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. FEDERAL REVENUE SHARING
Item 85 from the Federal Reve—

nue Sharing Fund ' Budget p. 162 -
Requested 1975-76 ......cccocerernes beratarere e bt ea e se e b s rash e e s $215,000,000
Estimated 1974-75..........ooeevunene. rsterrerensesnessrasssssrrssnesrensnrscensernisiens 210,000,000
ACTUAL LOTB-T4 ...t sssssbassss st ne s sasas 280,000,000
Requested increase None ' :

Total recommended reducHOn ......oeseienrereeee s None

° Prevlously authorized in Budget Act contro! sections.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

It has been the established budget policy of the State of California to
utilize its federal revenue sharing funds to help finance school apportion-
ments which will exceed $2.0 billion in 1975-76. Qur discussion of school
apportionments is in Program ] III of the Department of Education budget
 (Items 306-327).

The $215 million in the Federal Revenue Sharing Fund is transferred to
‘the General Fund and is ultimately released to the State School Fund for
public school apportionments as required.

PROVISIONS FOR SALARY INCREASES
Civil Service, Statutory and Exempt Employees

Itern 86 from the General Fund, _
Item 87 from special funds, and" :
Item 88 from other funds Budget p. 163

Requested 1975-T6 ... rese s seree s ssenessasassesens $145,620,000
EsHmated 1074-T5......oirerrrrersisissietseresiaessastsssoneasererssessesassssssses 164,518,442
Recommended augmentation (General Fund) ....ccoouernnens $1,875,000
(Special fFUNAS) .l 250,000
(Other Funds) ... i sss 375,000
Total recommended augmentatlon ............... teererreas e e ensaraseens $2,500,000
- 1975-76 FUNDING BY ITEM AND SOURCE : Analysis
Item Description . : . Fund Amount .page
86 Salary Increase. Civil service exempt ‘ '
and statutory employees. General $69,765,000 141
87 Salary Increase. Civil service exempt ’
and statutory employees. Special funds 41,785,000 141
- 88 Salary Increase. Civil service exempt ’ ‘
and statutory employees. " Other funds 34,070,000 - 141

$145,620,000
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Higher Education Employees
Ttems 341 and 347 from the Gen-

eral Fund - Budget p. 163 -
Requested 197576 ......oovivveerereionssesssasssensens st ians $79,085,000
Estimated 1974-75.......... s s it essbesssrseness 60,702,424
Actal 1973-T4 .....oeererrerceciesnssre e esrerseressernans reetineetraeber e nsaraases 55,031,027
Total recommended reduction ........oocvevvrecisssessernsivessreeseees - None
1975-76 FUNDING BY ITEM AND SOURCE Analysis

Item Description ‘ Fund

341 Salary Increase. University of ]
California employees. General

347 Salary Increase. State University and

Colleges employees. General.

Amount -page .
$40,155,000 149 .

33930000 149

$79,085,000

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS

Analysis
page

1. Salary Survey. Recommend State Personnel Board in future 144

years survey only organizations having 500 or more em-
ployees.

. Compaction. Augment $1,875,000 General Fund, $250000
special funds and $375,000 other funds. Recommend aug-
mentation to eliminate salary compaction of civil service

- and related employees. If statutory salaries are increased to-

eliminate compaction, Department of Finance with State
Personnel Board {SPB)- assistance, should propose statutory

salary adjustments and realignments to Legislature by July -

1, 1975. The law should be changed to require SPB to set

civil service salaries W1thout regard to statutory or constitu-

tional salaries.

. Total Equivalent Compensation (TEC) Improvements.
" Recommendation withheld pending funding clarification
. and introduetion of legislaton.

4. Employees Benefits: Recornmend improvements in em-

ployee benefits be made equitably for all categories of state
employees.

. Benefits model. Recommend a long-range benefits model
be developed jointly by the Public Employees’ Retirement
Systern and State Personnel Board for. submission to the
Governor and Legislature for adoptlon statutorially with the
1975-76 TEC program. :

144

147
147

149

ANALYSIS AND RECOMMENDATIONS -

The Governor’s Budget proposes a total of $224,705,000 for state em-
ployee salary increases which is intended to provide an average increase
of 8.5 percent for each emplogee group as indicated in Table.1. The table

presents the associated cost

y fund and budget item.



‘ . Employee group :
Civil service and Telated ...
University of California: o

Faculty and related ...t ‘

Nonfaculty.

(Total UC) 1o -
California State University and Colleges:

Instructional and related......ommeerienes,

Noninstructional -
(Total CSUC)...
Totals

Table 1

.

Aliocation of Salary Incfeasa Funds
1975-76 .

General Fund Special {uadf Other funds
Amount - ltem Amount Jtem Amount e
$69,763,000 .88 - $41,785,000 . $34,070,000 88
21,132,000 . 341 -

19,023,000 - 3L -
($40,155,000) B
$25,938,000 47
-~ 12,992,000, 347
(38,930,000 . -
$148,850,000 $41,785,000 $34,070,000

' Total
$145,620,000
21,132,000

19,023,000 -

($40,155,000)
$25,936,000

12,992,000
. ($38,930,000§

$224,705,000

| Percent

inerease
85%

8.5%

. 85%

85%
. 85%

panug;uoo—éasaomm Atejeg 10} SUOISIADLY
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Federal Action Reduces State Pay

The Budget Act of 1973 included funds for providing an average salary
increase of 12.5 percent for state civil service and related salaries in order
to bring such salaries up to parity with prevailing practice. The federal
Cost of Living Council, acting under the authority of the Economic Stabili-
zation Act, however, reqmred that the average increase be limited to 7
percent, which translated to 7.8 percent in state terms as a result of follow-
ing required federal procedures. State employees not earning more than
$3.50 per hour or $605 per month were exempted from federal wage
controls and received their full salary increase. Budgeted salary increases
_ for academic employees of the University of California and California
University and State Colleges were approved by the Cost of Living Coun-
cil and were implemented fully. Salary increases for state employees af-
fected by the council’s decision were not implemented fully until May 1,
1974, when the term of the council expired. Chapter 1136, Statutes of 1973,
prowdes that funds appropriated by the Budget Act of 1973 for state
employee salary increases which were not expended during the 1973-74
fiscal year are to be retained until appropriated by the Legislature.

" Federal Action Blocks Payment of Withheld Salary Funds

Chapter 597, Statutes of 1974, reappropriated (from the unexpended
salary funds retained pursuant to Chapter 1136) amounts sufficient to pay
each person employed by the state during September, 1974 the difference
between (1) the salary he actually received for state employment from
July 1, 1973 to April 30, 1974 and (2) the salary he would have received
during that period but for action of the federal Cost of Living Council.
Continuous federal legal actions, however, have prevented the state from
issuing such payments. As of January, 1975 several separate legal actions
(including actions initiated by the state) were in process which could
ultimately enable the state to- ‘make payments to the state employees on
a retroactive basis.

‘ CIVIL SEHVICE AND RELATED EMPLOYEES’ SALARIES
An amount totaling $145,620,000 is provided in the proposed budget for

increasing salaries of civil service and related employees an average of 8.5 '

percent. Table 2 shows the a average salary increase received by civil serv-
ice and exempt employees since the 1964-65 fiscal year. It should be
emphasized that not all employees received these percentage salary in-
creases, since adjustments are made on a class-by-class basis.

‘ 7 Table 2 ‘
Salary Increases for Civil Service and Exempt Employees
1964-65 through 1975-76

Fiseal Percent Fiscal . Percent Fiscal Percent

year increase year increase year increase
1964-65 08 o loes-88 57 1972-73 84"
1965-66 44 . 196970 5.6 . 1973-74 12.5
1965-67 45 1970-71 52 1974-75 53

1967-68 5.1 1971-72 — : 1975-76 8.5 (proposed)

~
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Provisions for Salary Increases—Continued

State Salary Lag Computed as of Juiy 1

We recommend approval, as budgeted, of tbe State Personnel Board
(SPB) recommendation for an 8.5 percent average salary increase for all
state civil service employees. :

For the first time, the board’s annual salary recommendations are based
on closing the gap projected as of July 1 of the budget year between state
civil service salaries and salaries of comparable nonstate employees. For-
merly this gap, on which the recommendations are based, was projected
only to March 31, or three months prior to the effective date of the salary
increase. This ehange is in accordance with a recommendation which
appeared in the 1974-75 Analysis and in our May 9, 1974 Supplementary
Heport of State Employee Salaries. As a result, state salaries will conform
more closely to prevailing rates on the effectl_ve date,

Only Large Organizations Should Be Surveyed

We recommend that the SPB in future years restrict its salary surveys
to those organizations having 500 or more employees. ‘

The SPB presently includes in its salary surveys organizations having as
few as 50 employees. Last year the administration adopted a Total Equiva-
lent Compensation (TEC) approach for adjusting compensation of state
employees. A key concept is that because both salaries and employee
benefits are forms of payment, they should be considered as interrelated
parts of the employee’s total compensation. In order to determine the
prevailing value of benefit programs offered by nonstate employees, the
-SPB limits its benefit surveys to include only organizations having 500 or
more employees because they are much more hkely fo offer comparable
benefit programs. We believe the TEC apprdach is logical, provided it is
applied consistently. In order to achieve such consistency, state salaries as
well as benefits should be adjusted in accordance with prevailing rates in
only the larger organizations which are more comparable to the state.

According to the SPB, 40 percent of nonstate employees represented in
the board’s present salary surveys would be excluded if this recommenda-
tion were applied. The board’s staff has advanced this as a reason why the
recommendation should not be adopted. In our judgment, however, these
40 percent shouldbe excluded in order to eliminate the existing distortion
which results from having such employees represented in the salary por-
tion of the “total compensation” survey but not in the benefit portion.
Based on discussions with SPB technical specialists, we understand that
the change we recommend would tend to increase the average level of
state civil service salaries by at least 2.5 percent in future years.

Salary Compaction

We recommend:
" 1. Salary compaction of state civil service and- exempt emp]oyees be.
eliminated entirely as of July 1, 1975 either by (a) increasing salaries of
certain civil service, exempt and statutory employees as required to over-
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come the effects of such compaction or (b) increasing salaries of civil |
service and exempt employees only, thereby permitting them to exceed
statutory and constitutional salaries as necessary. (Augment Item 86 $1,-
875,000 {General Fund], Item 87 $250,000 [special fuads] and Item 88 $375,-
000 fother funds]. [Note: The proposed augmentation is for alternative a.
Funds to implement alternative b would be only slightly less.].)

2, If statutory salarfes are to be increased in accordance with 1(&)
above, the Department of Finance, with assistance of the SPB, should
propose to the Joint Legislative Budget Committee and fiscal committees
of the Legislature prior to July 1, 1975 specific statutory salary adjustments
and realignments to-be made effective July 1, 1975.

3 Leg:tslabon requiring the SPB in subsequent years lto (a) set civil
service salaries without regard to statutory or constitutional salaries and
(b) include in its annual report to the Legislature and Governor recom-
mendations for special adjustments which should be made to prevent a
" recurrence of compaction in civil service and exempt salaries.

Compaction A Sericus Problern

In order for state programs to operate effectively over the long run, it
is necessary that competent individuals be attracted to careers in state
service and encouraged to expand and apply their abilities fully, It is
particularly nnportant that career employees having special skills be pro-
moted to positions in which their talents properly match their responsibili-
ties.

In order to attract such talent and use it effectively, career - state em-
ployees must be compensated adequately in relation to their responsibili-
ties. Presently employees in 744 higher-level state civil service positions
and 58 exempt positions are not being compensated equitably relative to
their responsibilities because their salaries are “compacted’ beneath those
of their immediate supervisors, the difference being only one dollar per
~ month in certain cases. Such compaction (1) prevents employees from
being compensated equitably, (2) deters competent individuals from ac-
cepting promotions to responsrble state jobs and (3) accumulates salary
distortions which ulhmately require major salary read_]ustments

Progressive Severity

The seventy of compaction will increase progresswely unless remedial
action is taken. Based on discussions with SPB technical staff it is our
understanding, for example, that if (1) civil service salaries increase an
average of 8.5 percent over the next four years, (2} the policy of paying
employees less than their SUpervisors remains unchanged, and (3) existing
statutory salary levels remain in effect, salaries of approximately 2,500 civil
service employees will be compacted during the 1978-79 fiscal year.

Causes of Compaction
The SPB is responsrble for making class-by-class salary adjustments for
state civil service positions and the Department of Finance is responsible
- for making such adjustments for exempt positions within available funds
approved for this purpose by the Legislature and Governor.
Compaction emsts because:
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Provigsions for Salary Increases—Continued

1. It is general SPB and Department of Finance pohcy to pay an em-
ployee less than his supervisor.

2. Constitutional and statutory officers heading state agenc:es receive
low salaries in relation to comparable nonstate employment. According to
the State Constitution (Article V, Section 12), constitutional salaries may
not be changed during a term and therefore, may not be increased untll
January 1979.

State Executive Pay is Low. The state subvenes monies to various local
government entities including school districts which pay their executives
significantly hlgher salaries than those received by state executives having
comparable or, in certain instances, sighificantly greater responsibilities.
Salaries of many local school district superintendents, for example, are
substantially above the $35,000 annual salary received by the State Super-
intendent of Public Instruction. The annual salary, for example, of the
superintendent of the Los Angeles Unified School District is $54,250. .

Salaries of the President and Vice President of the University of Califor-
nia ($59,500 and $52,000 respectively) both exceed the Governor’s annual
salary of $49,100. So do salaries of the Los Angeles City Administrative
Officer ($57,712) and City Engineer ($54,664) and the Los Angeles
County Administrative Officer ($49,500) and District Attorney ($49,500).

Collective Bargaining Could Distort Salaries Further. During recent
years legislation has been introduced to authorize state employees to
bargain collectively over salaries, wages and other terms and conditions
of employment. If such legislation is passed, certain state employees could
obtain greater increases under collective bargaining than they would re-
ceive otherwise. The proposed legislation, however, specifically excluded
state managers from participating. As a result, career state managers could
receive lower pay than those they supervise.

Legislature Reduced Compaction Previously

In 1969 the Legislature reduced compaction substantlally through its
actions (Chapters 1581 and 1599, Statutes of 1969) which increased salaries
of statutory officers. The Leglslature acted. to eliminate compaction en-
tirely by augmenting the Budget Bill of 1974 by $2.5 million in accordance
with our recommendation. The augmentation, however, was vetoed by
the Governor.

SPB Fails to Respond To Legistative Request - '

Resolution Chapter 176, Statutes of 1974, (SCR 113) requested the SPB
to set salaries of civil service employees for the 1975-76 fiscal year without
regard to statutory salaries. It is our understandmg, however, that the SPB
does not intend to comply with the request. :

“Political” Salarles Could Be Surpassed
‘Individuals seek elective or high state appointive offices for various
reasons other than the salaries offered. Opportunities to serve the public,
gain recognition, and acquire experience to enhance their future careers
are considerations which many office holders take into account in accept-
ing such positions. Moreover, policies of Governors vary from administra-
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tion to administration as to the salaries to be offered to Governor’s cabinet .
appointees. The considerations exercised by a Governor in selecting his
political associates may have little relevance to the salary needs of high-
level civil servants and is no reason for shaping the salary structure subor-
dinate to such political positions..

" For this reason salaries of siichiofficials and career civil service personnel
are not comparable. We believe, therefore, that state civil service and

~ exernpt silaries should be adjusted without regard to statutory and consti-

tutional salaries. -

Because salary compaction will become more severe tntil alleviated, we.
suggest that it be eliminated by either (1) increasing salaries of state 01v11
service, exempit and statutory employees to the extent required or (2)
increasing salaries of civil service and exempt employees by allowing them
to exceed statutory and constitutional salaries, If statutory salaries are so
increased the Department of Finance, with assistance of the SPB, should
propose specific statutory salary adjustments and realignments. We sug-
gest, further, that legislation be passed requiring the SPB in future years
to set state civil service salaries without regard to statutory or constitution-
al salaries and recommend annually to the Legislature and Governor (1)
specific adjustments which should be made in order to prevent salary
compaction from recurring and {(2) levels of statutory and constitutional
salaries based on appropriate comparisons with salaries paid in other pub-
lic jurisdictions.

EMPLOYEE BENEFITS
We wzthho]d recommendation on TEC benefits pending cimﬁcabon of
funding and submission of necessary implementing legislation.
Chapter 374, Statutes of 1974, enacted the Total Equivalent Compensa-
tion (TEC) program for state civil service employees. The TEC approach
for benefits requires the Board of Administration of the Public Employees’

 Retirement System  (PERS) to determine the lead/ lag between state civil

service benefits (principally retirement and health insurance benefits)
and those for other public and-private employees. The State Personnel
Board (SPB) is responsible for measuring all other areas of compensation
and for making an integrated salanes and benefits recommendation to-
meet any TEC lag.

Equitabie Employee Benefits ‘ ' Toa

We recommend that improvements In emp]oyee benef" ts be made
equitably for all categories of state employees.

PERS has determined that as of July 1, 1975, state civil service retire-
ment and health benefits will lag by $50.6 million. The SPB has developed
a list of benefit improvements to alleviate this lag. The recornmended
improvements which require enabling legislation are outlined below. In
our opinion, if benefit improvements are extended to civil service em-
ployees comparable improvements should be made for all other catego-
ries of state employees, including California State Umver51ty and Colleges
employees and University of California personnel. .
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Provisions for Salary Increases—Continued

Proposed Benefit Increases '

A

Employee Contributions to PERS

1. Reduce employee retirement contributions by one, two or
three percentage points, depending on Social Security coverage and
monthly salary (one percent for non-Social Security covered em-

~ ployees, two percent for Social Security covered employees and an

additional one percent for employees earning $683 or less per month,
2. Eliminate the employee $2 monthly contribution for the “1959
Survivors” benefit. This benefit, which applies only to non-Social

" Security covered employees, provides a monthly allowance to the

surviving spouse and children of employees.
Health Benefits ‘ :
Maintain the current state contribution ratio for health insurance

. premiums. The current state contribution is equivalent to 80 percent

of the average health plan premium for employees and 60 percent

- of the average cost for dependents. Such premiums are expected to

increase by 15 percent to 20 percent in the budget year.
HRetirement Benefits

1. Increase the autornatic cost-of- hvmg adJust-ment from two per-
cent to three percent for persons retmng after the operative date of
the 197576 program.

2. Provide one-quarter continuance to the survivors of Social Se-
curity covered employees who retire after the operative date of the

- 197576 program.

Unclear Funding of Benefits
Item 97, Augmentations for Price Increases—-—-—TEC proposes $85 million

from

Medi-

the General Fund to provide for (1) general price increases, (2)
Cal cost-of-living increases to providers, and (3) TEC benefits. An

additional $10 million in special funds is requested in Item 98. The budget
doe’s not detail how funds are to be allocated among these three programs.
"Table 3 shows our estimate of the funding requirements to implement the
recommended 1975-76 TEC benefit program for all state employees

“Table 3
- Estimated Cost To Implemant Recommended TEC Progrnm in 1975-76
' ‘ . Amount

\ Employee Group. , - Fund (In Millions)

. State Civil Service, etc. . _ General © o $288

State Civil Service, etc. . Special 160

State Civil Service, etc. . revereern - Other 58

Total ..o - R : . $50.6

University ; General $12.7

State University and Colleges .. ; : . General 133

Total . . ' $26.0

Grand Total (all BandS) .ouvvove i $76.5

Total General Fund . : ; : ($54.8)
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Long-range Benefits Plan -

We recommend a long-range benefits p]an be deve]oped Jomtiy by the

Public Employees’ Retirement System and the Personnel Board for sub-
mission to the Governor and the Legisiature for consideration with the
1975-76 TEC program.

Last year, an interageéncy task force under the direction of the Agncul—
ture and Services Agency cocrdinated the implementation of the TEC
program by drafting the implementing legislation (Chapter 374) and de-
veloping a long-range plan for employee benefits. In recognition of the
fact that the combined benefits and contribution rates.of PERS and Social
Security (SS) are excessive for the miscellaneous membership, a benefits
model was proposed by the task force which (1) eliminated mermnbership
contributions to PERS and (2) reduced PERS benefits to reflect Social
Security coverage.

We have pointed out previously the problems of the combined PERS/SS
structure (excessive employee contributions: and retirement benefits
which can in some cases exceed take-home pay) and have recommended
alternate benefit plans. We have also pointed out the legal problems in-
volved in restructuring employee benefits, i.e., court decisions holding
that once a benefit is granted it cannot be diminished unless it is replaced
with one of comparable value, Both the 1974-75 and the proposed 1975-76
TEC programs reduce employee contributions without realigning the
PERS benefit to reflect Social Security. Once PERS employee contribu-
tions are eliminated (as contemplated by the task force model developed
last year), a reduction in the PERS formula to reflect SS benefits could be
accomplished only by granting additional benefits. Hence, a long-range
benefits plan should be statutorily adopted this session to minimize the
legal problems associated with restructuring employee benefits. Such a
model should incorporate for legislative consideration the following addi-
tional changes in PERS for miscellaneous members who are covered by
Social Security.

1. Reduction of employee contribution rate. -

2. Adoption of an automatic, annual cost-of- l1vmg adustment for re-

tirees more nearly in direct proportion to CPI inceases. ’

- 3. Adoption of a Social Security offset to the PERS benefit formula
which realistically reflects the significant improvements in the fed-
eral program and the proposed granting of the % continuance to
survivors.

4. Adoption of improved disability retirement beneﬁts. :

HIGHER EDUCATION SALARIES

We recommend approval of an 8.5 percent increase in 1975-76 salaries
for all University of C'&]lforma and California State University and Colleges
employees.

The Governor’s Budget states that it includes funds to raise salaries of
all employees of the University of California (UC) and the State Univer-
sity and Colleges (CSUC) by 8.5 percent. These dollar amounts and relat-
ed percentages are shown in Table 4.
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Provisions for Salary Increases—Contlnuod

Table 4

Allocatlon of Salary increase Funds for Employees of the Unverslty of California -
- and the Califorinia State University and Colleges 1975-76 Budget

’ . o Percent

Umversll:y of Cahfonua (Iterz 341) S “Cost Inerease

Faculty and faculty related ..... ; $21,132000  ° 85%

© Nonfaculty \ 7 : 19,023,000 85
" . Total Item 341 ' : $40,155,000 na.
Ca!forma State University and Colleges (Item 347) . S :

¢ Instructional and instructional related ... $25938000 °  85%
Noninstruetional : ; 12,992,000 85
Total Itemn 347 ; $38,930,000 na

Grand Total Ttems 341 and 347 $75,085,000 na.

Higher Educatlon Salary Increaaes Equal CMI Service Increases -

We assume the decisions in the Governor’s Budget are based on recom-
mendations by the State Personnel Board for a comparable 8.5 percent
increase for civil service and related classifications. Technical adjustments
in the amounts requested will result from increasing the UC base to in-
clude new positions proposed in the Governor’s Budget and legislative
action taken on both UC and CSUC position requests. It is estimated at this
time that the UC budgeted allocation would fall short by about $725,000
if all requested positions in the budget are approved.

In addition if the Legislature approves the policy to provide no General
Fund subsidy to programs funded by student fees, as proposed in the
budget for CSUC, then Item 347 will have to be reduced by $2.8 million.
This issue is discussed under our analysis of Itern 345.

Segmaental Requests

The regents and the trustees base then- faculty salary requests on the
concept of achieving parity with projected average salaries at other com-
parison institutions. Senate Concurrent Resolution No. 51 of the 1965 Gen-
eral Session directed the Coordinating Couneil for ngher Education (the
California Postsecondary Education Commission since April 1, 1974) to
submit annually to the Governor and the Legislature a comparative fac-
ulty salary and fringe benefits report. A preliminary report is prepared in
November for use in formulating the Governor’s Budget and a second
report, corrected for actual current year salaries at comparison institu-
tions, is published in February. This year these traditional segmental
methods augmented by the inclusion of a special inflation allowance,
resulted in UC and CSUC sa.Iary requests of 10.8 percent and 10.4 percent
respectively.

Inconsistent Salary Increase Policy in the Past.

Table 5 shows segmental salary increase requests and actual salary in-.
creases provided for both higher education and civil service.

Table 5 shows that in only one year out of ten were segmental recom-
mendations fully implemented. It also shows that civil service increases
have not been the basis for academic inereases. Thus, past higher educa-
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Table 5

Comparison of University of California and California State Umversity and
Colleges Faculty Salary Increases with Civil Service Increases

Percent Incresse Approved Segmenml Requests
Civil

. Year . . Service .. - UC osuc UC osuce
1965-66 44% 7.0% 107% - 10.0% 10.0%-
1966-57 43 2.5 66 . 25 6.1
1967-68 5.1 50 50 65 85
1968-69 57 50 75 55 © 105
1969-70 - 56 50 50 52 52
1870-11 52 — —_ 72 10 -
1971-12 — - — 112 13.0
1972-73 . 84 5.0 89 13.1 13.0
1973-14 125 54 75 54 15
1974-75 ; . 53 445 545 473 - 545
197576 &5 65 65 (08 (o4
10-year AVETage ..o 567% 44% 5.60% 7.13% 8.63%

* Proposed; not included in 10 year average

tion salary increase decisions have not been based on any consistent policy.
The complex methodology traditionally employed by the segments has
not been influential because of questions on the comparability of the
selected institutions, inherent problems in projecting future salaries at
comparison institutions and inadequate fringe benefit information. In ad-
dition, we have consistently maintained that state funded fringe benefits
should not differ substantially among California’s public employees and
that nonacademic personnel are closely related to other civil service clas-
sifications and therefore should be treated equitably. '

Table 4 shows that although segmental requests have averaged more
than civil service increases over the ten years, the increases actually grant-
ed academic personnel have nearly matched those granted civil service
employees. However, during the last three years (1972-73 through 1974
75) UC and CSUC received increases of only 6.62 percent and 7.28 percent
respectively in comparison with an average civil service increase of 8.73
percent.

We believe annual salary and fringe benefit increases for all UC and
CSUC employees should be comparable with those granted civil service
employees except that every four years a review should be made with an
appropriate comparison group of academic institutions selected by the
Comimission on Postsecondary Education to determine the relative status
of academic salaries in UC and CSUC and adjustments recommended as
warranted. Because the principal factors driving up salaries and wages are
the same in both civil service and academic employment, i.e., inflaticn and
related collective bargaining agreements, there is good cause for similar
treatment in regular annual adjustments. The quadrennial survey should
be able to properly assess the structural and broad economic trends which
apply especia]ly to academic classes as compared. with nonacademic and
civil service. We believe that much of the confusion and inequity which
results from the present complex and uneven comparison process could
be eliminated by this new approach.
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~ PROVISIONS FOR SALARY INCREASES
Judlclal Salaries

Item 89 from the General Fund ' Budget p. 163
Requested 1975-T6 ......cccccrvvvmrmrurinssissesssssiinssrsssessssssssssnesisesssasasass $2,559,000
~ Estimated 1974-75........ccooveevinccnnenne. veeseereresberereteroreaarssasensreseeanere 1,205,722
ACKHUAE 197374 cevvrrircrererereirinieiinissseesessssssnsnssesesrtomstssstsssssssssasasans 564,922
BRequested increase $1, 353 278 (112 percent) .
Total recommended Teduction ............eveeenmerenesiennns A None
. ’ Analysis
- SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

Salary Disparity. Recommend salary imbalance between 153
judicial and civil service executive positions be reviewed in con-
junction with consideration of state salary compaction and execu-
tive salary lag (see page. 144)

ANALYSIS AND RECOMMENDATIONS

Under the provisions of Government Code Section 68203 judicial salar-
ies are adjusted each September 1 based on the prior calendar year’s
increase in the California Consumer Price Index (CCPI). Prior to June
1974, this provision was interpreted to mean the average annual increase,
but pursuant to an opinion issued by the Attorney General on June 24,
1974, the salary adjustment is now computed on the basis of the increase
in the CCPI from December to December of the precedng two calendar

' years. This change in computation resulted in a 7.4281 percent salary
_increase for judges on September 1, 1974, which was greater than would

have resulted from the previous computahon method, but it also resulted
in a net overpayment of salaries in some prior years. The Controller’s
office advises that the overpayments have been recovered except in a few
situations involving deceased judges. It is the responsibility of the counties
to recover overpayments to municipal court judges, as such judges are
pa.ld by the counties.

The budget contains $2,559,000 to provide a 13.38 percent salary in-
crease for superior and appellate court judges effective September 1, 1975.
All of the increase for the superior court judges must be paid by the state
because the county share is limited by the Government Code to either
$5,500, $7,500, or $9,500 for each judge, depending on the population of the
county. In addition, each county having municipal courts must raise those

judges’ salaries by 13.38 percent.

Table 1 compares judicial salary increases to state civil service salary
increases begmmng with the year prior to implementation of the first
automatic increase for judicial salaries.




Item 89 | _ ' SALARIES AND BENEFITS / 153
Table 1 J r

Salary Increases for Judges and State
Civil Service Employees

Judges Givil senvice
uperior  Municipal  Percentage Percentage
Year <. .court - .court increase Fear Increase
1967 ‘ $25,000 . . $23,000 195768 51%
9/1/68 30,572 28,126 - 22289%  19683-69 57
5/1/69 31,816 29,270 4,069 196870 5.6
S/1170 33,407 30,734 5.0 1970-71 - 52
9/1/71 35,080 32273 504 197172 —
9/1/72 . 36,393 33481 N 1972-73 15
9/1/73 37,615 34,605 3.36 1973-74 78
9/1/74 40,322 37,008 743 1974-75 3.5
9/1/75 ; 45717 - 42,083 13.38 1975-76 85

2 Initial quadrennial increase.

Table 1 shows that in the initial year following enactment of the annual
increase provision the percentages of increase in judicial salaries approx-
imated those extended to civil service employees, except for 1971 when
no general salary adjustment was provided. This discrepancy was partially
rectified by a 7.5 percent overall salary increase for state employees in
1972 compared to the 5.04 percent and 3.74 percent increases provided
judges in 1971 and 1972, respectively. The judicial increase of 3.36 percent
provided September 1, 1973, was significantly below the average percent-
age increase approved by the Federal Wage Board for state workers in
general for the 1973-74 fiscal year.

The judicial salary increase provided September 1, 1974, was approxi-
mately two percentage points greater than that provided state emmployees
generally. The projected 1975 increase of 13.38 percent is approximately
five percentage points or 59 percent greater than the 8.5 percent average
increase proposed for state civil service employees. The effects of double-
digit inflation on a judicial salary increase formula results in a significant
disparity between the two groups, not only in pay increases but also in
retirement benefits. Because judges’ retirement benefits are based on a
percentage of the incumbent’s salary, they are adjusted on the same basis
(i.e., 13.38 percent effective 9/1/75), while state civil service retirement
benefits are limited to a maximum 2 percent cost-of-living increase after
a waiting period of two years." _

" The proposed salary adjustments for judges and civil service positions
(particularly for executive level positions) contribute to a growing imbal-
ance in salary levels between the two groups. It illustrates the extent of
the drop in real (constant dollar) income of the state civil service and
.exempt salaries. For further discussion on this issue, see our analysis of
- Augmentation for Salary Increase and Employee Benefits on page 144.

7—87059
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EMPLOYEE BENEFITS
{Continue 1974-75 Base)

Item 90-from the General Fund,
Item 91 from special funds,

Item 92 from other funds Budget p. 164

Requested 197576 .....cvvennnee bbb RS e R s s s a s s e $46,800,000

ESHMALEd 197475 eeeererrcrrrrsressersessereesersrsesnssrssssstassneressnsssosonss 46,800,000
Requested increase None -

Total recommended reduction ... . None

1975-76 FUNDING BY ITEM AND SOURCE

Item ‘Description Fund Amount
9  Continue 1974-75 Employee Benefits Base General $26,600,000
91  Continue 1974-75 Employee Benefits Base Special ' 14,800,000
92 Continue 1974-75 Employee Benefits Base Other 5,400,000

‘ ' $46,500,000

ANALYSIS AND RECOMMENDATIONS
We recommend approval,
- The Budget Act of 1974 appropriated $65,807,714 to fund the Total .
Equivalent Compensation (TEC) benefit program (described on page
147) for all state employees (civil service, exempt and statutory; California
State University and Colleges; and University of California). However, the
Department of Finance withheld $350,295 from the University’s portion
stating that the appropriation was overfunded. Therefore, the total es-
timated expenditure for TEC benefits in 1974-75 is $65,457,419 ($65,807,-
714 minus $350,295). The 1975-76 budget request contains the $65,457,419
base. Monies for the University of California and the California State
University and Colleges have been added to their funding base for 1975
76. However, monies for civil service and related employees were not

added to their funding base but are provided by Items 90, 91 and 92 in the

total amount of $46,800,000. The Department of Finance advises that the
1974-75 benefit program has not been added to the 1975-76 base for civil
service and related employees because the costs of the various compo-
nents of the 1974-75 TEC program could not readlly be identified sepa—
rately for each state agency.
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EMPLOYEE BENEFITS -
{To Fund Depooling of PERS)

Item 93 from the General Fund
and Item 94 from spemal o : : B
" funds N . Budget p. 165

Requested 1975-76 ...orvrereesicecnninisssssanisens rebitsssenteesnssasanssbes e $10,000,000
Estimated 1974-T5....ccovecesvnieirmsnsrsssssiessersons eererserenssssestsesreress : None’
Total recommended reduchon eberarieeitessenere s as s eas s s orseRebrrRe Rt ees None

1975-76 FUNDING BY ITEM AND SOURCE : :
Item Deseription Fund . . . " Amournt

a3 Depool Public Employees’ Retirement .
Fund General ) £6,000,000
H Depool Public Employees Retirement B a
. Fund Special 4,000,000 |
’ . ' $10,000,000

ANALYSIS AND RECOMMENDATIONS -

We recommend approval. - ’

Chapter 1399, Statutes of 1974, tenmnated the pooling arrangement
whereby the assets and liabilities of all miscellaneous memibers of PERS
(state and local) were considered as one group and a standard employer
contribution rate applied. Based on average years of service and employee
turnover, the state group is actuarially more expensive than the local
agency group as a whole. As a result, the previous pooling arrangement
spread some $10 million in annual state retirement costs to the local agen-
cies. The depooling was necessitated by the TEC legislation which granted
state employee benefits not applicable to the local members. The $10
million requested ($6 million from the General Fund in Item 93 plus $4
million from spemal funds in Item 94) is to fund the depoohng cost for
1975-76, ,
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FAIR LABOR STANDARDS ACT

Item 95 from the General Fund Budget p. 165

Requested 197576 .....ccvrvivvrnrmscssserssmsssssssssssnssissnreses erreeeeeneanes $6,000,000

Estimated 1974-T5.......cremneeeeesstsecsesesscscsssesssssssssasssesassesens 6,000,000
Requested increase None ‘

Total recommended reduetion ..........ecrenccnececeeeeeresesess * Pending
: - - " Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Defer recommendation.  Await more information and fur- 156
ther results of litigation.

“ ANALYSIS AND RECOMMENDATIONS

We defer recommendation on the amount of the appropriation re-
quired to comply with federal Fair Labor Standards Act amendments until
more Information is available concerning state needs and a lawsuit testing
the act’s constitutionality proceeds further.

The federal Fair Labor Standards Act of 1974 (FLSA) extended mini-
mum wage provisions effective May 1, 1974 and overtime provisions effec-
tive January 1, 1975 to certain state employees.

This item appropriates $6 million from the General Fund for allocation
by the Department of Finance to state agencies for increased costs due to
FLSA. The same amount was appropriated for 1974-75. So far in the
current year none of the funds have been transferred by the Department
of Finance to state agencies. However, the Department of Conservation
was authorized to expend funds for added fire crew and ecology corps
costs to meet federal standards and will require funds. The Department
of Finance currently estimates that the Department of Conservation will
require a maximurm of $5,554,000 ini 1974-75 and $3,808,000 in 1975-76. The
needs of other departments due to FLSA requirements have not been
determined.’

Chief Justice Burger of the U.S. Supreme Court has ordered a temporary
stay in the enforcement of the 1974 amendments and regulations. Several
states and cities have joined in a lawsuit to test the constitutionality of the
Act, contending that the legislation is a federal preemption of the states’
authority to regulate working conditions of their employees. If the law is
declared unconstitutional, the $6,000,000 appropriation may not be need-
ed. .





