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These state contributions are funded initially from the General Fund.
Special fund agencies are assessed prorata charges for their retired em-
ployees which are then credited to the General Fund.

State to Pay Medicare Plan B Coverage
Effective January 1, 1978, Chapter 1186, Statutes of 1977, (AB 457) re-

. quires the state to pay the cost of Medicare Plan B (medlcal insurance)
coverage directly to annuitants covered by both state and federal (Medi- -
care) medical insurance. This payment is limited to the difference
between the maximum state contribution for medical insurance and the

actual total cost for each annuitant, or a maximum of $7.70 per month for
each annuitant.

- Premium Cost Increase Not Budgeted :

We recommend a General Fund augmentabon of an unspeczﬁed
amount to fund the anticipated, but as yet unspecified increase in health
Insurance premiums. We recommend that the amount of the increase be
such as to maintain the state's share of annuitants’ health insurance at the
current levels. =

Current law expresses legislative intent to pay an average of 85 percent
- of health insurance costs for annuitants and 60 percent of health insurance
costs for their dependents. As premium costs for this insurance rise, the
state’s contribution must also increase proportionally to maintain the same
percentage of state contributions.

The $22.1 million proposed for this item in 1978—79 does not provide for
an increase in health insurance premiums. At this writing, the Public
Employees Retirement System (PERS) anticipates a health insurance
premium increase of about 10 percent for 1978-79. However, the precise
amount of this increase will not be known until May or June 1978 when
the new premiums are adopted

PROVISION FOR EMPLOYEE COMPENSATION

Civil Service, Exempt Statutory, Academlc and Nonacademlc
Employees and Judges :

Items:411l-421 from the General
Fund, Items 422 and 423 from
special funds and Items 424

and 425 from other funds. -~ Budget p. 1103
Requested 1978-T9 ........corererrcnneenrnseesiosessesnnsnsssessesseseees ... $260,739,600
Total recommended Change ..........rceeninnenneerseessens Pending

1978-79 FUNDING BY ITEM AND SOURCE :
Item . Description Fund . Amount
411 ... Salary increase. Average increase of 3 General o $62,820,650
' percent for civil service, exempt and
statutory employees.
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412 Compensation increase. Equivalent of 2 Ceneral 25,128,260
percent salary increase for equity adjust-
ments, low-income adjustments, em-
‘ployee benefits or salary increases for
civil ‘service, exempt and statutory em-

ployees .

413 Salary increase. Increase of 5 percent for General 2,626,000
judicial employees. : . . v

414 Salary increase. Average increase of 5 General 17,170,000

percent for University of Cahforma aca-
demic employees.

415 Salary increase. Average increase of 5 General . : 14,150,000
percent for University of California non- :
academic employees.

416 Compensation increase. Equivalent of 2 General 5,660,000
percent salary increase for equity adjust- :
ments, low-income adjustments, em-
ployee benefits or salary increases for
University of California nonacademic-
employees.

417~ Salary increase. Average increase of 5 General 20,425,000
percent for California State University

) and Colleges academic employees. . ' :

418 Salary increase. Average increase of 5 ‘General - 11,035,000
percent for California State University '

) and Colleges nonacademic employees. : -

419 - Compensation increase. Equivalent of 2 General 4,414,000
percent salary increase for equity adjust- :
ments, low-income adjustments, em-
ployee benefits or salary increases for
‘California State University and Colleges

- nonacademic employées. _

422 Salary increase. Average increase of 5 Special Funds 30,727,670
percent for civil service, exempt and :
statutory employees.

423 Compensation increase. Equivalent of 2 Special Funds - 12,291,068
‘percent salary increase for equity adjust-
ments, low-income adjustments, em-
ployee benefits or salary increases for
civil service, exempt and statutory em-
ployees.

424 Salary increase. Average increase of 5 Other Funds ) 38,281,680
percent for civil service, exempt and S

- statutory employees. ] . RS

425 Compensation Increase. Equivalent of 2 Other Funds $15,312,672

. percent salary increase for equity adjust- o ‘ o
ments, low-income adjustments, em-
ployee ‘benefits or salary increases for
civil service, exempt and statutory em-

ployees. . o
Total Budget Bill Items Relative to Com- . ‘ $260,042,000
pensation Increases:

420 Child Care Centers. For start-up -costs General - 500,000
and ' alterations to establish child care ,
centers. . :

421 Benefit Statements. For preparatxon and General i - 197,600
-distribution of employee benefit state-
ments. - '

Total: | ST 039600
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Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Maintain Relationships. Recommend state civil service 1083
and related salaries be increased in line with the increase in
comparable nonstate rates since July 1, 1977.

July 1, 1977. »

2. Employee Benefits. Recommend state contribution ratio. 1085
for employee health benefits be maintained for state civil
service and related employees and California State Univer-
sities and Colleges employees, and that comparable benefit
improvements be authonzed for University of California
employees.

3. Compaction. Recommend the State Personnel Board sub- 1086
mit compaction relief’ recommendatlons to the Legislature
by May 1, 1978.

4. Salary Increase Recommend deletion of control language ~ 1087
prohibiting increases of salaries over $50,000.

5. Red Circle Rates. Recommend Control Section 26.8bere- 1087

" stored, prohibiting funds appropriated by the Budget Act
from being used to pay an employee above the maximum’
of his present salary range following termination from a
-career ‘executive assignment.

6. Academic Salaries. Recommend academic salary increases 1088
for the University of California and California State Univer-
sity and Colleges be deferred until April when comparative
salary data become available.

7. Nonacademic Salaries. Recommend University of Califor- - 1092
nia and’ California State University and Colleges nonaca-
demic salaries be increased by the same average percentage
as state civil service salaries.

8. Child Care Centers. Delete Item 420 for $500,000. - ‘Rec- 1092
ommend deletion of funds for establishing child care cen:
ters for state employees. v

ANALYSIS AND RECOMMENDATIONS

The Governor’s Budget states that $260,739,600 is proposed for increases
in state employee compensation. However, of this amount, (1) $197,600
(Item 421) is for preparation and di_stn'bution of employee benefit state-
ments and (2) $500,000 (Item 420) is for start-up costs and alterations to
establish child care centers, leaving a total of $260,042,000 budgeted for
~ actual compensation increases. (We discuss Items 420 and 421 on pages
1092 and 1093, respectively.) .

The $260,042,000 proposed for compensatlon increases is proposed for
allocation as follows:

“1. $194,610,000 for providing an average salary increase  of 5 percent for



A Table 1
Allocation of Funds Requested: for Increases
in Employee Compensation

: Funding Source .
- Employee Group General Special - -Other - Total

Civil service and related ' $87,948910 $43,018,738 - $53,594,352 $184,562,000. -
“University of California (UC): . ’ .

Faculty and related 17,170,000 - — — 17,170,000

Nonfaculty . 19,810,000 - — 19,810,000

(Total UC) . ($36,980,000) : ($36,980,000)
California State University and Colleges (CSUC) : B ' : :

Instructional and related. Cameaen 20,425,000 - - - 20,425,000

Noninstructional 15,449,000 — —_ 15,449,000

(Total CSUC) - ($35,874,000) . ($35,874,000)
Judges 2,626,000 — — -2,626,000

Total Cost ... $163,428,910 $43,018,738 -

$53,594,352

$260,042,000

Percent
Increase

1%
5%
1%
5%
1%

5%
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civil service, exempt and statutory employees and a// employees of
the Umversrty of California (UC) and Cahforma State Umversrty and
Colleges (CSUC). -
2. $62,806,000 for providing the equlvalent of a 2 percent salary increase
" to civil service, exempt and statutory employees and nonacademic
employees of the UC and CSUC for ¢ eqmty adjustments low income
adjustments, employee benefits or salary increases.’
3. $2,626,000 for providing a 5 percent increase in _]udges salarles
Allocation of the $260,042,000 in: this manner is indicated in Table 1 on
page.1080.

CIVIL SERVICE AND RELATED EMPLOYEES® SALARIES
= (Items 411, 412, 422, 423, 424, and 425)

The Governor’s Budget requests $184,562,000 for increased compensa-
tion to state civil service and related employees. The request consists of
(1) an average salary increase of 5 percent plus (2) the equivalent of a 2
percent salary increase for equity adjustments, low income adjustments,
employee benefits or salary increases.

tL’eglslatlon Will Replace Prevallmg Rate System with Good Faith Negotiating Proce-
ures

Chapter 1159, Statutes of 1977, (SB 839) . which becomes operatlve July
1, 1978, provides for a “good faith negotiating system” over wages and
other terms and conditions of employment. This system will be available
to certain state civil service employees electing to be represented by
employee organizations. Representatlves of the Governor are to negotiate

-with such organizations and prepare “memorandums of understanding”.
Any provision in such a memorandum requiring expend.rture of funds (for

" example, negotiated salary or benefit mcreases) is subject to approval by

the Legislature. ;

Traditionally, state civil service salanes and benefits have been adjusted

on the basis of (1) State Personnel Board (SPB) surveys of salaries and

- benefits received in nonstate employment, (2) salary and benefit increase

 recommendations contained in the board’s annual report to the Governor
and Legislature, (3) budget action by thé Governor and Legislature, and
(4) allocation of funds appropriated for salary increases by the board on
a class-by-class basis.

The SPB’s annual salary recommendations are intended to align state

civil service salaries with prevmhng nonstate salary rates. The board ap-

" plies salary survey and comparison procedures to determine the level of
prevailing nonstate salaries. The amount by which state salaries are com-
puted as trarhng prevalhng nonstate salaries is referred to as the state
salary “lag”.

This- prevallmg rate approach wil continue to be used for state civil
service employees who (1) are designated as “management”, “supervi-
sory”, or “confidential” employees or (2) do not elect to have an employee
‘organization represent them in “good faith” negotiations. - o
 Table 2 shows the average salary increase received by state civil service
and exempt employees since the 1967-68 fiscal year. Not all employees
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‘received these percentage salary- increases because the ad_]ustments are
made 1nd1V1dually on'a class-by-class basis.

Table 2

State Civil Service Salary |'hcrea§es
1967-68 through 1978-79

. . v : , ____Percent Increase
Fiscal ’ Increase in . Average increase
Year : total payroll per employee
1967-68 . . 49 © 5.1
1968-69 53 , . 8T -
© 1969-70.. . » - 56 56
1970-71 _ - 50 52
1971-72....... : crsonssneinannn — —
-1972-73 . 83 ) 90
1973-74 ; 12.9 11.7
1974-75........ 5.3 . .50
1975-76 71° B A
1976-77 ; 66 Co b
1977-78 i 75 71
- 1978-79... . 7.0 (proposed) 7.0 (proposed)

4 Does not include one-time bonus of $400 paid to employees in classes havmg a maximum salary of $753
or less on July 15, 1975.
b Not calculated by SPB because of ﬂat salary increase provxded that year.

Budgeting for COmpensatlon Increases in Future Years

Enactment of Chapter 1159 poses a number of 31gn1ﬁcant problems for

both the Governor and Legislature in budgeting for compensation in-
_creases. Some of the major problem areas are as follows:

1. No agreed upon standards for determining the appropriate increase
for state employees. ' In the past, prevailing rates in nonstate employ-
ment provided an objective basis for determining compensation increases.
.By replacing the prevailing rate approach with good faith negotiations,
Chapter 1159 has removed the objective basis. As a consequence, it will
. be much more difficult to select and justify an amount for salary increases.

2. Provzdmg a specific amount for compensation increases in the
_ budget is likely to undermine any subsequent “good faith negotiations.”
Proper budgeting requires that the Governor include all estimated expen-
ditures and revenues in his request to the Legislature. This allows the
Legislature to evaluate the state’s total fiscal plan. Therefore, it follows
that the Governor’s Budget should include the best estimate available of
proposed compensatlon increases. However, if the Governor budgets for
a specific percentage increase in wages and benefits, he will tend to
compromise any subsequent negotiations. That percentage will tend to
become both a floor and a ceiling. The employees’ representatives could
not settle for less than the Governor’s “offer” (that is, the percentage
increase that his budget implies is available). On the other hand, if the
- Governor were to negotiate larger increases, he would compromlse the
integrity of the budget. (Private employers do not face this problem since
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* they are under no obhgat1on to inform their unions of how much-is avail-
able for compensation increases.)

3. It will be more difficult for the state to (a) protect the ‘public’s
interest, (b) attract and hold capable employees, and (c) maintain the
integrity of the budget process. It seems likely that certain categories of
employees (for example, state traffic officers and hydroelectric em-
ployees) by the nature of their jobs or their political influence will have
greater bargaining power in good faith negotiations than other groups
(such as librarians and groundskeepers). If the Governor’s representative
agrees to increases for the “strong” groups that exceed the average includ-
ed in the budget, less funds will be available for other employees, particu-
larly (a) employees who do not elect to be represented, or (b)
“management,” “supervisory,” or “confidential” employees who are not
permitted to be represented in negotiations over compensation increases.
Over time, this could make it difficult to attract and hold qualified em-
ployees in those state jobs which pay less than the going rate. On the other .
" hand, responding to the needs of those employees could undermme the
‘budget.

4. Different fringe benefits for bargaining units within the same (or
closely related) departments could interfere with state operations.
‘Benefits such as paid holidays, sick leave, vacation and health insurance
will be subject to negotiation; and therefore, one such benefit may be
traded for another or for a greater or lesser salary increase.

Negotiated benefit trade-offs could result in inconsistencies between
groups of employees within the same organization. This might interfere
with the upward mobility of some employees. It also might lead to anoma-
lous situations in which some employees (e.g., clerical staff) have the day
off while others (e.g., the management or technical personnel who re-
quire clerical support) do not.

5. It will be difficult for the Legislature to evaluate and act on negotiat-
ed Increases in a meaningful manner. The Leg1slature may find it dif-
ficult to assess wage and salary increases incorporated in memorandums
of understanding subject to its approval. While it is hoped that the State
~ Personnel Board (SPB) will continue to collect data on comparable non-
_state rates which will aid the Legislature in evaluating negotiated in-
creases (our recommendation under Item'119 would encourage the board
in this direction) these data will not be conclusive, given the spmt of
Chapter 1159.

Moreover, if the Legislature has reservations about a specific negotiated
agreement reached late in the budget process, it may be confronted with
the dilemma of either (1) granting approval despite its reservations or (2)
disapproving the agreement, thereby requiring further negotiations and
poss1bly extending completion of the entire budget process. -

lnereases Effective July 1, 1978—We Propose Maintaining the Position of State Civil
i Serwce ‘Employees in the Salary Structure

. We recommend that state civil service and related salanes be increased
in line with the increase in comparable nonstate rates since July 1, 1977

_as determined by the State Persorme] Board in its spring 1978 sa]ary
survey.

Based on the results of its fall 1977 salary survey, the SPB in its January
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10, 1978 annual report, estimates that a 9.5 percent average salary increase
will be required to eliminate the gap projected as of July 1, 1978, between
state civil service salaries and salaries in comparable nonstate employ-
ment.

According to the board’s report, the projected 9.5 percent gap consists
of (1) an average 2.7 percent unclosed gap that remained in July 1977,
after the 1977 salary increase program was implemented, plus (2) an
estimated 6.8 percent increase in prevailing salaries from July 1, 1977 to
June 30, 1978. The board will update its projection, if necessary, upon

- completion of its spring salary survey. Results of the survey are expected
to be available by May 15, 1978. :

Prior to the enactment of Chapter 1159, Statutes of 1977, (SB 839) the
standard for compensating state employees established by the Legislature
was the prevailing rate for comparable occupations outside state service.
Accordingly, when sufficient funds were available we generally recom-
mended that amounts be appropriated to close entirely the gap in state
salanes as projected by the SPB. In approving a good faith negotiating
system, the Legislature clearly indicated that prevailing rates need not be

. the standard for compensating state employees. Such a system could result
in salary levels that are either above or below comparable nonstate rates.

Because prevailing rates need not be the standard for evaluating state
employees compensation, we are left with no agreed-upon objective
standards on which to base our recommendation. For this reason, we have
chosen to recommend a 1978-79 salary increase that will maintain the

_ position of state employees in the overall wage structure. Based on the
board’s fall 1977 survey this would require an average increase of 6.8
percent—the average increase in nonstate rates prOJected by the SPB
between July 1, 1977 and June 30, 1978. Any change in state employees
~ salaries relat1ve to the salaries of other employees should take place via the
good faith negotiation process. Because our recommendation is based on
the board’s spring survey, we cannot make a precise cost estimate at this
time.
Alternative Approaches for Adjusting Civil Service Salarles Effective July 1 1978

In addition to maintaining the relative salary position of state employees
between July 1, 1977 and July 1, 1978, other alternatives for adjustmg c1v1l
service salanes which might be cons1dered are as follows: . = -

1. Close the state salary gap entirely July 1978, as projected by the
SPB. ~Based on information provided by the SPB, a 9.5 percent average
salary increase would be reqmred to close the salary gap completely. In
view of the Legislature’s action in enacting Chapter 1159, there is no basis
for providing full comparability at this time.

2. Increase salaries in line with cost-of-living increases. AdjuStiﬁ’g sala-
ries in this manner is not sound conceptually, because the state, in efforts
to attract and hold competent employees, competes with other-employ-
“ers, not with an index. Based on the projected increase in the California
“Consurmer Index from July 1, 1977 to June 30, 1978, adjustmg salar1es in this
" way would: result in an increase of about 6 percent.

3. Appro ve the sa]ary Increase as proposed In tbe Governor'’s Budget
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Although the magnitude of increase proposed (7 percent including bene-
fit increases) does not differ substantially from our recommendation, no
rationale is presented as to how it was derived. Further, it is not clear as
to how the funds (equivalent for providing a 2 percent salary increase)
earmarked for “equity adjustments, low-income adjustments, and em-.
ployee benefits, or salary increases” will be applied. :

With respect to employee benefits, we recommend elsewhere in this

- analysis that the state contribution ratio for employee health insurance be

maintained because it represents legislative intent as expressed inlaw and
prevents a reduction in employee take-home pay. Because state employee
benefits are generally in line with those provided by nonstate employers,
we believe the balance of funds provided for employee compensation
should be applied to. salary increases.

Table 3 presents a comparison of the percentage increases and costs
which would result from applying the alternative approaches which we
discuss above to salaries of civil service and related employees and nonaca-
demic employees of the University of California (UC) and California State
University and Colleges (CSUC). (CSUC and UC nonacademic salaries
should be increased the same percentage as. civil service salaries to pre-
serve the policy of treating nonacademlc employees the same as other
state employees.)

Table 3

Summary Comparison of Alternative Approaches for Adjusting Salaries of Civil
Service ‘and Related Employees and Nonacademic Employees of the University of
California-and California State Umversuty and Colleges

ce - Cost
‘ : Percent General Special - Other .
Alternative Approach Increase . Fund Funds Funds Total
Close salary gap entirely .......... 95* '$167210,735 - $58,382,573 . $72,735,192 $298,328,500
Cost of living increase .. 60% 1050606,780 36873204 45,938,016 188,418,000
“ Governor’s program .................... 7.0%"'_ 123207910 - 43,018,738 . - 53,594,352 219,821,000
Leglslatlve Analysts’ Proposal. ' v o
Maintain July 1977 salary rela- :
tionship. - 68%"° $119,687,684 . $41,789631 - $52,063,085 ~ $213,540,400
Maintain State contribution o : ‘ v-
. for Employee Health Insur- o ER .
anice ; 10.0%° 5,700,000 - - 1,400,000 1,800,000 8,900,000
Total; Legislative Analyst Pro- S :
o1 S —— $125,387,684  $43,189,631 - $53,863,085 - $222,440,400

 These percentages (and the associated costs) are based on increases in prevailing rates projected by the
SPB"ﬁnd are subject to change based on the board’s spring 1978 salary survey.

b Of the seven percent, five percent is for salary increases and. two percent is demgnated for “equity’

~_adjustments, low income adjustments, and employee benefits, or salary increases.”

© This preliminary estimate, assurning a 10 percent growth in insurance premiums, is based on the same
proporhonal relatxonshnp found in the salary increase items and, therefore, should not be considered
precxse i

_State Contﬂbutnon Ratio for Employee Health Insurance Should be Mamtamed
We recommend that the state’s contribution ratio for employee health
insurance be maintained for state civil service and related employees and
California State University and Colleges employees, and that comparable
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benefit improvements be autbonzed for University of California em-
ployees.

The state presently pays a portxon of employee health insurance premi-
ums. If the cost of the premiums continues to rise, the state’s percentage
share of the cost would diminish unless adjusted upward periodically. In -
order to provide for such adjustments, Section 22825.1 of the Government
Code requires the SPB to recommend the funding required in order for
the state share to be maintained at an average of 85 percent for coverage
of employees and 60 percent for coverage of dependents.

For 1978-79 the SPB estimates that $7.1 million from all funds would be -
required to maintain the state’s percentage for civil service employees
only. This amount is based on the assumption that premiums will increase
by 12 percent effective. August 1978. We were advised recently by PERS
staff that the premiums are more likely to increase by approximately 10
percent rather than 12 percent as SPB projected previously. .

Given legislative intent to maintain the State’s share at 85 percent/60
percent levels, we recommend that the budget be augmented to provide
for higher premium rates. The funding required to accomplish our recom-
mendation can not be determined accurately at this time, because new
premiums will not be adopted until May or June 1978.

Salary Compaction

- We recommend that the SPB submit its salary compacbon re]zef recom-
mendations by May 1, 1978 to enable the Legislature to take them into
account when considering the state civil service salary increase items.

Last year, pursuant to our recommendations, the Legislature:

1. Added control language to the Budget Act of 19'_77 salary increase
items (379, 380 and 381) providing that “‘salaries of senior civil service
technical, professional and managerial classes shall be adjusted in a man-
ner which provides for adequate differentials, as determined by the State
Personnel Board, above salaries of related subordinate ¢lasses.”

2., Though the Supplemental Report of the Committee on Conference
(Budget Act of 1977—item 379), directed that:

(a) $2.5 million of the funds for salary increases in items 379, 380 and

381 be earmarked for reducmg salary compaction of state c1v1l service

employees. -

(b) The SPB indicate in its future annual reports recommendatlons
for eliminating salary compaction and preventing its recurrence.

The State Personnel Board did not relieve compactlon to the extent
directed by the Legislature.

In distributing the funds appropriated for the 1977—78 salary increase
program, the board applied only $.8 million for compaction relief, . rather
that $2.5 million, as directed by the Legislature. (The $.8 million repre-
sents only about one-half of one percent of the $155.2 million provided for
salary increases for state civil service and related employees in the Budget
Act of 1977.)

The board in its ]anuary 10, 1978, annual report to the Governor and
Legislature indicates that, in view of Chapter 1159, Statutes of 1977 (SB
839) which authorizes a good faith negotiating system with respect to state
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civil service salaries effective ]uly 1, 1978, a comprehensive compensation
study relative to state managers is planned in the near future. The board
states that a more meaningful report on compaction could be made follow-
ing completion of the study and that it plans to submit a supplemental
report on compaction to the Governor and Legislature before July 1,1978.
In order for the board’s recommendations regarding salary compaction
to be of value to the Legislature in considering the 1978 salary increase
program, we recommend that they be submitted no later than May 1, 1978.

No Increase for Salaries Over $50,000

We recommend deletion of control language in the various compensa-
tion increase items which would prohibit funds appropriated under those
items from being used to pay any portion of salaries over $50,000.

Each compensation increase item other than the one relative to judges .
(Items 411, 412, 414-419, and 422-425) contains control language prohibit-
ing the funds appropnated under the item from being used to pay salaries
over $50,000.

The Legislature disapproved such’ control language last year when it

‘was proposed by the administration.

Although this language would directly effect relatively few employees
at this time, it could have a significant effect on. the top portion of the
salary structure by further aggravating compaction.

For these reasons we recommend that the Legislature dlsapprove the

‘control language again this year.

“Red Circle Rates”

We recommend restoration of Control Section 26.8, pro]ubztmg funds
appropriated by the Budget Act from being used to pay a civil service
employee above the maximum of his present salary range following termi-
nation from a caréer executive assignment.

The Government Code (Sections 18546-7) authorizes the “career ex-

" ecutive assignment” (CEA) program, which permits the appointing pow-

er to promote state employees having permanent civil service status into
“high administrative and policy influencing positions” in accordance with
SPB procedures. An employee receiving such an assignment retains his
permanent civil service status and his assignment may be terminated
without cause by the appointing power upon 30 days notice. Over 500 CEA
positions presently exist within state. service. .

Government Code Section 18860 provides for “red cucle rates”. Under
that provision, the SPB may authorize a civil service employee having a
minimum of ten years state service to be paid above the maximum step
in hlS job class pursuant to being demoted as a result of reductions in force
or “other management initiated changes.”

The SPB has applied these red circle rates to the CEA classes, so that

an employee terminated from a CEA who had at least ten years state
service would receive a red circle rate unless the termmatlon was volun-
tary or based on unsatisfactory performance.
. In response, the Legislature added Control Section 26 8 to the Budget
Act of 1977 which prohibited payment of state funds for this purpose.
Employees who accepted CEA appomtments durmg the penod when the

- 3776788 .



1088 / EMPLOYEE COMPENSATION , - Items 411425

Civil Service, Exempt, Statutory, Academic and Nonacademlc Employees and
Judges—Continued
SPB rule was operative were exempt from this proh1b1t10n because it
could be construed as a breach of contract.

This control section has been deleted from the 1978-79 Budget Bill and
-we are recommending that it be restored. The CEA is intended as a special
temporary appointment, which the employee accepts at his own risk with
the understanding that he may be removed upon short notice at the
discretion of the appointing power. For this reason, we believe it inappro-
priate to pay an employee above the maximum step of a class he occupies
- pursuant to termination of a'career executive assignment. -

POSTSECONDARY EpUCATlON SALARIES (ltems 414-419)

s

. Academic Salaries

- We recommend that a decision on 1978-79 fécu]ty salary increases for
the University of California (UC) and the California State University and
Colleges (CSUC) be deferred until the California Postsecondary Educa-
tion Commission (CPEC) publishes its final projections in April showing
the academic salary increases necessary for UC and CSUC to achieve
parity with their comparison institutions. '

Senate Concurrent Resolution No. 51 of the 1965 General Session direct-
ed the Coordinating Council for Higher Education (the California Post-
secondary -Education Commission since April 1, 1974) to submit annually
to the Governor and the Legislature a faculty salary and fringe benefit
report. The report compares California salaries to a selected group of
postsecondary education institutions, as listed below.

Comparison institutions for the University of California:

Cornell University
Harvard University
Stanford University
State University of New York at Buffalo
University of Illinois
University of Michigan
University of Wisconsin at Madison
Yale University .
Comparison institutions for the Cahfornla State University and Colleges:

EAST
State University of New York at Albany
State University of New York College at Buffalo
Syracuse University
Virginia Polytechnic Institute and State University
WEST
University of Southern California
University of Hawaii
University of Nevada
University of Oregon
Portland State Umversxty
OTHER !
Umversuy of Colorado
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"Ilinois State University
Northern Illinois University
Southern: Illinois University
Indiana State University :
Iowa State University
© Wayne State University
Western Michigan University
_ ‘Bowling Green State University
~'Miami University (Ohio)
" University of Wlsconsm at Milwaukee .

) 'CPEC Prellmlnary Report

A preliminary report is prepared by CPEC in December for use in
formulating the Governor’s Budget and a second report, corrected for
- actual current year salarles at comparison 1nst1tut10ns, is Pubhshed in
April.

The preliminary report 1ssued in Décember indicates that salary com-
pensation for faculty, at UC must be increased by 7.5 percent in order to
maintain salary panty with its comparison institutions. The requlred in-
* crease for CSUC is reported at 3.8 percent.

Regardmg frmge benefits, the preliminary report indicates that UC
-would require an increase of 3.0 percent, while CSUC’s projected level of
benefits exceeds the comparison institutions by 15.8 percent.

The CPEC preliminary report data are sumnmarized in Table 4.

Table 4
CPEC Preliminary Salary Data

. v o Fringe
Segment Salary Benefits
UC ; ; . Cevvseeres 15% -3.0%

Ccsuc - 38 ~158.

" Governor's Budget

The Governor’s Budget for 1978-79 provides funds sufficient to cover a
5 percent increase for faculty at UC ($17,170,000) and CSUC ($20,425,000).
In the segments’ budget requests, UC requested a 9.3 percent increase for
faculty salaries, and CSUC requested a 9.9 percent increase. Table 5 sum-
marizes the fiscal impact (in millions) of these salary proposals. -

Table 5 :
Fiscal Impact of Salary Proposals (m millions) -
CPEC (Preliminary) Governor s Budget .S'e@enb
Segment Percent Amount Percent Amount Percent Amount ,‘
uc 15% $25.8 5.0% $17.2 9.3% $319

csue.... 38 - 155 50 20.4 29 404

Segmental Requests Based on Different Methods
While similar in percentage amount, the UC and CSUC requests are
based on two different methods. UC’s 9.3 percent request is composed of
~(a) 7.54 percent which is the result of the comparison survey and (b) 1.76
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percent (.62 percent of which guarantees assistant professors:at least a 6
percent increase) for additional help to recoup the erosion of real purchas-
ing power. CSUC’s 9.9 percent request is composed of (a) 6 percent for
current rate of inflation and (b) 3.9 percent for a partial makeup of erosion
of real purchasing power. It is important to note that “the comparison
method is the underpinning of the University (UC) policy on faculty
salaries” while “the Board of Trustees (of CSUC) discarded the compari-
son institution methodology and adopted last year an approach based
mamly upon the current rate of inflation and the erosion in purchasmg
power.’

Parity Versus Inflation

CPEC’s report as d1rected by. the Leglslature is based on the concept
of parity (i.e.; a determination of the salaries and fringe benefits which will
be equal to comparable postsecondary institutions) . In recent years, it has
been . argued by faculty and segmental representatives, that employee
compensation at UC and CSUC should more properly be based on infla-
tion rates, and that real income should not be allowed to decrease.

Table 6 provides data on faculty salaries at UC and CSUC, state civil
service employee salaries, and rates of inflation in California since 1960-61.

Table 6
Increases in Salaries and Inflation, 1960-61 to 1978-79
California
State Consumer
csuc Civil Price
Year UC Faculty  Faculty Service® Index
1960-61 - '75% 5.0% 6.2% 1.3%
1961-62 6.0 6.0 6.0 13 -
196263 0 0 12 1.6
1963-64 5.0 5.0 6.1 17
1964-65 . ; 0 0 08 2.0
1965-66 : 7.0 10.0 44 20 -
1966-67.. e : . 25P 66 - 45 28
1967-68... w50 5.0 : 5.1 41
1968-69 - e 50 ‘ 75 : 5.7 50
1969-70 ; 50 . 5.0 56 o8l
1970-71 . 0 0 52 37
1971-72 0 0. 0 34
1972-73 . 90 . 84 8.95 58
1973-74 . 54 15 117 10.2
1974-75.... . 545 53 5.0 104
1975-76 g 7.0 71 6.7°¢ 827
1976-77 44 43. 6.6 ) 7.0-(est.)
1977-78 : . 5.0 5.0 75 © 5.8 (est)
1978-19 : 50¢ . 50¢ 70¢ 6.0 (est.)

2 Average increase per employee.

b An additional 3 percent was granted for a tax sheltered anuity. '

¢ Does not include one-time bonus of $400 paid to employees in classes havmg a maxlmum salary of $753
or less on July 15, 1975.

4 Proposed in Governor’s Budget.
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.Purchasmg Power d i

One of the difficulties in attemptlng to relate faculty salary increases to
inflation is that the net change in real income varies depending upon
which time period is being considered. This is illustrated in Table 7, which
shows changes in the purchasing power of faculty and civil service salaries
over several different time intervals.

Table 7

A Changes in Purchasing Power ‘of Facuity and Civil Service Salaries °
- Base Year Through 1977-78
; : ) ‘ 1959-60 1964-65 19658-69 1971-72
ucC : +0.0% -96% —14.4%- —-81%
CSuC - 482 +02 -133 . -170

Civil Service +187 +5.4 —03 +1.0

2 Based on the California Consumer Price Index.
A policy of basing salary adjustments on the prmmple of mamtammg
real income, could have several adverse effects:
e it could result in California faculty members being paid more—or
less—than their counterparts at comparable institutions; ~
"« it could result in one group of state-supported employees——faculty
members—receiving considerably larger (or smaller) increases than
other ‘groups; .
« it would prevent faculty members from bettering their standard of
living through increased real income. On the other hand, relying strict-
ly on the parity concept could also have adverse effects, since it ignores
significant changes in the economic environment, except to the extent
they are reflected in salaries paid by comparable institutions.
On balance, we continue to believe that in the absence of a good faith
- negotiating system as approved by the Legislature for civil service em-
~ ployees, the comparison method is the more rational approach to deter-
mining faculty salary increases.

Current Salary Levels

Tables 8, below, and 9, on page 1092, indicate the estimated UC and
CSUC academic sa.lary relat10nsh1ps with those of the comparison institu-
tions in 1977-78.

Table 8
Estimated UC and Comparison Institutions Average Salanes (9 Month)
(1977-78)
University of  Comparison Difference
California Group Amount Percent
Professor $20358 - $30,365 —$1,007 -3.3%
Associate Professor : : 20,444 - =328 —1.6
.- Assistant Professor 16,219 +590 +3.6
- Instructor......, '

12,647 - -
Librarians’ Salaries '

Last year, the Committee on Conference for the Budget Act recom-
“mended that CPEC submit a report on salaries of librarians employed by
“UC and CSUC. The commission intends to publish this analysis in conjunc-

tion with the final report on faculty salaries in April of 1978.
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Table 9

Estimated CSUC and Comparison Institutions Average_Salaries
{1977-18) : N
California State -
University Comparison Difference
and Colleges Group "~ Amount - Percent
. ’ . . i
Professor " $26,391 $26,510 —$119 —-0.5%
Associate Professor .. 20,207 19,985 +222 +1.1
Assistant Professor ... 16,612 16,098 +514 +3.2
Instructor 14,383 12,866 +1,517 : +.l 18

Nonacademic Salaries

We recommend that University of California ( UC) and California State
University and Colleges (CSUC) nonacademic salaries be increased by the
same average percentage as state civil service salaries.

The Governor’s Budget would provide a 5 percent increase for UC and
CSUC nonacademic employees ($25,185,000) and an additional 2 percent
for payment of equity adjustments, low-income adjustments and other
employee benefits ($10,074,000) at a total cost of $35,259,000.

If our recommendation for civil service and related classes is approved,
a corresponding change should be made for these employees to maintain

- the policy that UC and CSUC nonacademic employees should be treated
the same as- other state employees.

JUDICIAL SALARY INCREASE (Item 413)

Five Percent Increase

We recommend approval.

The budget requests $2,626,000 to prov1de ad percent salary increase for
judges and justices of courts of record.

Pursuant to Chapter 1183, Statutes of 1976 (AB 3844), ]udlCIal salaries
~ are adjusted each July 1 by (1) the percentage increase in the California
Consumer Price Index (CCPI) during the prior calendar year or. (2) 5
percent, whichever is lower.

The amount budgeted is appropriate, because the increase in the CCPI
during the 1977 calendar year exceeded 5 percent.

€HILD CARE CENTERS FOR STATE EMPLOYEES (ltem 420)

We recommend deletion of $500,000 from- Item 420 proposed for estab-
lishment of child care centers for state employees.

Item 420 proposes $500,000 for start-up costs and remodelmg of phys1cal
sites for child care centers on or near state agencies for chlldren of state
employees.
~ Our office has recently issued a report on th13 subject with spec1ﬁc

‘attention to the existing Department of Motor Vehicles (DMV) child care
-center. Our analysis found that work-site child care centers have generally
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had' disappointing results including (a) low utilization due to alternative
parental child care preferences, (b) high start up costs and requirements
for employer subsidies for operating expenses, and (c¢) a lack of demon-
strated employment benefits in terms of reduced absenteeism, tardiness
or turnover, or increased employee productivity or efficiency. Although
many such centers were initiated in the late 1960’s, a large number closed
within a few years of their establishment; these results have largely curbed
employer enthusiasm for such centers.

The child care center which presently exists at DMV illustrates some of
these problems. While the center has a licensed capacity for 54 full-time
children, its enrollment as of January 1978, was 44 children, of whom 34
participated on a full time basis (see Item 161 of the Analysis for a more
detailed discussion of the DMV center). :

Subsidized child care centers for state employees have several signifi-
cant drawbacks: (a)- they may result in inequitable treatment for some
state employees since they provide a fringe benefit for a limited number

"of state employees, (b) they may have disruptive effects on the private
child care market in the nearby area, and (c) they result in state funds
being used to support child care services for middle income employees
while some welfare reC1p1ents and low-income families do not have access
to such services.

A policy of state-funded child care centers could have a significant
impact on the budget. Development of from four to six child care centers
to serve children of employees in Sacramento, and a proportionate num-
ber to serve state employees in major field offices could require an expen-
diture of several million dollars (i.e., if substantial funds are needed for
construction or renovation of sites).

Based on the lack of success such centers have had in the past, and the
drawbacks noted above, we conclude that the state financing in Item 420
is not warranted.

EMPLOYEE BENEFIT STATEMENTS (ltem 421)

Statements to Each Employee Itemizing Beneflts and Their Value

We recommend approval.

The budget requests $197,600 for providing to each state civil service
and related employee and employees of the University of California and
California State Umvers1ty and Colleges a statement listing each beneflt

-to which the employee is entitled and its monetary value.

“Annual” Statements Prepared Only Once Before

In 1973 the state hired a private consulting firm to conduct a compre-
hensive evaluation of the entire state civil service compensation program.
. One of the firm’s recommendations was that the state should “issue an
annual statement to each employee providing the amounts of his benefits
(from all sources and for all circumstances of payment) and of the state’s
and the employee’s annual contributions.”

In accordance with-the recommendation, the state contracted with a
separate firm to prepare such statements (at a cost of approximately
$90,000) which were issued to civil service employees during the fall of
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1974. Although the intent was to issue such statements annually, none has

been issued since that time.

Legislature Expressed Concern About Lack of Employee Benefit Counselling

'Resolution Chapter 38, Statutes of 1976, (SCR 30) requested the SPB in
cooperation with other specified state agencies to study state employee
benefit counselling needs and submit recommendations in this area. One
of the board’s recommendations was to perlodlcally provide individual-
ized benefit statements to employees.

House Resolution 10, adopted March 7, 1977, requested that the Depart-
ment of Finance make funds available for prowdmg such statements to
employees.

Technically, issuing such benefit statements, like payroll warrants,
would represent a state administrative expense, rather than a form of
employee compensation as indicated in the budget. However, because a
valid need exists, we recommend approval of the funds requested for this
purpose. :

RESERVE FOR CONTINGENCIES—EMERGENCY FUND
Item 426 from the General A

Fund , , Budget p.-1107
v Requested 1978-T9 .......correcrnererereerinesiessisssssssnssssssssesssion $1,500,(‘)00a
Appropriated by the Budget Act of 1977 .......ccccovuvvvvrnnee. v 1,500,000 *
®In addition there is a $1,500,000 appropriation for temporary loans. , a
) Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Prior Review of Contingencies. Recommend control lan- 1095
guage to require the reporting of emergencies within 10
days after approval, and the reporting of contingencies 30
days prior to approval.

2. Appropriations for Special Funds. Recommend contingency 1096
appropriations be added to the Budget Bill for state special
funds and nongovernmental cost funds.

ANALYSIS AND RECOMMENDATIONS

This item appropriates $1,500,000 for expenditure from the Emergency
Fund. The Emergency Fund provides a source from which the Depart-
ment of Finance can allocate funds to state agencies for expenses resulting
from unforeseen contingencies not covered by specific appropriations.



