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Status of
Collective Bargaining Negotiations

Background

For collective bargaining purposes, approxi-
mately 157,000 state employees are repre-
sented by 21 bargaining units. The Department
of Personnel Administration represents the
administration in the negotiations for memo-
randa of understanding (MOUSs) on the terms
of employment with the bargaining units. The
terms of any new MOU that have a fiscal effect
or require a change to existing law cannot
become effective until ratified by the Legisla-
ture. In general, the terms of an expired agree-
ment remain in effect until changed by a new
MOU.

Figure 1 (see page 2) identifies the 21 bar-
gaining units and the current status of MOUs
for each unit. As shown in the figure, the
administration recently reached agreementon,
and the Legislature ratified, MOUs with four
units (Units 6, 8, 16, and 19) covering about
32,000 employees. The MOUs for the remain-
ing units expired June 30, 1995, except Unit 5,
whose MOU expired in September 1997. Pre-

sumably, negotiations between the adminis-
tration and these 17 units are proceeding.

Funding for Increases in Employee Com-
pensation. The Legislature appropriated
$706 million (all funds) in the 1998-99 Budget
Bill to provide state employees a 6 percent
salary increase effective July 1, 1998, and
another 3 percenteffective January 1, 1999. In
signing the budget, the Governor reduced this
funding to $279 million ($141 million General
Fundand $138 million other funds)—the amount
he proposed in January. This amount is suffi-
cientfora3 percentsalary increase. The avail-
ability of these funds is subject to collective
bargaining.

Terms of Four New MOUs

One-Year MOUs Ratified for Four Bar-
gaining Units. As mentioned above, the ad-
ministration has reached agreement on, and
the Legislature ratified, MOUs for four bargain-
ingunits—Unit 6 (California Correctional Peace
Officers Association), Unit 8 (California De-
partment of Forestry Firefighters), Unit 16
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Effective Dates
of Current MOUs

Represented 2 (Effective/Expired)

State Collective Bargaining Units
Number of
Employees
Bargaining Unit
1 Administrative, Financial, and 34,358
Staff Services
2 Attorney and Administrative Law Judges 2,900
3 Education and Library 2,759
4 Office and Allied 33,136
5 Highway Patrol 5,585
6 California Correctional Peace Officers’ 24,314
Association
7 Protective Services and Public Safety 6,148
8 California Department of Forestry 3,223
Firefighters
9 Professional Engineers 7,345
10 Professional Scientific 2,215
11 Engineering and Scientific Technicians 3,307
12 Craft and Maintenance 10,579
13 Stationary Engineers 798
14 Printing Trades 593
15 Custodial and Services 4,043
16 Physicians, Dentists, and Podiatrists 1,090
17 Registered Nurses 3,278
18 Psychiatric Technicians 5,716
19 Health and Social Services/ 3,255
Professional
20 Medical and Social Services 2,229
21 Educational Consultants, Library, and 547
Maritime
Total 157,418
a As of March 1998, except for Units 6, 8, 16, and 19 that are as of July 1998.
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discussion of the
new retirement
plans and changes
in health benéefits fol-
lows.

New Retirement
Plans. The Unit 6
MOU creates a de-
fined contribution
retirement plan, to
which the state con-
tributes 2 percentof
anemployee’sbase
salary. Based on an
average salary of
about $45,000, the
state would contrib-
ute $900 annually for
a correctional of-
ficer. Similar to con-
tributionstothe other
retirement plans,
this amount (as well
as any contribution
by the employee) is
not taxable income
for the employee
until money is with-
drawnfromthe plan.
Total contributions
to this plan and
other savings pro-

(Physicians, Dentists, and Podiatrists), and
Unit 19 (Health and Social Services/Profes-
sional). These MOUs are effective for the one-
year period of July 1, 1998 to June 30, 1999.

Figure 2 provides a summary of the major
salary, retirement, health, and holiday benefit
changes adopted in the four MOUs. A brief

grams (such as 401[k] and the State’s Saving
Plus program) cannot exceed 25 percent of
compensation, as specified in the federal In-
ternal Revenue Code.

The Unit 6 and 8 MOUs create a new retire-
ment option under the current defined benefit
plan that allows an employee to receive a
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Major Salary and Benefit Changes in New MOUs

a

b

Salary Increase Retirement Benefits Health Benefits Holidays

Unit 6—Corrections

« 5 percent across-the-board. < 2 percent employer contribution ¢ Establishes total * No changes.
: to a new defined contribution maximum state
> percent coupled to in- retirement plan (effective Octo-  contribution for

creasing work period by
about 8 hours per month ber 1, 1998). Cii?c!tr?'bgigﬁls’ g?d

(effective October 1, 1998). ¢ Increase retirement benefit cap $200 for 1-party

; - from 80 percent to 85 percent
« Merit and longevity salary : : coverage, $384 for
increases to be based on of final compensation. 2-party, and $505
performance (effective Janu- ¢ Option to receive up to for 3-party.
ary 1, 1999). 50 percent of retirement benefit
as a lump-sum payment.

Unit 8—CDF Firefighters

¢ 5 percent across-the-board. < 2 percent state "pick-up" of em- ¢ Same as Unit 6 12 additional va-

- Additional longevity pay of ployees” retllrement contrl.butlon. Si(ocfepé Zﬂrgmng . (r:]gtbllcr)g S\é:rcmgl“h
1 percent to 7 percent for 17 ¢ Increase retirement benefit cap all three plans re- in lieu of all 13
to 25 years of service from 80 percent to 85 percent ceives mgximum state holidays for
(effective October 1, 1998). of final compensation. keeping any bal- a net benefit of

e Merit and longevity salary ~ « Modified First Tier option ance not spent. 40 hours vaca-
increases to be based on (see Figure 3). tion per year.

performance. e Option to receive up to

50 percent of retirement benefit
as a lump-sum payment.

Unit 16—Physicians, Dentists, and Podiatrists
e 3 percent general. » Modified First Tier option

Same as Unit 8 Increases vaca-

- Additional 5 percent for non- (see Figure 3). except total maxi- tion or annual

institutional physicians and  « Certain classifications eligible [,nul{{gnsﬁgtrehggﬂtﬁ" Igfgs iﬁclicerﬂagf
dentists at maximum salary.  for State Safety retirement. dental, and vision three holidays

 Additional 10 percent for benefits is (requires agree-
institutional physicians and $201/$365/$477. ment of all un-
dentists at maximum salary. ions).

* All salary increases to be
based on performance.

Unit 19—Health and Social Services/Professional

3 percent general. * Same as Unit 16. » Same as Unit 8. * Same as Unit 16.

 Additional 5 percent for cer-
tain classifications at maxi-
mum salary.

« All salary increases to be
based on performance.

a
All changes effective July 1, 1998 unless otherwise noted.
Changes effective January 1, 1999, except Unit 16, which is effective July 1, 1998.
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portion of accumulated benefits in a lump-sum
payment when the employee retires. The pay-
ment could be up to 50 percent of the present
value of the actuarial amount necessary to
fund the member’'s monthly retirement allow-
ance. For example, an employee who would
otherwise receive $3,000 per month on retire-
ment could reduce the monthly amount to
$1,500 and receive alump-sum payment equal
tothe presentvalue of the other $1,500 overthe
expected life of the employee.

The MOUs for Unit 8, 16, and 19 include a
retirement option for existing and future em-
ployees in the Miscellaneous Second Tier re-
tirement plan to enroll in a new Modified First
Tier retirement plan. Figure 3 compares the
features of these two plans. The new plan
provides more benefits but requires the em-
ployee to contribute to the plan.

Health Benefits. The state makes monthly
payments toward employees’ health, dental,
and vision benefits. These payments vary
basedonthe number of individuals covered for
the employee and the health provider the em-
ployee selects. As shown in Figure 4, the new
MOUs for Units 6, 8, and 19 increase the total
maximum state contribution for health, dental,
and vision benefits for 2- and 3-party coverage
(2.5 percentand 4.6 percent, respectively) and
reduce 1-party coverage by 3.4 percent. Un-
der all four MOUs, if the total cost of insurance
exceeds the maximum state contribution, the
employee pays the difference. Under the Unit
6 MOU, when the total cost is less than the
state maximum, the state saves on health
benefits costs. Under the other MOUSs, if total
costs are less, the employee is paid the differ-
ence as taxable income.

Modified First Tier Compared to
Second Tier Retirement Plan

Modified First Tier Second Tier?

Employee contribution

Employer contribution
Salary for benefit calculation

Minimum work requirement
Minimum retirement age
Full benefit retirement age

Full benefit (per year of service)

plan.

5 percent of monthly
pay in excess of
$133.33

7.260 percent of
monthly salary

Highest 36-consecutive
month salary

Five years
50
60

2 percent

None

6.437 percent of
monthly salary

Highest 12-consec-
utive month salary

Ten years
55

65

1.25 percent

a
Most state employees hired since July 1991 must enroll in the Miscellaneous Second Tier retirement
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Employees who
choose not to enroll
in certain insurance
programs would in-
stead receive addi-
tional taxable in-
come. For example,
an employee who
decides not to enroll
in health insurance
will be paid an addi-
tional $130 per
month. Also, an em-
ployee who does not
enroll in health and
dentalinsurance will
be paid $155 per

month. Employees receive no cash back for
declining dental insurance only, and vision
insurance is automatic and cannot be declined.

Civil Service Changes. The MOUs also
include several changes to the civil service

process. Some of the major changes include:

@ Pay for Performance. This provision

State Maximum Contributions for
Health Benefits Programs

(In Dollars)

Expired MOUs é New MOUs”

1l-party 2-party 3-party ¢ l-party 2-party 3-party ¢

Benefit Components

Health $174 $323 $410 — — —
Dental 24 43 64 — — _
Vision 9 9 9 — — —

Totals $207 $375 $483 $200 $384 $505

a
The 17 units without new MOUSs are still subject to this health benefits schedule.
Under the Unit 16 MOU, the maximum state contribution is $201/$365/$477.
3-party covers 3 or more individuals.

@ LayoffProcess. Modifications include
elimination of (1) prior service in the
University of California and California
State University systems for calculat-
ingseniority, (2) State Personnel Board
analysis of layoffs and demotions for
disparate treatment and discrimination
when no allegations have been made,
and (3) payment of relocation expenses

requires an employee’s department di-
rector to certify successful job perfor-
mance by the employee before the
State Controller can increase the
employee’s salary. As shown in Fig-
ure 2, the effective date and the appli-
cability of the pay for performance pro-
cess varies among the MOUs. For
example, the process applies to merit
and longevity salary adjustments for
Unit 6 beginning January 1, 1999, while
it applies to general and merit salary
adjustments for Units 16 and 19 begin-
ning July 1, 1998.

when employees are transferredin lieu
of a financially driven layoff.

Disciplinary Actions. The Unit6 MOU
(1) makes rejections on probation no
longer appealable to the State Person-
nel Board except in cases of discrimi-
nation, fraud, or political patronage; and
(2) allows an employee either to ap-
peal a disciplinary action to the State
Personnel Board or file a grievance to
be decided by a labor/management
committee (or an arbitrator if the com-
mittee cannot reach a majority deci-
sion). The other three MOUs (1) re-
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place the evidentiary hearing for sus-
pension with a 15-minute oral presen-
tation and review of the record, (2) elimi-
nate appeal rights for rejections on pro-
bation, and (3) change letters of repri-
mand from aformal to an informal disci-
plinary action.

Estimated Cost of Four New MOUs

According to the Department of Personnel
Administration, the four MOUs will cost a total
of $161 million in 1998-99 and $191 million in
1999-00. These costs are summarized in Fig-
ure 5. As shown in the figure, the current-year
costof $161 million consists of about $154 mil-
lion from the General Fund and about $7 million
from other funds. As mentioned above, the
Governor reduced the General Fund appro-
priation foremployee compensationto $141 mil-
lion. Thus, the estimated cost for the four

MOUs exceeds the General Fund

appropriation by $13 million.

However, the department did not include in
its cost analysis several key items that will
increase the cost of the MOUs. Some ex-
amples include increasing the retirement ben-
efitcap for Unit 6 and 8 employees from 80 per-
cent to 85 percent of final compensation, the
state’s higher contribution rate for the Modified
First Tier retirement plan, and allowing employ-
ees to keep the balance of their Consolidated
Benefits allowance that they do not spend on
health care coverages.

Excluded Employee Salary Increases. The
department recently approved a 3 percent sal-
ary increase effective July 1, 1998 for ex-
cluded employees (primarily managers and
supervisors not represented by bargaining
units) with a successful job performance. We

estimate that this

Cost of New Memoranda of Understanding

action will result in
additional General
Fund cost in the

a

(In Millions)

neighborhood of

$30 millionannually.

Services/Professional

$153.6 $7.3 $160.9

Totals

based on 1998-99 distribution.

a _ ) . .
Estimated costs provided by the Department of Personnel Administration.
Legislative Analyst's Office estimate of total cost distribution between General Fund and other funds

1998-99 Annualized
General Other General Other
Bargaining Unit Fund Funds Total Fundab Funds” Total Contact—Todd Clark—
. . . (916) 322-8402

6—California Correctional $1245 $1.4 $1259 $1475 $1.6 $149.1

Peace Officers Association
8—California Department of 15.2 1.2 16.4 17.7 1.3 19.0

Forestry Firefighters
16—Physicians, Dentists, and 10.1 2.4 12.5 12.8 3.0 15.8

Podiatrists
19—Health and Social 3.8 2.3 6.1 4.4 2.4 6.8

$182.4
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Economic and Revenue Developments

U.S. and California
Economies Slowing

Recent developments suggest that, although
the U.S. and California economies continue to
grow, this pace of expansion is clearly moder-
ating.

At the national level, factory output, employ-
ment, personal income, and retail spending
have slowed considerably in recent months, as
international economic and financial develop-
ments have taken their toll on U.S. industries.

The national slowdown is being feltin Califor-
nia, which is also experiencing moderating
growth inthe second half of 1998. For example,
California wage and salary employment in-
creased at an annual rate of just over 2 percent
during the third quarter of this year, compared
to quarterly gains of well-over 3 percent during
most of 1997 and early 1998. The slowdown is
partly related to declines in computer and elec-
tronic manufacturing industries, which are ex-
periencing slowing sales to Asia and certain
other foreign markets.

On the positive side, California’s real estate
markets continue to improve, with permits for
new residential construction activity increasing
by 23 percent between August 1997 and Au-
gust 1998. Similarly, nonresidential construc-
tion activity remains strong throughout the state,
as business continue to expand activities in
California.

Overall, California’s economy still appears to
be on a path toward moderate economic ex-

pansion in late 1998 and early 1999—an out-
look which remains generally consistent with
the 1998-99 Budget Actforecast. At the same
time, however, the risk of a more pronounced
slowdown has risen over the past several
months, and California remains vulnerable to
further deteriorationin the nationalandinterna-
tional economic environment. In November,
we will be updating our economic and revenue
projections to reflect recent developments,
when we release California’s Fiscal Outlook.

State General Fund Revenues
Off Slightly

Despite concerns over the impacts of recent
financial and economic developments on state
tax receipts, General Fund receipts during the
first quarter of 1998-99 were reasonably close
to projections. Total receipts for July-through-
September were down $138 million (1.1 per-
cent) from the administration’s forecast of
$12.9 billion. The majority of the net shortfall is
attributable to lower-than-expected personal
income tax receipts, which were off $119 mil-
lion (1.9 percent) duringthe quarter. This shortfall
is due largely to lower-than-expected quarterly
estimated payments made in September. The
softness could be indicative of the declining
stock market’s effects on payments related to
capital gains. However, given the normal vola-
tility in these payments, the softness could also
be due to normal quarterly fluctuations in esti-
mated taxes. Other key revenue sources—
including income tax withholding, sales taxes,
and corporation tax prepayments—were gen-
erally on target during the first quarter of

1998-99.
Contact—Brad Williams—(916) 324-4942
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