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oYM T HE CHAIRMAN

hen California historians look back at 2003 they will undoubtedly con-
clude thatit was a year without precedent in our state’s colorful past.
What we don't know yet is whether it will lead to needed long-term
systemic change of the state’s political and governmental structure.

As the year began, California faced up to a $38 billion budget deficit and a Legislature
which has become increasingly polarized, showing no sign of willingness to honestly
confront the problem. The state’s economy was in a continuing slump and in the San
Francisco Bay Area a persistent recession. The Legislature also continued to exhibit
behavior that was decidedly anti-business. In a February Roundtable meeting with legis-
lative leaders and members this message was brought home with a surprising bluntness.

In response, the Roundtable along with other leading business associations initiated
the Jobs 1st Campaign. The campaign sharply focused on the theme that the Leg-
islature needed to stop passing legislation that inhibited the creation of jobs in the
state and concentrate on realistic steps that could be taken to encourage the creation
of new jobs. Most pointedly it was made clear that the cost of providing worker’s
compensation insurance was increasing at rates that were driving businesses out of the
state. At the conclusion of the legislative session a very modest reform measure was
passed that has stopped double digit percentage premium increases and provided an
approximate 4 percent reduction in 2004 costs. While this was a positive action much
more needs to be done to reduce costs and assist seriously injured workers in a nearly
$30 billion system. To his credit Governor Schwarzenegger immediately after being
sworn-in called the Legislature into special session to deal with this and other prob-
lems facing state government. The Governor also has made clear that if the Legisla-
ture fails to act he will not hesitate to go directly to the people through the initiative
process to accomplish the goals he outlined during his campaign.

The Jobs 1st Campaign was successful in stopping a substantial number of “job killer”
bills but in the heat of the Gubernatorial campaign a number of anti business bills
were enacted and signed into law before the October 7 election.

In other respects the Roundtable had another successful year. This report highlights
those achievements as well as our continuing work for 2004.

At the close of the year the state has a new Governor and an economy showing real

signs of recovery.

In 2004 the Roundtable and its members will continue to play an active and leading
role in fostering policies that will lead to vigorous economic growth and the return to
a positive business climate.

It has been my pleasure to serve as Chairman of the Roundtable this year and I look

forward to a more positive environment in the coming year.

Best Regards,

et

Richard M. Kovacevich



THE ROUNDTABLE CONTINUED

ITS COMMITMENT TO THE STATE'S

ACADEMIC STANDARDS, ASSESSMENT

AND ACCOUNTABILITY MOVEMENT.

PRORONSM H I GHLIGHTS

FDUCATION REFORM

verview

Few policy issues affect California’s ability to compete more than the

quality of the state’s public education system. The Roundtable has long
supported a number of policies aimed at improving education performance and work-
force competitiveness with an emphasis on ensuring that all California graduates are
well-prepared to succeed in the global economy that awaits them.

California Business for Education Excellence

This year, the Roundtable continued its commitment to the state’s academic stan-
dards, assessment and accountability movement. Through its education partner
California Business for Education Excellence (CBEE), the Roundtable led the effort to
defeat a measure, Assembly Bill 356, by Assembly-member Loni Hancock (D-Berke-
ley), which would have abolished California’s High School Exit Exam (CAHSEE).
The CAHSEE is a key component of the state’s testing and accountability system and
helps ensure all students who graduate from high school have grade level competency
in reading, writing, and mathematics. The Roundtable also helped lead the way for
the successful passage of Senate Bill 257 by Senator Dede Alpert (D-San Diego). This
measure will establish a longitudinal student information system, allowing for the
tracking of individual student progress over time.

No Child Left Behind Act

January marked the first anniversary of the federal No Child Left Behind Act (NCLB),
which represents added momentum to longstanding efforts underway in California to
raise academic standards, measure results, and hold schools and students

accountable for improving achievement.

Significant progress was made this year as President Bush’s Educa-
tion Secretary Rod Paige approved California’s NCLB account-
ability workbook which outlines how the state plans to meet the
requirements of the federal law. California is well-positioned to
meet the requirements of NCLB which also represents significant
funding opportunities. In 2002-03 alone, California received nearly
$2 billion under the federal law.

While NCLB has resulted in significant new funding, several chal-
lenges remain with respect to student testing and performance,
how the state will align its accountability system to the federal
law’s system, and ensuring all classrooms have a highly qualified
teacher by 2005-06. The Roundtable remains committed to the
successful implementation of the Act and will help ensure that

it complements and builds upon the accomplishments already
achieved in the state.

Bill Siart, Chairman, Excellent Education

Development, EXED LLC



Campaign for College Opportunity

The number of high school graduates seeking admis-
sion to college in California has begun to outstrip the
capacity of public and private colleges in the state to
educate them. Over the next ten years, best estimates
indicate that close to 2 million students could be denied
the chance to go to college in California, many of which
come from low-income families and communities of
color. The economic and social consequences of this
denial of college opportunity are enormous.

Through the leadership of Roundtable member Barry
Munitz, J. Paul Getty Trust, the Roundtable joined a
diverse coalition including the Community College
League of California and the Mexican American Legal
Defense and Educational Fund to create the Campaign
for College Opportunity to meet this challenge head on.
The campaign will focus on raising public awareness of
the urgency and importance of ensuring college access
to eligible and motivated students, identify best prac-
tices for colleges to serve the next generation of students
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The campaign has received initial fund-

ing from the William and Flora Hewlett Foundation
with additional support anticipated from other major
foundations in early 2004. Early next year the Campaign
will launch a public awareness campaign and begin to
build state-wide and regional coalitions.

FconomMic BubpcgeT REFO

oundtable Members
Visit State Capitol

In February, members of the Roundtable
blanketed the state Capitol and met with legislative
leaders and the Governor to express their grave concern
about the state’s negative business climate and urged
lawmakers to be mindful of their actions in relation to
job creation. Leaders from both the Assembly and Sen-
ate were briefed about the major concerns of the busi-
ness community including the escalating cost of doing
business in the state and difficulty in remaining competi-
tive with other states in creating jobs and expanding our
economy.

Roundtable members indicated that the state’s ongoing
budget and fiscal crises is a serious detriment to business
expansion and urged a resolution of the budget as soon
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as possible. Roundtable members also communicated
what business needs most to encourage new investment
is a stable and reliable state political environment.

Jobs First Campaign

The Coalition for California Jobs (CCJ) was formed

in 1997 with the support of the California Business
Roundtable and other leading business organizations to
aggressively oppose anti-business legislation through
earned and paid media campaigns to positively present
the necessity of maintaining a thriving business climate
in California.

Earlier this year, CCJ launched a new umbrella cam-
paign, Jobs 1st, which focused on a variety of anti-busi-
ness legislative proposals that would adversely affect
virtually every business in California and encouraged
policymakers to put jobs first in their deliberations. The
campaign raised over $500,000, of which nearly half
was contributed by Roundtable member companies.



CCJ enjoyed significant success in what many believe
was the most anti-business legislative environment in
years. Of the 52 bills put on the “Job Killer” list, 73 per-
cent were either defeated, amended to the point where
they were no longer considered job killers, or had their

progress derailed and turned into two-year bills.

Economic Stimulus Plan

The best way to stimulate our economy and help ensure
adequate funding for essential programs and services

— such as public safety and education — is to create
more jobs. In May, the Roundtable, along with the

state Chamber of Commerce, developed an Economic
Stimulus Plan detailing the necessary steps and essential
reforms necessary to reinvigorate California’s stagnant
business climate. The Plan was submitted to legisla-
tive leaders, the Governor and the media. While some
progress was made on workers’ compensation reform
this year, there is still much work to be done, and the
Roundtable will continue to push for these and other
reforms during the Special Legislative Session called by
Governor Schwarzenegger. The stimulus plan included
a call for workers’ compensation reform; repeal of the
eight hour overtime law; and suspension of the paid
family leave law among other reforms.

Structural Reform of the
California State Budget

Recent budget deficits were the result of numerous fac-
tors which need to be acknowledged so that the state’s
budget process can be changed. Early this year the
Roundtable conducted an extensive review of more than
20 years of data and revenue from the state’s three key
funding sources and found that with the exception of
two years, growth in these sources while varying from
year to year have not fluctuated dramatically. It was
evident from our review that the state needs to establish
a workable form of fiscal discipline and a set of mecha-
nisms that will help safeguard against major deficits in
the future and restore investor confidence.

We developed a set of comprehensive structural reform
recommendations. Some of the recommendations
included requiring that the Governor submit a balanced
budget in January of each year and that that budget
remain balanced throughout the fiscal year. In addition,
the budget should include a reserve of at least three

THE STATE NEEDS TO ESTABLISH A WORKABLE FORM OF FISCAL

DISCIPLINE AND A SET OF MECHANISMS THAT WILL HELP

SAFEGUARD AGAINST MAJOR DEFCITS IN THE FUTURE AND

RESTORE INVESTOR CONHDENCE.

percent of total general fund resources which must be in
the final enacted budget. Also, at any time during a year
the Governor determines (on the advice of the Direc-

tor of Finance) that the budget is substantially out of
balance, the Governor would be required to introduce

a rebalancing bill to be introduced in each legislative
house. The combination of these measures, among oth-
ers, would instill the fiscal discipline that is absent today
and yet permit flexibility to meet the needs of the people
of California.

Annual Business Climate Survey

This year marked the release of the Roundtable’s 13th An-
nual Business Climate Survey, in which business leaders
registered a sharp decline in overall mood from

just a year ago. In fact, only fourteen percent
of California business leaders believed

things in the state were going in the right
direction, a marked decline of twenty-eight
points since the last survey — the lowest level
in the history of the survey. Over three-quar-
ters believed things have gotten off on the
wrong track.

While not surprising, the results
were disturbing and underscore
the need for the Legislature to
take a hard look at measures
that will help stimulate the
economy and bring business-

es and jobs in the state.

Sunne Wright McPeak, California’s Secretary of Business,
Transportation and Housing.



Bain & Company: California
Competitiveness Study

As a result of the Roundtable’s
visit to the Capitol in February,
the subsequent questions that

followed regarding the migration

of jobs from the state and skepti-
cism expressed by legisla-
tive leaders, strategic
management consulting
firm Bain & Company;,
under the direction

Vernon Altman, Director,
Bain and Company Inc.

of Roundtable member Vernon Altman, initiated a
comprehensive review of the migration of jobs from
California and the state’s business competitiveness. The
study integrates existing economic research with the
viewpoints of actual decision makers to determine the
true trajectory of California job creation and retention.
It also is developing a front-line CEO perspective on the
most critical employment issues facing California busi-
nesses today. The goal of the study is to develop a set
of policy and legislative recommendations that will help
improve the overall health of the California business
climate and performance. It is the Roundtable’s intent
to use this material as a rallying cry to garner support
from other key interest groups and ultimately push an
actionable agenda of public policy with state lawmakers
and the Governor. The results of the Bain analysis will
be released early in 2004

INFRASTRUCTURE

nfrastructure Financing

Proposition 53, a result of the passage of ACA 11 in

2002, would have established the California Twenty-
First Century Infrastructure Investment Fund and pro-
posed to dedicate up to 3 percent of the state’s General
Fund to pay-as-you-go capital outlay projects — 50 per-
cent for state-owned infrastructure and 50 percent for
local government infrastructure. The measure was to
appear on the March 2004 ballot, however due to the
recall election it was placed on the October 7th ballot
and was ultimately defeated. The Legislature has failed
to provide sufficient money for infrastructure during the
past 30 years. In the Pat Brown and Ronald Reagan eras,
the state invested between 15% and 20% of General
Fund revenue in infrastructure. According to the nonpar-
tisan Legislative Analyst, the state has spent an average
of just 2% of General Fund revenue on infrastructure
annually between 1990 and 2002. We cannot continue
to rely solely on general obligation bonds to fund our
infrastructure. Therefore, the Roundtable will continue
to support the development of a “pay as you go” financ-
ing source for infrastructure projects.

Transportation

Reauthorization of TEA 21 — Every five years Con-
gress reauthorizes transportation funds in the federal
highway bill, which were set to expire on September

30th. Earlier this year, Roundtable president Bill Hauck,
along with a group of business leaders, traveled to
Washington, D.C. to meet with U.S. Transportation
Secretary Norm Mineta and key members of the U.S.
Senate and Congress to ensure that California receives
its fair share of transportation dollars based on its contri-
butions to the Highway Trust Fund and preeminent role
in the national economy. Unable to reach a compromise
by the September deadline, Congress extended TEA-21
through February 2004 and will again attempt to enact
a long-term reauthorization after January 1st. Congress
must enact a successor bill or extend authorization of
existing law by March 1st or all federal funding for
highway, highway safety, and transit projects will lapse.
These funds are essential to the future of California’s
economy and to the quality of life of communities up
and down our state. The Roundtable will continue to
encourage Congress to keep these issues at the forefront
as debate continues concerning reauthorization of the
surface transportation act.

Proposition 42 — Despite the successful passage of
Proposition 42 in 2002, the state’s severe financial crises
resulted in nearly $1 billion of Proposition 42 dollars
being moved to the state General Fund. The Roundtable
strongly opposed moving these funds and urged the
Legislature to retain a guaranteed portion of Proposition
42 funds for transportation. Under the leadership of



Roundtable member Dave Watts; Granite Construction,
the Roundtable helped lead the successful effort to pass
Proposition 42. In 2004 we will strongly support restor-
ing these funds to vital transportation projects.

Energy

Energy Agency Consolidation — The Roundtable
continued to push for the consolidation of California’s
energy bureaucracy into a new Department of Energy,

amove we believe will improve accountability and ef-
ficiency and help to stabilize supply within California’s
energy market. Assembly Bill 808 by Assembly members
Keith Richman (R-Northridge) and Joe Canciamilla (D-
Pittsburg) was introduced in January but was ultimately
held in the Senate. The Roundtable will continue to

seek long-term solutions to equalizing electric supply
and demand and bring stability and reliability back to
California’s energy market.

LOOKING AHEAD

hallenges and Opportunities

The year 2004 promises to be one filled with

challenges and opportunities. At least to
some extent, it appears that major public policy deci-
sion-making will shift from the Legislature to the March
and November ballots.

Along with the contests for Senate, Assembly and Con-
gressional seats there will be a Presidential election and
numerous ballot measures that could affect the state’s

business climate and economy.

In March a $12.3 billion statewide school bond (Propo-
sition 56) will be up for voter approval as well as Propo-
sition 55, an initiative measure sponsored by the Service
Employees International Union (SEIU) that would lower
the legislative vote required to raise taxes from the cur-
rent two-thirds to 55 percent of the members of both
houses. Also on the March 2 ballot could be a referen-
dum on Senate Bill 2 which would mandate employers
to provide paid health insurance to their employees and
potentially a $15 billion bond measure to pay the state’s
accumulated debt.

In November, voters may be asked to approve a mea-
sure that would increase taxes on commercial property;
an initiative measure that would eliminate virtually all
business tax incentives and a proposal sponsored by
cities and counties that would prevent the state from
reducing payment for mandated local services without
approval by voters.

On the positive side, a business sponsored initiative to
reform the state’s unfair competition law (B&P Code
Section 17200) will almost certainly qualify for the bal-

lot. If necessary, a measure to reform the state’s work-

ers’ compensation insurance system may also be put
before voters in November as well as a revised version
of the Open Primary. A group led by Controller Steve
Westly and former Los Angeles Mayor Dick Riordan are
currently in the signature gathering phase of the Open
Primary effort.

In the Legislature, attention once again will be focused
on the state’s severe budget and financial condition.
With a projected deficit of at least $25 billion it is un-
clear how the Governor and Legislature will approach
the problem.

If the Governor and Legislature can agree on a 2004-05
budget, one of its elements may be a measure that
would limit spending in the future. To be effective,

a limit of this kind would have to be approved
by voters in November 2004.

The Roundtable’s major priorities will

be to sustain new job creation, business
investment, and economic growth. Addition-
ally we will continue to support measures
that improve the
state’s business

climate.

Governor Arnold Schwarzenegger at his Inauguration.
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