Employee Fund Local Assistance. For 208,7this proposal requests an increase of
$5.0 million in budget authority for SEF Local Astsince.

Background. The SEF is a joint pooled risk fund administefegd EDD, which collects
contributions based upon a percentage of total svgpgeéd by public schools and community
college districts. The contribution rate is caltethannually based upon the formula established
per Section 823 of the California Unemployment hasge Code. Money deposited in the SEF is
used to reimburse the Unemployment Fund for the eb&Jnemployment Insurance benefits
paid to former employees of those school employdre have elected this option in lieu of
paying the tax-rated method, as is required ofgteisector employers.

Upon recommendation by the School Employer Advistommittee, and subsequent approval
by the EDD Director, the SEF contribution rate i9®percent for 2016-17 and an estimated
0.05 percent for 2017-18. The economy's steady tijr@md the implementation of the new
Local Control Funding formula will support schooldgets as benefits return to normal
historical levels. Currently, there are approximatk, 331 public school districts and county
offices of education (including charter schoolsil &2 community college districts that have
elected to participate in the fund.

Local Assistance (disbursements) includes benéfirges and claims management fees. The
estimated Local Assistance for SFY 2016-17 is $3®®00 lower than reported in October
2016, for a total of $86,203,000. The estimatedaldssistance for SFY 2017-18 is $5,000,000
higher than reported in October 2016, for a tofa$70,918,000. Changes to Local Assistance
estimates for both 2016-17 and 2017-18 were adjusten the October 2016 forecast based on
actual data from the current year and reflect adtref Ul benefits that continue to return to
historical levels, which is consistent with thereumt economic outlook.

Staff Recommendation Approve as proposed.
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7300 AGRICULTURAL LABOR RELATIONS BOARD

Issue 4: Funding for Agricultural Labor Relationgasd |

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

Background. In 2015-16, ALRB received a budget augmentatién$d.6 million for 13
positions. The General Counsel received nine cfelpositions were to expand local operations
at two new regional offices. However, the secorfc®fjust opened in February, and as of the
end of 2016, only one new regional office was operaad roughly 30 percent of the general
counsels 39 positions were vacant.

ALRB is requesting permanent augmentation for Xk&rimg officer Il positions, which would
bring the ALRB’s total permanent hearing officesfihg to three positions. The hearing officer
is the presiding administrative law judge and eveage that comes before a hearing officer is
fact-specific and unique in the complexity of tlaevlinvolved. Hearing officer decisions are
multifaceted and complex as cases can involve Hralss of employees, resulting in numerous
legal questions within a single case. Prior to 2045-16 budget, it took 200 to 600 days to
schedule a hearing. However, with the additionahitéd-term positions, hearings were
scheduled within a 60 to 90 day time frame, whiobvaled greater assurances to farmworkers
will be available to participate in a hearing.

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

Staff notes two years ago, as a part of the 201b6udgjet act, the state provided additional
positions with the understanding that there wowddwo additional regional offices. However,
the second office recently opened in February. Gittes and the vacancy rate, it may be
premature to make these positions permanent. Theosunittee may wish to extend these
limited term positions for another two years, aedsit the position authority moving forward

Staff Recommendation.Approve two-year limited term positions for 1.5 hieg officer Il
positions and one Attorney IV position.

Senate Committee on Budget and Fiscal Review 6



Subcommittee No. 5 May 17, 2017

7320 R)BLIC EMPLOYMENT RELATIONS BOARD

Issue 5: Augmentation for Public Employment Relatios Board

Summary. The May Revision proposes $750,000 General Fun@Q0h7-18 and 2018-19,
$620,000 in 2019-20, and $590,000 in 2020-21 argbiog to provide the appropriate level of
permanent funding to support all existing permarogitions, reduce existing backlogs, and
improve PERB’s timeliness for issuance of resohgiand case determinations.

Background. Beginning in 2002, PERB held open two Board mempesitions and their
supporting staff, in order to utilize the resultisglary savings to meet PERB’s other operational
needs. Additionally, over the last 14 years it been necessary for PERB to take other measures
to balance its budget, such as holding as manysapditions vacant at any given time as well
as participating in the state’s layoff process. Mesently, in 2015-16, PERB instituted a self-
imposed hiring freeze and reduced operations tairenvithin the budget appropriation, which
increased the backlog of cases filed with the @f6€the General Counsel by 68 percent.

A permanent increase in appropriation to fund theamt Board member positions and their
supporting staff is necessary to reduce the existase backlog as well as ensure PERB can fill
all current authorized positions. The salary andefie cost for these positions is estimated at
$885,000. Pursuant to the Legislature’s approwd5$00 was provided in the 2016-17 BCP to
be allocated towards this structural shortfallvleg a remaining balance of $450,000. For FY
2016-17, PERB held 3.0 positions vacant to manhgestructural shortfall and began filling

positions on a limited term basis when salary sgs/inom vacant appointee positions accrued.

PERB's caseloads fluctuate seasonally and with gdsannn the state's economy; however,
historical data collected and reported annuallyeot$ a constant workload growth that also
correlates with the expansion of PERB's statutegponsibilities. In its approval of additional
funding for FY 2016-17, the Legislature requestedt tPERB provide caseload and position
tracking. The data collected thus far reflectsrammrémental growth in backlogged cases incurred
due to vacancies within the office of the Generalii@sel. The positions were recently filled and
the new staff are addressing the caseload.

PERB has determined that an effective timeline tammlete investigations and issue
determinations is within 60 days of the filing of anfair practice case or representation matter.
Currently, the office of the General Counsel takese than five months to investigate and issue
determinations in these matters and it often takg®ar or more for the Board to receive a
proposed decision, and years for the Board to issdi@al determination. These delays are
inconsistent with PERB's goals to provide meanihgésolution of labor disputes in a timely
manner.

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

Issue 6: Enhanced Enforcement Compliance and Appeship Services

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

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

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

e Senate Bill 693 (Hueso), Chapter 774, Statute9a62Workforce Expansion

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

e Senate Bill 1063 (Hall), Chapter 866, Statutes@#f&2 Equal Pay — Race and Ethnicity

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

Background.

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

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

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

The department requests an augmentation of thregiqges and $442,000 in 2017-18, nine
positions and $1 million in 2018-19, with nine gasis and $967,000 ongoing. These positions
will support DLSE in implementing the requiremeuntsler AB 1978.

Senate Bill 693 (Hueso).The Division of Apprenticeship Standards (DAS) rpodes and
develops apprenticeship training and enforces mimnapprenticeship standards. Among other
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mandates, DAS is the division within DIR responsilibr approving new apprenticeships
programs, ensuring that programs are adheringst@pproved training standards, registering
apprentices in approved programs, investigatingepgjge complaints against programs, and
issuing State certificates of completion to gradsaif programs.

Because only registered apprentices may be patdvar|prevailing wage on publicly-funded

“public works” projects, DAS regularly receives uiges from the public to verify that a worker

is a registered apprentice. Employers also com&& when they wish to confirm that worker

has completed an apprenticeship and has gradusdted journeyperson. SB 693 allows a public
entity to require a bidder, contractor, or othetitgrto use a skilled and trained workforce to
complete a contract or project. DIR notes thatatiditional resources will allow the department
to respond to inquiries and verification regardib§S approved programs. The Department
requests one position and $123,000 in 2017-18,6$0D) to provide resources for DAS to
address additional workload as a result of SB 693.

Senate Bill 1001 (Mitchell).SB 1001 created a new protection that makes dotuatrise a
strict liability violation regardless of intent. &gfically, this bill expands protection to
immigrant applicants seeking employment by explictating that it is unlawful to request more
or different documents than required by federal &sva prerequisite to employment. The bill
provides that an applicant for employment or an legge who believes their rights have been
violated under this law may file a complaint withh®E for equitable relief and penalties not to
exceed $10,000 per violation.The department requeste positions and $437,000 in 2017-18
and 2018-19 as a two-year limited-term fundingstpport its DLSE for increased workload
created by SB 1001.

Senate Bill 1063 (Hall).Existing law prohibits payment of a wage less tH@wage rate paid
to employees of the opposite sex for substantsftylar work, when viewed as a composite of
skill, effort, and responsibility, and performedden similar working conditions. SB 1063 adds a
new and discrete equal pay protection to the exjgirotection for gender-based disparity to also
include a prohibition against paying lesser wagarte@mployee based on race or ethnicity. The
amendments made by SB 1063 are an individual wqukatection that will be enforced by the
DLSE’s Retaliation Complaint Investigation unit Wit DIR. The department requests three
positions and limited-term augmentation of $415,00@017-1,8 and $392,000 in 2018-19, to
implement the requirements of SB 1063 that will amgb equal pay protections to include a
prohibition against paying a lesser wage to an eyga based on race or ethnicity.

Senate Bill 1167 (Mendoza)The Division of Occupational Safety and Health ()$s the
sole agency responsible for protecting workers fraalth and safety hazards on the job. DOSH
protects workers in almost every workplace in @atifa through its enforcement, research, and
standards, and consultation programs. SB 1167iresq@OSH to develop a new heat-iliness
prevention standard for indoor workers which woslaecify necessary measures to control
indoor exposures to heat and would make complisanog enforcement easier and more
effective. The new standard completed by thisdmlild prompt engineering and administrative
changes to reduce risks of heat stress for indogpiayees.
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The Department requests one position and $21200Q(17-18 and seven positions and $1.1
million in 2018-19, with $1.3 million ongoing, torgvide resources for DOSH to address the
new activity of indoor heat exposure inspectionprimtect California workers as required by SB
1167.

Staff Recommendation Approve as budgeted.
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Issue 7: Implementation of Chaptered LegislatiofaiRey to Workers Compensation

Summary. In April, the Administration submitted a SpringsEal Letter proposing 73.0
additional positions and $14.71 million in 2017833.6 million ongoing) from the Workers'
Compensation Administration Revolving Fund to inmpéat and meet the ongoing requirements
of Senate Bill 1160 (Mendoza), Chapter 868, Statot€2016, and AB 1244 (Gray) Chapter 852,
Statutes of 2016.

Background. SB 1160 and AB 1244 looked to address demonstriated in the worker's
compensation system. Recent news stories, includavgrage by the Center of Investigative
Reporting, show that workers’ compensation provideud is endemic - notably in Los Angeles
County -costing stakeholders and the system ovdiildn in liens that had accumulated in the
system at the time of this writing. In particultre current workers' compensation lien claim and
litigation system has proven to be highly expldiedy fraudulent medical providers.

SB 1160 was a reform bill intended to remove unssa&ey litigation from the workers'
compensation system that was exposed by SB 868nmef&B 1160 expedites medical treatment
to injured workers within the first 30 days aftheir injury by exempting conservative treatment
from utilization review, standardizing utilizatioaview procedures, modernizing data collection
in the system to improve transparency, and implémgranti-fraud measures in the filing and
collection of lien claims for medical treatment. ARB44 addresses medical provider fraud within
the workers' compensation system and creates aadgudication, stay, and suspension process
for dealing with convicted and indicted providetstt have medical lien claims within the
system. These two bills are estimated to saveyters $800 million

Of the positions requested, 12.0 positions are ewked support three information technology
projects which will help facilitate the necessagform efforts: 1 ) Doctor's First Report of
Injury; 2) Utilization Review Management and PrafidSuspensions; and 3) Consolidated Lien
Proceedings. Of the remaining 61.0 positions, 5tbBitions are specific to the anti-fraud
provisions of these two bills focused on: 1 ) therkvof the Anti-Fraud Unit; 2) Provider
Suspension Hearings; and 3) Special Lien Procesding

The adoption of the two reform bills significanilycreased the Department's role in combating
fraud. The small investment in proposal staff @aguired to perform a variety of functions for
hundreds of claims to achieve the estimated $800iomiin savings to the worker's
compensation system. Given the level of savingsdbald be achieved, the Subcommittee may
wish to revisit this issue in 2018-19 to insuret tihe department has adequate resources to carry
out the newly mandated tasks.

Staff Recommendation. Approve as proposed.
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Issue 8: Occupational Safety and Health Penaltgi@€ompliance Trailer Bill

Summary. The Administration is proposing trailer bill toigh state occupational safety and
health administration plan to meet minimum fedest@ndardsUnder existing federal law, a
state OSHA plans must meet minimum standards irerotd gain federal approval and
corresponding federal funding. Federal OSHA hasntified a concern regarding how
California’s state plan handles certain retaliattaims relating to reports of an injury. The TBL
would clarify that workers that report an injuryatidoes not relate to a specific OSHA complaint
or worker's compensation claim are still protectedm retaliation. These changes would
alleviate federal concerns regarding California&esplan and minimize the state’s risk of losing
federal approval and funding.

Staff Recommendation Approve proposed trailer bill language.
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Issue 9: Public Works Enforcement

Summary. The Administration is proposing six positions an80%,000 in 2017-18, and
$759,000 in 2018-19 from the Labor and Workforces&epment Fund to education awarding
bodies of their requirements to comply with registm requirements, and one attorney position
with $212,000 in 2017-18 and $204,000 ongoing fritie State Public Works Enforcement
Fund. Additionally, the Administration is proposin@ trailer bill language to increase
enforcement and compliance with registration coamgle. This item was heard at the March 30
hearing.

Background

The Administration notes that the annual revenuesnfthe recently created contractor
registration fee are less than estimated whendbhewas established and do not cover current
spending levels for public works enforcement. Sipeadly, the administration estimates that
expenditures from the State Public Works Enforcank@md (SPWEF) in 20147 will be $13
million, while revenues coming into the SPWEF frdme contractor registration fee will be only
$10 million. If fee revenues continue at this leasld no adjustments are made to spending
levels, SPWEF's reserves would be virtually exhedigh 201718.

The Administration believes that one reason reverhs/e not met expectations is that some
contractors may not be complying with the registrarequirement. During 20146, less than
30,000 contractors registered and paid the feepeaoma to an initial rough estimate of 40,000 or
more registrations. Through its enforcement effoDESE found about 600 instances where
contractors were working on a public works projeetring 201516 without registration.
Contractors that are found to be bidding or workimg a public works contract without
registration are subject to a penalty of up to 2,8nd may face temporary disqualification from
bidding or working on public works projects for egt violations.

Governor’s Proposal

The Governor proposes a few actions to addresfuttieng shortfall in the SPWEF in 20118
and later years. First, the Governor proposesduige funding to DLSE on a two-year limited-
term basis for six positions to conduct outreacth\aiwvarding bodies to improve their awareness
of their responsibility to ensure that contractbese complied with this requirement, with the
intent of increasing compliance and fee revenue bree. As part of this outreach, DLSE would
encourage awarding bodies to require contractorgprequalify,” or demonstrate compliance
with various labor law requirements, including tentractor registration requirement, before
bidding on public works contracts. Under current,lawarding bodies are authorized, but most
are not mandated, to require contractors to prégual

The Governor’s proposal would reduce expendituras the SPWEF by moving the support of
the prevailing wage determination function from 8i@eWEF to the LECF beginning in 201B
and beyond. This action would free up $2.2 millionthe SPWEF on an ongoing basis and
would largely address the funding imbalance goimgvérd, even if contractor registration fee
revenues remain flat in future years.
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For 201718 only, the Governor proposes to shift the porbbrstatewide administrative costs
allocated to the SPWEF (such as the fund’s poxiaeimbursements to the state Department of
Finance and Department of Human Resources) to efeial funds administered by DIR. This
one-time action frees up an additional $1.1 miliiothe SPWEF in 2017.8.

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

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

debarment proceedings.

In addition to the budget change proposal, the Adstration is proposed trailer bill language.
Below is a summary of some of the key provisiortduded in the TBL:

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

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

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

The May Revision proposed amendments to the trailér Specifically, the new trailer bill
language removed the provision regarding debarnoeribss of registration and disqualification
of registration for the following year, as well @fowing registrants to register for multiple years
at a time, and raising the registration fee frora®& $400.

DLSE to report by March 2019 on (1) changes in dhsount of contractor registration fees
collected; (2) the estimated effect of any effadsincrease compliance with the contractor
registration fee, including outreach to awardingibe and other steps to increase awarding body
accountability for ensuring contractor registrafig8) what adjustments are necessary to the
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level of the contractor registration fee in ordersupport ongoing public works enforcement
costs and repay the SPWEF's outstanding loanshier éinds; and (4) the feasibility of shifting
support for the prevailing wage determination fumtback to the SPWEF.

Staff Recommendation.Adopt proposed trailer bill language, and modifie toudget change
proposal to move the support of the prevailing wdgermination function from the SPWEF to
the LECF beginning in 20118 for two years. Additionally, adopt supplementaporting
language for the DLSE to report by March 2019 onddanges in the amount of contractor
registration fees collected; (2) the estimatedatféd any efforts to increase compliance with the
contractor registration fee, including outreachatearding bodies and other steps to increase
awarding body accountability for ensuring contraategistration; (3) what adjustments are
necessary to the level of the contractor registnatee in order to support ongoing public works
enforcement costs and repay the SPWEF's outstanidags to other funds; and (4) the
feasibility of shifting support for the prevailingage determination function back to the SPWEF.
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| Issue 10: Strategic Enforcement of Labor Standards

Summary. The Administration proposes a three year phassih an increase of 31 positions
and $4.6 million in 2017-18, 58.5 positions and6$aillion in 2018-19, 82.5 positions and
$11.6 million in 2019-20, and $11.4 million ongoirffgpom the Labor Enforcement and
Compliance Fund. These resources seek to combae weegft and labor law violations.
Additionally, the Administration is proposing accpamying trailer bill to address enforcement
issues. The subcommittee approved the positiorétittand funding at its March 8thearing,
however did not act on the trailer bill language.

Trailer Bill Language. The May Revision proposes the following changesmanzed below:

1) License Revocation:The proposed amendments also clarify that the L&mmnmission

2)

3)

may refer dinal unpaid wage judgment that have been unpaid ft@aat 30 days to the
licensing agency to initiative disciplinary actitmsuspend or revoke current license or to
deny renewal of a license. A valid wage claim doesturn into a judgment until all
appeals have been exhausted, all judgments aredeosts final.

a. Added provision that the Labor Commissioner wilt mefer an employer to the
respective licensing board if the licensee hastarized and approved installment
payment plan. If the licensee misses an instaliniie& licensee is no longer
excused from a referral under this section.

b. Upon full payment of a final judgment, at the liser’s request, the Labor
Commissioner shall promptly notify the licensingeagy that a wage judgment
has been satisfied.

Tolling Statute of Limitations: The proposed amendments limits tolling periodL#
months. Specifically, upon issuing a notice to anpyer about an opening an
investigation the wages owed and related penadtnes reimbursements as enumerated
will toll for 12 months.

Evidentiary Sanctions The proposed amendments provides that genenmalgngloyer
will have no less than 15 days to respond to a L&wmnmissioner’s request for records.
The Labor Commissioner may extend the time to predecords under at her discretion,
under a variety of scenarios, including if the emyel made good faith efforts to comply,
and if a timely good faith response to the Labom@uossioner that additional time is
needed.

Staff notes that while the proposed amendments lzadressed a variety of stakeholder
concerns, staff notes that the department isistilegotiating with stakeholders. In particular,
stakeholders have concerns regarding provisioasegtko license revocation, attorney fees, and
allowing DLSE to request a temporary reinstatenaoéré worker during an unlawful retaliation
investigation. Staff notes that the Department stadkeholders are still collaborating on those
provisions of the bill.

Staff Recommendation Adopt placeholder trailer bill language.
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7501 Department of Human Resources (CalHR)

Issue 11:Dependent Re-Verification Process.

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

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

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

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

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

Staff Recommendation: Approve as budgeted.
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7920 Q\LIFORNIA STATE TEACHERS' RETIREMENT SYSTEM

Issue 12: Revised Creditable Compensation

Summary. The May Revise proposes a technical correctionrdagg the amount of General
Fund contribution to CalSTRS based on the revisibthe credible compensation. Credible
compensation are types of compensation that ateré&t into the calculation of the pension
benefit.

Background. The revision in the credible compensation resutar increase in funding $3.7
million reported by CalSTRS for fiscal year 2015-This increase consists of $801,000 in
defined benefit payment, $1.9 million in the pred@efined benefit level, and $993,000 for
supplemental benefit maintenance account.

Staff Recommendation Approve as proposed.
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9800 Augmentation for Employee Compensation and Cdrol Section 3.61

Issue 13: Scheduled Employee Compensation Augnemtaicreases |

Governor's Budget Proposal. The Governor's May Revision proposes the followitems
related to employee compensation augmentations:

Budget Item 9800 allows for adjustments in depant@ebudgets to account for changes in
employee compensation, including salaries, healthratirement benefits. This proposal would
increase Item 9800-001-0001 by $32.12 million, wioucrease Item 9800-001-0494 by $9.98
million, and would increase Item 9800-001-0988 Hy9® million to reflect changes discussed
below.

Control Section 3.61 is used to prefund retiredthdzenefits through departmental budgets. The
May Revision requests control section 3.61 be améntb reflect additional employer
contributions for prefunding other postemploymesnéfits based on a recent agreement that has
been collectively bargained with Physicians andtB&n(Bargaining Unit 16). Additionally, the
Director of Finance has determined state employdethe Judicial Branch are required to
contribute 2.3 percent effective July 1, 2017. Asesult, the state will match Judicial Branch
state employees’ contributions of 2.3 percent éffeciuly 1, 2017.

The May Revision also requests various General Famis be increased by $152.68 million,
various special fund items be increased by $39.8&m various non-governmental cost funds
be increased by $26.68 million, and reimbursemétyarious items be increased by $20.31
million to reflect salary and benefit increases fa@cently negotiated memorandum of
understanding with bargaining units representedhleyService Employees International Union
(SEIU), Firefighters (BU8), Craft and Maintenan@éorkers (BU12), Stationary Engineers
(BU13), Psychiatric Technicians (BU18), Health &atial Service Professionals (BU19), and
Excluded employees.

Background: Item 9800 includes all augmentations in employemmensation. These reflect
increased enrollment in health and dental plansatgd employment information for salary
increases previously provided in the Governor’s gaid revised estimates reflect increased
enrollment in health and dental plans, updated eympént information for salary increases
previously provided in the Governor's Budget, redigay increases for Judges, updated costs
related to the salary survey estimates for thef@aia Highway Patrol (Bargaining Unit 5), and
increases to salaries and revised benefits recemgotiated with Physicians and Dentists
(Bargaining Unit 16).

While these figures include estimated health premrmates, the Department of Finance notes
that final health rates are not expected to be tedopy the California Public Employees’
Retirement System Board of Administration until du2017.1f the actual rates differ from the
estimated rates, a technical correction to the etedtgamounts will be made.

Staff Recommendation:Approve as proposed.
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ITEMS FOR DISCUSSION/VOTE

7100 BMPLOYMENT DEVELOPMENT DEPARTMENT

Issue 14: Workforce Innovation Opportunity Act Discretionary Federal Funds

Summary. The Governor’'s May Revision proposes $59 milliorstate-level discretionary
federal Workforce Innovation Opportunity Act (WIO&)nding in 2017-18, a $6.8 million
decrease relative to 2016-17. This decrease refeestduction in available federal funding.

Background. Federal law provides that a certain portion of fal&IOA funding, up to 15
percent, may be held by the state for “statewideki@oce investment activities,” while the
remainder of WIOA funds are passed on to Local \ilode development boards to provide
services to unemployed or underemployed adultsyanth. The statewide funds are sometimes
referred to as “discretionary funds.” The actualoant of discretionary funds that may be
reserved at the state level, subject to the 15 epércap, depends on congressional
appropriations. In 2015-16, the state was able egerve 10 percent of WIOA funds as
discretionary funds. In 2016-17, the state may ruesel5 percent of WIOA funds as
discretionary workforce funds.

The May Revision proposal discontinues funding0d2-18 for several items that are receiving
funding in 2016-17, totaling $10 million. The lagg®f these include:

* Regional staff capacity for state plan implemeota($1.2 million in 2016-17).

* WIOA program evaluation ($1.4 million in 2016-17).

* Technical assistance and staff training for stgemnaies, local areas, and One-Stop
partners ($4.5 million in 2016-17).

* Incentive funds for high performance local work®kmwards pursuant to SB 698 (Lieu),
Chapter 497 Statutes of 2011 ($1.7 million in 20%§-

The May Revision also decreases funding for soraeipusly funded items while making
offsetting increases in other previously fundechgeNotably, the May Revision makes the
following adjustments to existing items:

* Funding for Regional Workforce Accelerator Program Reduced by $8.3 Million
The May Revision provides a total of $2 milliondiscretionary funding for the Regional
Workforce Accelerator Program, an $8.3 million retiton relative to 2016-17 funding.
The Regional Workforce Accelerator Program awangdsd$ to local programs to test
strategies for serving populations with barriersetoployment. Recently, the Regional
Workforce Accelerator program emphasized stratemiémprove employment outcomes
for formerly incarcerated and immigrant populatiomkis program has provided grants
to 36 programs that serve people with low incom®, [@Fograms that support
disadvantaged youth, 19 programs that support xdérs, 11 programs that support
people with disabilities, and 17 programs that suppveterans. In total, 9,657
participants were served with the grants, and byed about $17.3 million in other
funds.
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* Funding for Slingshot Increased by $5.6 Million.The May Revision provides a total of
$10.5 million for “Slingshot 2.0,” an increase &.6 million relative to 2016-17 funding.
The Slingshot programs have been used to providéstasce to local workforce
development areas in carrying out regional planaing service delivery efforts based on
regionally selected solutions to regional problefasnding in the May Revision for
Slingshot 2.0 appears to be intended to continggpau for regional planning and
coordination with government, community and indyd&aders, as well as building on
projects initiated through the Regional Workforcec@lerator Program.

e Funding for Model Multiple-Employer Industry Sector Programs Increased by $1
Million . The May Revision provides a total of $3 millionr fthe Model Multiple-
Employer Industry Sector Programs item, a $1 mmilliocrease over 2016-17 funding.
This item awards funding to local workforce regidnsimplement or build on sector
partnership strategies. Emphasis is on multiplelepgp workforce initiatives that
develop career pathways to industry sectors wibhepted significant job openings or job
growth. This line-item will help implement the StaPlan goal of income mobility
through attainment of industry-valued credentiald apprenticeship- as well as WIOA
priority of utilizing on-the-job training, custoned training, incumbent worker training,
internships, paid or unpaid work experience opputies, or transitional jobs

The May Revision appears to propose just one cdeiplaew item—3$600,000 for services for
in-school at risk youth. According to the admirasion, the funding is intended to expand youth
services offered by state staff at local job centestablish partnerships with other local agencies
and community-based organizations, and educatinsaiutions that work with youth.

In addition to the adjustments listed above, theéBmor proposes to continue funding other
services for targeted populations. Including tHeWing:

* Governor's Award for Veterans’ Grants - $5.0 million. This grant will expand upon
existing projects that accelerate employment arehmployment strategies for California
veterans. Funds will focus on the efforts to traosi veterans into high-wage, high-
demand occupations to include: healthcare; prajassi scientific and technical services;
construction; transportation; security; utility anehergy sectors; and information
technology. The intent is to build meaningful awstainable industry investment and
partnership, system innovation, and to developaitives that have the best potential to
place targeted veterans, including recently sepdnatterans, into self-sufficient jobs and
on pathways to careers

» Disability Employment Accelerator - $2.0 million. Funds will be used to design,
develop, and implement projects that accelerate lgmpent and re-employment
strategies for people with disabilities by creatimgore effective linkages with
California’s employer community. These strategiedl welp increase employer
awareness and dispel myths and perceived barregarding hiring people with
disabilities.
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Workforce Innovation Opportunity Act Local Assistance Adjustments Lastly, The May
Revision proposes a decrease of $19.45 milliorDiti7218 to align budget authority with current
federal allotments for local area activities.

Staff Recommendation. Approve as proposed.
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7120 Q\LIFORNIA WORKFORCE DEVELOPMENT BOARD

Issue 15: Road Repair and Accountability Act — &pprenticeship Training Programs

Summary: The May Revision proposes $5 million and 1.0 positpayable from the Road
Maintenance and Rehabilitation Account, State Tpartation Fund for 2017-18 through 2021-
22 to implement pre-apprenticeship training progsarfocused on formerly incarcerated,
women, and minorities, in support of Senate BilB&all) Chapter 5, Statutes 2017 projects.

Background. SB 1 creates the Road Maintenance and Rehalwite®rogram (RMRP) to
address deferred maintenance on the state highységns and the local street and road system
and appropriates $5 million annually from 2017-i®tigh 2021-22 to the State Board to assist
local agencies to implement policies to promoteppeenticeship training programs to carry out
specified projects funded by the RMRP. Streets &hiays Code Section 2038 requires the
State Board to develop guidelines for public agesiececeiving RMRP funds to participate in,
invest in, or partner with, new or existing pre-ggyiceship training programs. The State Board
will develop local guidance and a statewide prerapiceship skills training grant program to
address the projected labor demand to supportrémsgortation projects funded by the RMRP
and to build pipelines into middle-class jobs ire tkhonstruction trades for underserved
Californians, including women, minorities, at-righuth, and the formerly incarcerated.

The State Board will design a pre-apprenticeskamimng program that establishes and expands
high-quality construction pre-apprenticeships agrbge state. Partnerships funded through this
program will serve a minimum of 300 participantyear, with employment and income gains
tracked through the state's workforce data reppréiystem. The State Board will utilize the
Employment Development Department's (EDD) contnggctmonitoring and reporting resources
to ensure appropriate investment of resources, taadState Board and EDD will provide
technical assistance to support and document graniecess. The State Board will issue regular
updates on system innovation, lessons learned, bestl practices to encourage program
expansion, replication, and continuous improvemeéhée State Board will establish and execute
an outcomes-driven work plan to develop and dissataei workforce guidelines for local
transportation agencies, including a) researchlysisa and stakeholder engagement; b) the
production of briefs and/or toolkits; and c) a etatle outreach plan including, e.g., webinars,
briefings, and stakeholder convening.

The subcommittee may wish to consider how to prenimikages and coordination between
various initiatives and partnerships between tharBoCalifornia Department of Corrections and
Rehabilitation (CDCR) and CalTrans.

Staff Recommendation Approve as proposed. Adopt placeholder budgetaniljuage for State
Board to also encourage partnerships and collabaraith other pre-apprenticeship programs
beyond this proposal with CDCR and CalTrans.
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7900CALIFORNIA PuBLIC EMPLOYEES' RETIREMENT SYSTEM

Issue 16: CalPERS Supplemental Payment

Summary. The Governor's proposes borrowing $6 billion froimme tstate Pooled Money
Investment Account (PMIA)—an account that invest®ney from the state and local
governments—and use this money provide a supplainpayment to CalPERS to pay down a
portion of state pension liabilities. Accordingttee Administration, this would reduce unfunded
liabilities, and save a net of $11 billion overgbrdecades. Moreover, the General Fund share of
the repayment would come from Proposition 2.

Background

Pooled Money Investment AccountThe PMIA holds funds on behalf of the state, al a®
cities, counties, and other local entities in tepasate Local Agency Investment Fund (LAIF).
As of the quarter that ended in March 2017, theuzd of the PMIA was roughly $70 billion.
Reserve balances in both the General Fund and &@ihes tend to grow during periods of
economic expansion when revenues are higher. Hte'stportion accounted for two-thirds of
this total while the local portion represented thmaining one-third. Much of the state funds
invested in the PMIA are held in the Surplus Mofmyestment Fund (SMIF), the portion of the
PMIA that holds most balances of the state’s spégrads. The PMIA is managed by the State
Treasurer’s Office and is governed by the Pool Mommvestment Board, which includes the
Treasurer, Controller, Director of the DepartmehtF;mance. In addition to be a short term
investment account, the PMIA helps the state masagsonal cash deficits. During times of
cash imbalances, the General Fund borrows billadrdollars from other state funds held in the
PMIA. The General Fund pays the PMIA back with iest each year.

Proposition 2. Proposition 2 amended the State Constitution taireghe state to make certain
extra annual debt payments and budget reserve itkepash year. These payments are required
through 2029-30. Thereafter, the required annubt gayments become optional, but amounts
not spent on debt must be deposited into the rday reserve. Unlike reserve requirements,
which the Governor and Legislature may reduce duarbudget emergency, the state may not
reduce the required annual amounts of debt paynueiksr Proposition 2 for any reason through
2029-30.

There are three types of outstanding debts eliddriggayments under Proposition 2. They are:
(1) certain budgetary liabilities (including the ammts the state’s General Fund owes special
funds, as described above), (2) certain paymenssapéwide pension system liabilities, and (3)
prefunding for state retiree health benefits. Psifon 2 requires payments for pension and
retiree health liabilities to be “in excess” of foent base amounts.”

Governor’s Proposal. In the May Revision, the Governor proposes bomow6 billion from
the SMIF to make a supplemental payment to CalPHRIS.$6 billion contribution would be in
addition to the actuarially required contributiotts CalPERS—referred to as an “additional
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discretionary payment” to CalPERS. Rather thandwerfrom individual special funds as the
state has done in past, this loan would come frdfiARas a whole.

The Administration proposes making lump installnseihiroughout 2017-18 to accommodate for
cashflow needs, however, the precise plan, suctth@asamount and when each of these
installments occur is still being worked out.

CalPERS estimates that the $6 billion in additiotistretionary payment would substantially
mitigate state employer contributions, specificaligucing the state’s annual contribution by
$638 million annually by 2023-24. These benefitd b distributed among General Fund and
special funds that make pension payments.

Loan Repayment. The administration has not determined a preciaa for the state General
Fund and other funds to repay the $6 billion loaomfthe PMIA. The administration provided
staff and the LAO a “working plan” that would palyet loan off in eight years. While the
administration indicates that this payment perméeaxible, it intends to take no longer than ten
years to pay off the loan. Under the working pkie, General Fund would cover repayments on
behalf of both itself and associated special fumd2017-18 with a $427 million repayment
(consisting of a $365 million principal payment pla $62 million interest payment) counted
toward Proposition 2 debt payment requirementseOfiimds would begin making payments in
2018-19 and would later proportionally compenshéeGeneral Fund for the 2017-18 payment.

Under the administration’s current projection denest costs, total loan repayments—principal
and interest payments—would be roughly $7 billibhe administration’s proposal would, as the
LAO understands it, distribute these costs acros<3eneral Fund and other funds based on the
proportional split of pension contributions by fusdurce. Consequently, the General Fund and
other funds would be charged for around 60 peraedt40 percent of these costs, respectively.

Proposition 2 Would Cover General Fund Portion of loan RepaymentsFor the General
Fund’s share of future loan repayments, the admn@tisn proposes establishing General Fund
repayments based on the varying Proposition 2 ggjghent requirements.

Special Funds Would Repay Loan Using Available Reseces. me of these funds may not
have sufficient resources to cover those costthdee cases, interim General Fund support may
be necessary—essentially to loan some special fand®ther funds money to cover their initial
annual cots under this plan. Affected special fundsld then owe this money (with interest) to
the General Fund. The administration has not asddssw many funds would face this issue,
nor the amount of General Fund resources needesligport them. Representatives of the
administration have told staff and the LAO thatytiveould work out these details during the
summer after the final budget is adopted. TheratoeeAdministration does not know how many
special funds will have difficulty making loan rgmaents under the proposal.

The LAO proposes the following recommendations:
Before the Legislature acts on the Governor’'s psapothe LAO recommends requiring the

administration to perform more due diligence angorethe results publically. These analysis
include:
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* Legal Opinions.Require the Administration to consult with fidugiacounsel—whether
at the Attorney General's Office or elsewhere—taedmine if the proposal has
problematic fiduciary implications for either théviBB or CalPERS board. In addition,
LAO recommends the administration be required &ksan Attorney General opinion
and/or a public validation proceeding in the coudgarding the constitutionality of
borrowing from the PMIA for this.

- Risks and UncertaintiesRequire the Administration to report to the Legiste a
comprehensive analysis conducted by professioriahaes—using stochastic modeling
and other actuarial simulations—quantifying the ertainties around the proposal. This
analysis could include a determination of the pbaliig that the proposal will produce a
net benefit for the state—considering both CalPE&%& the PMIA’s respective
investment returns in the future. This analysis|doalso consider alternatives for
prepayments in terms of their net benefit.

- Special Funds’ Ability to PayRequire the Administration to identify state funithst
likely cannot make the repayments in the first fg¥ars of implementation, the amount
of those shortfalls, and a proposed solution thadld allow each fund to pay over the
long term. The administration could be requiregtovide (1) its best estimates of how
much money special funds will need to borrow frdme General Fund to make their
payments, by year, and how their repayments toGeeeral Fund will be structured,
and/or (2) specific plans to change each affecpattial fund’s revenues or spending to
cover these shortfalls.

Recommend Legislature Consult With California Actuaial Advisory Panel (CAAP). The
CAAP consists of eight actuaries and was estaldishestatute in 2008 to provide public
agencies with impartial and independent informatonpensions, retiree health benefits, and
best practices. The LAO recommends that the Legigdormally ask the CAAP to provide an
opinion on (1) the administration’s plans and eates and (2) whether the state should make
such a payment towards either pension or retiraétkgabilities.

Recommend Legislature Act on Plan Later in SessionAfter Receiving More
Information. Final legislative action on the administrationi®posal can wait until after June
15. In particular, the LAO recommends the Legiskatwait to act on this plan until after the
administration has submitted the analyses listedv@bwhich perhaps could be developed by the
2017 legislative session. If the analyses showkla likelihood of net benefit to the state and
there were no major legal concerns, the Legislatadd pass implementing legislation.

Recommend Flexible Proposition 2 Debt Payments inuglget Plan.To pass a budget in June,
the Legislature must include a schedule of requitelot payments under Proposition 2. Instead
of approving the proposal now without sufficientabysis, the Legislature could “pencil in” a
flexible plan for Proposition 2. Under these promis, the administration’s proposed
$427 million repayment would be released if the ikkedure adopted implementing legislation
later in the session. If no such legislative plasged, the budget package would include an
alternative purpose for the $427 million loan rapant. For example, the Legislature could
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direct the administration to make an additionalppdemental payment to CalPERS of this
amount—nbut without any borrowing from PMIA.

Staff Comments Staff notes that this is a significant propodattthe Administration is
requesting in the May Revision process. The prdpossy have merit, however, given the
substantial impacts this this may have, staff rebemds holding this item open for additional
review.

Staff RecommendationHold Open
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CONTROL SECTION 3.60

Issue 17: Control Section 3.60 State Retirement Carbution Rates

Summary. The May Revision proposes to amend Control Sec3ié® be amended to reflect
changes in state retirement contribution rates tdbpy the CalPERS Board on April 18, 2017.
Additionally, the Administration is proposing to and Control Section 3.60 to also allow the
Department of Finance to make supplemental paymen@alPERS for the state’s retirement
contributions using Proposition 2 funding.

Governor's Proposal. The reduction in employer contribution rates iseault of new hires
entering the system under lower benefit formulassgant to the Public Employees’ Pension
Reform Act of 2013, greater than expected contriimst to the system, and lower cost of living
increases than estimated.

The newly adopted state employer contribution reg¢eslt in total state costs of $473.85 million,
a decrease of $100.56 million from the $574.41iamillincluded in the Governor's Budget. Of
the $100.56 million decrease, the General Fund6isg.28 million, special funds are $19.31
million, and other nongovernmental cost funds &ak4.@2 million. Additionally, it is requested
that CalPERS’ fourth quarter deferral be reduced$ihy.12 million General Fund from the
Governor’s Budget to reflect the changes in reteetirates. The net effect of these changes on
the General Fund is a decrease of $53.11 millidiisgal year 2017-18 compared to Governor’s
Budget.

In addition to the above adjustments, the Admiatgtin is also requesting language to be added
to the control section, which implements provisiofishe previous proposal to borrow $6 billion
to make a one-time payment to reduce state persibilities at CalPERS. Specifically, the
language would provide $427 million General Fundrtake supplement the state’s retirement
contributions in 2017-18. The Department of Finamarild transfer these funds either to the
Public Employment Retirement Fund, or the Surpluendy Investment Fund (SMIF) for
repayment of principal and interest of a cash ldsat was made to supplement the state’s
retirement contributions.

Staff Comments. As noted in the previous item, the Governor's MRgvision proposal to
borrow $6 billion to reduce state pension lialelitis a substantial request to during May Revise,
and therefore may warrant further legislative revie

Staff Recommendation. Approve amendments to update state retirementribatibn rates
adopted by CalPERS. Hold open the proposal to feang to $427 million General Fund in
supplemental state retirement contribution.
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Issue 18:CalPERS Administrative Budget Adjustments

Governor’s Proposal: The Governor proposes various budget bill amendsnenincorporate
the CalPERS proposed budget, which the Board isipated to approve at its May 2017 board
meeting. The proposals are as follows:

1) Decrease Item 7900-001-0822 by $20.44 million (Rubmployees’ Health Care Fund)

2) Increase Item 7900-001-0950 by $20.44 million (RuBMmployees’ Contingency
Reserve Fund)

3) Decrease Item 7900-003-0830 by $118.49 million PERS board administrative costs
paid by the Public Employment Retirement Fund)

4) Increase Item 7900-015-0815 by $31,000 (CalPER&ledministrative costs paid by
the Judges’ Retirement Fund)

5) Decrease Item 7900-015-0820 by $20,000 (CalPERS&izmbministrative costs paid by
the Legislators’ Retirement Fund)

6) Decrease Item 7900-015-0830 by $5.41 million (C&BmBboard administrative costs
paid by the Public Employees Fund)

7) Decrease Item 7900-015-0833 by $291,000 (CalPERS&Immministrative costs paid by
the Annuitants’ health Care Coverage Fund)

8) Increase Item 7900-015-0849 by $436,000 (CalPERSdbadministrative costs paid by
the Replacement Benefit Custodial Fund)

9) Increase Item 7900-015-0884 by $195,000 (CalPERSdbadministrative costs paid by
the Judges’ Retirement System Fund)

With the exception of the first two items, the i®mentioned above are display items for
informational purposes to reflect a correspondingnge in CalPERS’ continuous appropriation
authority. All of these changes reflect the fisgaar 2017-18 budget proposed during the April
19, 2017 Board meeting, and anticipated to be amoran May. The budget proposed by
CalPERS reflects a decrease of $123.55 million arilyn driven by a continued reduction in

external investment management fees.

It is also requested that Control Section 4.20 ciiastablishes the surcharge levied on the state
to fund the Contingency Reserve Fund (CRF), be degkrto support the administrative
expenses of the CalPERS health care program. ThewzR established in 1962 as a means to
pay for administrative costs across the CalPERStHueme program. Employers pay for
administrative costs through a surcharge on heattmiums.

Background.

The first two items listed above and changes tdQbetrol Section 4.20 deal with the Healthcare
Fund Administrative Expenses. The Subcommittee chehe topic during the March %0
hearing. In January, the Administration proposedér bill language, and amendments to C.S.
4.20, to do the following:

1) Require All Administrative Costs Be Paid from Contngency Reserve Fund (CRF).
All administrative expenses currently being paidnir the Health Care Fund (HCF)
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would be paid from CRF. Any future administrativgenses - regardless of health plan -
would be paid only from the CRF. The Health Carad-(HCF) was established in 1988

to fund CalPERS “self-funded” plans, such as PreteiProvider Organization (PPOSs).

Contributions to the HCF are built into these plgmemiums.

1) Changes Language Related to Local Government Conbutions to CRF. The
proposed language makes a number of changes tors@2901 of the Government
Code related to local government’s contributionth®dCRF. The language would require
local governments to pay (1) the same surchargeedldCRF that the state pays and (2)
additional surcharges for any administrative sawiprovided to the local government
that is not provided to the state.

2) Budget Bill Reduces CRF Reservdn past budgets, Control Section 4.20 has spécifie
that CalPERS would maintain a three-month resenvihé CRF. The proposed budget
bill language for Control Section 4.20 directs G&RS to maintain a one-month reserve
in the CRF.

2016 Budget Act.Last year, the Subcommittee approved and the bBodbet included trailer
bill language proposed by the Department of Finatweaddress the concerns with the
administrative expenses related to the Health Ganmed and Contingency Reserve Fund to
provide additional budget oversight.

* Government Code Section 22910: Clarifies existitaguse establishing that CalPERS
health care administrative expenses in the Conticg®eserve Fund must be approved
by Legislature; and

» Government Code Section 22911: Establishes thd&?ER$ health care administrative
expenses in the Health Care Fund must be approveddslature.

The approval of these two code section changes@mhdiegislative oversight and brought both
the CRF and HCF with regard to administrative fundder budget.

Staff Comments. Last year, the Administration also proposed ang ltkegislature rejected
similar trailer bill language to establish that tbBF be used for administrative expenses. At the
time, the subcommittee noted that policy issuesaated with the administrative expenses for
local governments seem more appropriate for corstida by the policy committees, not the
budget committee. In January, the Administratioaiagnoted that trailer bill language is needed
to require CalPERS to place all their administeatsosts under the CRF. However, if the
subcommittee approves Items 1 and 2 above, it mayt ghis without additional legislation to
grant CalPERS this authority. This action is ingstent with last year’'s action taken by the
Legislature to reject the proposal, and it is uackeow this conforms to what authority there is to
do so, and whether this is counter to legislativersight.

Staff Recommendation.Adopt items 3-9 of the May Revision Proposal. Rejeems 1 and 2;
and reject the changes to C.S. 4.20 including iamge from the 2016 Budget Act to change the
reserve, and approve a one-month reserve.
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