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December 22, 2025

Stewart Knox, Secretary

California Labor and Workforce Development Agency
800 Capitol Mall, Suite 5000

Sacramento, CA 95814

Dear Secretary Stewart Knox,

In accordance with the State Leadership Accountability Act (Leadership Accountability), the
Department of Industrial Relations submits this report on the review of our internal control and
monitoring systems for the biennial period ending December 31, 2025.

Should you have any questions please contact Mathew Raute, Chief of Equity & Risk, at (916)
860-2219, MRaute@dir.ca.gov.

GOVERNANCE

Mission and Strategic Plan

The Mission of the Department of Industrial Relations (DIR) is to improve working conditions for
California's wage earners and advance opportunities for fair and profitable employment,
educate workers and employers on their rights and responsibilities, ensure health and safety in
the workplace, vigorously enforce labor laws, and safeguard the interests of injured workers
and employers.

This is accomplished through the following strategic goals:

* Goal 1: Ensure Workers' Health, Safety and Rights are Safeguarded
e Goal 2: Support Employer Education and Ensure Equitable Enforcement
* Goal 3: Continue Improving Access and Efficiency of Services

* Goal 4: Investing in Our Team
DIR is guided by the following core principles:

* All California workplaces are safe and healthful.
* All workers are paid fair wages and have expanded employment training opportunities.
* All occupational related injuries are resolved equitably and efficiently.

* All businesses in California know their responsibilities and have equitable, clear paths to
compliance.

* All workers in California know their rights and have clear and accessible paths to exercise
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their rights.

The following boards, commissions, and divisions provide the core business functions through
which DIR accomplishes its mission:

OFFICE OF THE DIRECTOR: The Office of the Director provides support to all entities related to
legislation and regulatory affairs, internal audits, strategic enforcement, diversity and inclusion,
communications and outreach, research, and legal.

OFFICE OF ADMINISTRATIVE SERVICES: The Office of Administrative Services (OAS) provides
support to all entities related to human resources, training, policy, special projects, contracts,
procurement, and business services.

OFFICE OF FISCAL SERVICES: The Office of Fiscal Services (OFS) manages budgets and
accounting within DIR. They are responsible for overseeing financial operations, creating
budgerts, tracking expenditures, and ensuring compliance with financial policies.

OFFICE OF INFORMATION SERVICES: The Office of Information Services is responsible for
managing and maintaining technology infrastructure. This includes the maintenance,
development, and security of computer systems, networks, software, and hardware.

DIVISION OF WORKERS' COMPENSATION: The Division of Workers’ Compensation’s (DWC)
mission is to minimize the adverse impact of work-related injuries on employers and employees
in California.

DWC monitors the administration of workers' compensation claims, attempts to minimize
disputes through outreach to employers and injured workers by providing program information
and assistance, and provides administrative and judicial services to resolve disputes that arise
in connection with claims for workers' compensation benefits.

DWC conducts audits of workers' compensation claims administrators for compliance with the
benefit delivery system required by the Labor Code and authorizes payment of workers'
compensation benefits to injured workers from the Uninsured Employers Benefit Trust Fund and
the Subsequent Injuries Benefit Trust Fund.

DWC also administers a workers' compensation information system designed to provide
information to policymakers regarding the effectiveness and efficiency of the benefit delivery
system. DWC also oversees utilization review, the Medical Treatment Utilization Schedule, and
the prescription drug formulary to help promote the quality and timeliness of evidence-based
medical care for injured workers.

Additionally, the Anti-Fraud Unit in the Office of the Director Legal Unit (ODL) combats workers'
compensation fraud in California by identifying providers who are subject to suspension from
the workers' compensation system.
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WORKERS' COMPENSATION APPEALS BOARD: The Workers’ Compensation Appeals

Board reviews petitions for reconsideration of decisions issued by the workers' compensation
judges, participates in appellate court proceedings as necessary or when requested by the
court, and regulates the workers' compensation adjudication process.

COMMISSION ON HEALTH AND SAFETY AND WORKERS' COMPENSATION: The Commission on

Health and Safety and Workers' Compensation is responsible for monitoring the states' workers’
compensation and health and safety programs. This involves examining the workers'
compensation system and the state's activities to prevent industrial injuries and occupational
diseases, which includes making recommendations on program improvements, as well as
maintaining the occupational safety and health fraining and education program and funding
an insurance loss control services coordinator.

The Commission conducts specified surveys and evaluations required by law and issues an
annual report on the state of the workers' compensation system, including recommendations
for administrative or legislative modifications. The Commission also issues, if necessary, a report
and recommendations on the improvement and simplification of the notices required to be
provided by insurers and self-insured employers.

SELF-INSURANCE PLANS: This program regulates workers' compensation self-insurance plans by
verifying that each self-insured employer and group of employers that is issued a Certificate of
Consent to Self-Insure meets the statutory requirements for self-insuring and is able to provide
workers' compensation benefits to employees. The program requires that each self-insured
private-sector employer post a security deposit adequate to pay all workers' compensation
benefits if the employer defaults on its obligations.

DIVISION OF OCCUPATIONAL SAFETY AND HEALTH: The Division of Occupational Safety and
Health (Cal/OSHA) protects and improves workplace safety and health conditions for workers
in California. Cal/OSHA promotes and enforces the sections of the Labor Code that protect
the health and safety of workers on the job and for the benefit of the general public.

Cal/OSHA enforces occupational safety and health standards, investigates the causes of
occupational deaths and injuries and helps employers to maintain safe and healthful working
condifions.

Cal/OSHA conducts inspections and issues permits for the operation of elevators and other
conveyances, amusement rides, aerial passenger framways and pressure vessels. The
inspection and permitting process is the primary method used to enforce standards governing
the safe operation of these devices.

Cal/OSHA also obtains and maintains job safety records, reports, and statistics; measures the
effectiveness of accident and illness prevention efforts in the workplace; and provides
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accurate information pertaining to industrial relations to help inform legislative and
administrative decisions made by state and local government.

The coordinated efforts of Cal/OSHA, the Occupational Safety and Health Standards Board,
and the Occupational Safety and Health Appeals Board, accomplish these objectives.

OCCUPATIONAL SAFETY AND HEALTH STANDARDS BOARD: The Occupational Safety and Health
Standards Board is an independent body consisting of seven members appointed by the
Governor and is composed as follows: one member from the general public, two members
from the field of management, two members from the field of labor, one member from the
field of occupational health and one member from the field of occupational safety.

It is the sole agency in the state empowered to adopt, amend, or repeal the occupational
safety and health standards and public safety standards enforced by Cal/OSHA.

The Occupational Safety and Health Standards Board was included in the DIR enterprise risk
assessment process.

OCCUPATIONAL SAFETY AND HEALTH APPEALS BOARD: The Occupational Safety and Health
Appeals Board is an independent judicial body empowered by state law to resolve employer
appeals of citations and accompanying monetary civil penalties issued by Cal/OSHA for
occupational safety and health standards violations.

It is comprised of three members appointed by the Governor, consisting of one member from
the general public, one member from the field of management and one member from the
field of labor.

The Occupational Safety and Health Appeals Board was included in the DIR enterprise risk
assessment process.

DIVISION OF LABOR STANDARDS ENFORCEMENT: The Division of Labor Standards Enforcement,
also known as the Labor Commissioner’s Office (LCO), combats wage theft, protects workers
from retaliation and educates the public to put earned wages into workers' pockets and help
level the playing field for law-abiding employers. California’s labor laws protect all workers,
regardless of immigration status.

LCO interprets and enforces the sections of the Labor Code which relate to wages, hours of
work, and conditions of employment, including anti-retaliation laws addressing employees
engaged in protected activities, as well as implementing Industrial Welfare Commission Wage
Orders. This work is conducted by providing field enforcement of laws governing public works,
workers' compensation insurance, child labor, unlicensed contractors, rules governing meals
and rest periods, the payment of overtime and minimum wage; making wage determinations
and collecting unpaid wages; the licensing of specific industries; the payment of wages
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without required deductions; administration of the prevailing wage program and enforcement
of apprenticeship related requirements relative to public works projects.

LCO manages the Wage, Claims, and Contingencies program. The objectives of this program
are to pay claims, wages, or contingency benefits, and to provide for payment of workers'
compensation benefits to employees whose illegally uninsured employers have failed to make
the benefit payments required under the Labor Code. The Labor Code establishes special
accounts in which the Labor Commissioner deposits a portion of each Farm Labor
Conftractor's, Garment Manufacturer's, and Car Wash Operator's annual license fee. Funds
from these accounts are to be disbursed for any wages to employees which exceed the limits
of alicensee's bond or time certificate.

The LCO conducts vigorous and targeted enforcement in partnership with state and federal
agencies against unscrupulous businesses participating in the "underground economy".

DIVISION OF APPRENTICESHIP STANDARDS: The Division of Apprenticeship Standards (DAS)
consults with employers to develop a skilled workforce by establishing apprenticeship
programs that offer training to create viable career pathways for Californians.

The goals of DAS are to promote, develop and expand on-the-job training and apprenticeship
programs, as well as provide consultation services to program sponsors. DAS matches the
needs of workers with those of employers, and strengthens the apprenticeship allionce among
industry, labor, education and government for recruiting workers and teaching the skills they
and their employers need.

DAS administers the apprenticeship system in California. This includes initial program approval
and subsequent oversight activity such as annual reviews and audits as required by the Labor
Code to ensure that apprenticeship programs and employers are in compliance with
approved standards and labor laws.

DAS facilitates the following apprenticeship committees:

* Cadlifornia Apprenticeship Council: Oversees traditional apprenticeships in the building
and fire tfrades.

* Women in Construction Advisory Council: Makes recommendations to advance and
support women and nonbinary individuals in the construction workforce. The advisory
committee is composed of representatives from recognized or certified collective
bargaining agents who represent construction workers, construction industry employers
or employer associations, labor-management groups in the construction industry,
nonprofit organizations that represent women in the construction industry, and other
related subject matter experts.

* Interagency Advisory Committee on Apprenticeship: Advises on new and innovative,
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sometimes referred to as “non-traditional” apprenticeships. It includes sectors such as
healthcare, technology, education, advanced manufacturing, and any sector that is
not the building and fire tfrades.

California Youth Apprenticeship Committee: Tasked specifically with creating clear
definitions for youth apprenticeship and high school apprenticeship, developing guiding
principles for the Youth Apprenticeship Grant Program and offering insight to the
structure of the state’s work to expand youth apprenticeship.

FAST FOOD COUNCIL: On September 28, 2023, Governor Newsom signed into law AB 1228, the
Fast Food Restaurant Industry legislation that raises the hourly minimum wage rate for certain
fast food workers to $20 effective April 1, 2024. In addition, the legislation established a Fast
Food Council within DIR to establish an hourly minimum wage for fast food restaurant
employees and develop standards, rules, and regulations for the fast food industry.

Control Environment

DIR has adopted the following core values as part of its Strategic Plan:

Accountability - Commitment to willingness to accept

Integrity - Commitment to being open, honest, and

Compassion — Commitment to being empathetic and

Diversity — Commitment to seeking and respecting diverse

Customer Service - Commitment to providing timely and quality customer

Innovative — Commitment to finding creative solutions to improve service

DIR is overseen by the Director and Chief Deputy Director. The core executive leadership team
is comprised of the Chief of Administration, Chief Financial Officer, Chief Information Officer,
Chief of Equity and Risk, Deputy Director of Office of Communications & Media Relations,
Deputy Director of Office of External Affairs & Community Outreach, Deputy Director of
Legislative and Regulatory Affairs, in addition to the Division Chiefs of all DIR Divisions, Boards,
and Commissions. Through their directives, dialogue and behavior, the executive leadership
team sets the tone at the top regarding ethical values and integrity. Establishing a strong tone
at the top regarding ethical behavior and integrity is fundamental to DIR's ability to create
and sustain an effective internal control system.

The Office of Administration oversees Human Resources (HR) and the Training Unit. HR leads
the efforts in establishing and maintaining a competent workforce. The Training Unit provides
DIR employees with learning opportunities to develop and apply new skills and embrace
professional excellence for continuous self-improvement.
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DIR finalized and released the DIR Workforce Plan 2023-2026 to improve recruitment,
streamline selection processes and detail hiring objectives. Organizational charts, DIR policies,
operational protocols, and desk procedures comprise the framework of the conftrol system'’s
documentation. Components of this framework are reviewed and revised on a periodic basis.
DIR implemented procedures to ensure merit-based hiring at all levels of the organization, as
well as increased resources to ensure that DIR policies related to bullying, workplace violence,
discrimination, sexual harassment, and ethics are upheld.

Lastly, DIR's Audit Committee, Risk Committee, and IT Governance Committee promote
accountability and help ensure that DIR management upholds high standards of ethical
conduct, regulatory compliance, and sound governance.

Information and Communication

DIR strives to communicate quality information both internally and externally, to achieve its
objectives. DIR issues enterprise-wide emails, memorandums, and individually tailored
meetings to address vulnerabilities and resolve issues before they have the potential to
advance. Staff receive information vital to the effectiveness and efficiency of established
internal controls by routinely scheduling meetings and other communication forums.

Meetings occur bi-weekly between the Office of the Director and the DIR's executive feam
members. These Executive Team meetings discuss operational and programmatic matters,
with a focus on those actions that are specific to the achievement of critical mission
objectives. HR and Business Services management hold bi-weekly administration meetings to
discuss key administrative processes, process improvements, and provide status updates.
Information is then disseminated to employees through group staff meetings, on an individual
basis as needed. Additionally, DIR provides monthly newsletters to all team members to share
information, provide department updates, and promote a positive culture.

DIR utilizes various methods of external communication to connect to the stakeholders
throughout California, including:

* Listserv (Email Services)

Social Media (LinkedIn, Facebook, Twitter, YouTube, Instagram)

Board Meetings and Stakeholder Meetings

Legislative Communications

* Press releases

In addition, DIR has made efforts to ensure that complaints regarding inappropriate behavior
are investigated on a timely basis through the following reporting processes:

¢ Internal Whistleblower
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* Equal Employment Opportunity (EEO) Discrimination Complaints
* Anti-bullying Complaints
* Risk Reporting

MONITORING

The information included here discusses the entity-wide, continuous process to ensure internal
control systems are working as infended. The role of the executive monitoring sponsor includes
facilitating and verifying that the Department of Industrial Relations monitoring practices are
implemented and functioning. The responsibilities as the executive monitoring sponsor(s) have
been given to: Jasmine Wise, Risk Manager; Anthony Martin, Risk Manager; Mathew Raute,
Chief of Equity & Risk.

Executive management, together with their program managers and Division Risk Licisons, are
charged with reviewing and analyzing their program areas and business processes to identify
potential issues that may impact their ability to carry out DIR’s mission. Identified risks are
reported to the DIR Director and Chief Deputy Director via bi-weekly one on one meetings
with each executive.

DIR’s Enterprise Risk Management (ERM) team promotes the consistent use of risk
management tools to build a more risk-aware culture. The ERM team will lead DIR’s risk
management process with the direction of the Risk Committee and in partnership with the
Division Risk Liaisons, to identify, analyze, monitor, and mitigate key risks. The ERM team has
compiled the risks identified in the division risk registers and formulated a comprehensive
enterprise risk register to identify vulnerabilities. Responsibilities of Division Risk Licisons have
been centralized to streamline the process to assign tasks to the appropriate parties in order to
mitigate risks identified.

Additionally, the Internal Audit Unit conducts audits which assist DIR in developing internal
controls. The Chief Auditor also monitors the ongoing status of external audit findings and
Corrective Action Plans.

DIR is continually implementing and documenting the ongoing monitoring processes as
outlined in the monitoring requirements of California Government Code sections 13400-13407.
These processes include reviews, evaluations, and improvements to DIR's systems of conftrols
and monitoring.
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RISK ASSESSMENT PROCESS

The following personnel were involved in the Department of Industrial Relations risk assessment
process: executive management, middle management, front line management, and staff.

The following methods were used to identify risks: brainstorming meetings, ongoing monitoring
activities, audit/review results, other/prior risk assessments, external stakeholders,
questionnaires, consideration of potential fraud, and other.

The following criteria were used to rank risks: likelihood of occurrence, potential impact to
mission/goals/objectives, and tolerance level for the type of risk.

Risk Identification

DIR established a Division Risk Liaison program to assist with the development of division risk
registers to identify current and emerging risks across the enterprise. Results of the division risk
registers are documented in the enterprise risk register and are provided to the Division Risk
Liaisons for distribution to their division. Division Risk Licisons update the following division risk
register components:

* Risk Analysis: A brief assessment of the inherit risk environment and a risk statement that
defines the consequence of the risk occurring.

* Risk Score: The results of the Division Risk Licisons scoring exercise in the areas of
probability and impact on a five-point scale.

* Controls and Mitigations: The identification of key factors that influence the ability of the
organization to meet the functional objectives. For each risk, current controls are
documented, along with future mitigations and potential recommendations.

In addition to the division and enterprise risk registers, DIR conducted an internal control
evaluation based on the United States General Accounting Office’s Internal Conftrol
Standards. The results of this evaluation will be used to identify risks throughout the enterprise
and strengthen internal controls.
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RISKS AND CONTROLS

Risk: Talent Management

DIR has been actively focusing on reducing the vacancy rate over the last several years.
DIR has reduced the vacancy rate, but there remains a need to improve staffing levels
to meet operational needs. DIR has also had challenges filling key positions due to
classification and compensation issues preventing DIR from being competitive with other
employers, which has caused an above-average vacancy rate for certain
geographical regions and specialized positions.

Additionally, hiring processing times as well as team members transferring to other state
departments, retiring, or leaving state service continue to drive this risk, with the loss of
institutional knowledge and increased backlogs as the primary impacts from this risk. DIR
continues to work through vacancies utilizihg a proactive hiring process, pursuing
classification studies and other studies, making proposals based on those studies, and
marketing campaigns to reach potential candidates.

The identified risk drivers are:

1. Recruitment, Retention, and Staffing
2. Key Person Dependence and Succession Planning

3. Training and Knowledge

If these risks aren’t properly mitigated, DIR's ability to provide services that improve
working conditions for California's wage earners could be compromised.

Control: A - Classification and Compensation Studies

To strengthen DIR’s ability to aftract and retain talent and remain competitive
with other employers, several classification and compensation studies are
underway. The goals of the studies are to examine whether changes to civil
service classifications and/or compensation levels are warranted, and if so, to
serve as the basis of proposals to CalHR, bargaining units, the State Personnel
Board, and other relevant stakeholders.
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DIR is currently involved in the following classification and compensation studies:

* Deputy Labor Commissioner (DLC) Classification and Compensation Studies
e Apprenticeship Consultant Classification Study

» Safety Engineer Classification Study

* Workers' Compensation Classification Study

* Bargaining Unit 10 — Classification Audit

Control: B - Recruitment and Outreach

DIR's Recruitment and Outreach Unit (ROU) has significantly expanded its efforts
in 2025 to attract qualified candidates and broaden awareness of career
opportunities. Efforts of the ROU are in addition to recruitment efforts by DIR
divisions, which are not accounted for below.

Recruitment Programs

Key accomplishments in 2025 include the launch of a Recruitment and Outreach
Unit infranet page to highlight all ROU resources, a Job Shadowing Program, and
the Mentorship Program. To provide direct support to candidates, ROU hosts
weekly office hours every Thursday, and as of July 2025, in-person office hours
have been added in partnership with organizations like Sacramento Employment
and Training Agency (SETA) and Jobs of America.

Training and Events

Training and career events have been utilized as a recruitment tool. Since April
2025, more than 1,100 participants have attended virtual training sessions, where
Cal/OSHA, Rapid Hire, and other vacancies are promoted. ROU has also
launched the “Day in the Life” spotlight series to promote insight into DIR career
paths. In addition, career fair fracking (implemented in April 2025) shows that
ROU has engaged with 717 candidates across events, helping expand
candidate pools.
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Partnerships

ROU has partnered with Las Positas College and Tri-Valley Career Center due to
their Cal/OSHA training center connection. ROU is also actively working to build
relationships with Cal/OSHA training centers to coordinate career talks led by
Associate Safety Engineers. Additionally, ROU has built ongoing partnerships with
25 workforce development boards, county programs, community organizations,
and nonprofits. These partners receive our newsletters and job announcements
and help promote DIR opportunities to their networks.

Ovutreach and Visibility

DIR job opportunities are consistently promoted through multiple channels to
maximize visibility. Bi-weekly newsletters are distributed to over 423 contacts,
while LinkedIn, Handshake, and Indeed provide additional outreach. A July 2025
Cal/OSHA Rapid Hire virtual job posting was trending on social media, reaching
over 180,000 views, promoting awareness of DIR opportunities to candidates.

Control: C - Succession Planning

DIR has implemented the 2023 - 2026 Workforce Plan that guides the
Department’s numerous initiatives, addressing hiring, recruitment, retention, and
succession planning. The Workforce Plan provides the infrastructure for succession
planning by identifying specialized mission-critical positions and using the data to
focus resources where gaps could create the biggest impact. To prevent the loss
of institutional knowledge, DIR has developed an Aspiring Leaders Academy, a
Job Shadowing Program, and a Mentorship Program. DIR will contfinue to
enhance the succession planning process by developing tools that leadership
can use to help offboard exiting staff and prepare to train new staff.

DIR will review the Workforce Plan and submit an updated plan to CalHR by the
August 1, 2026 deadline.
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Risk: Governance and Internal Controls

There is a need to strengthen documentation of DIR's standards, processes, and
structures to sustain and maintain a strong control environment while promoting the
organization’s integrity and ethical culture. While DIR has made progress in strengthening
its infernal control environment and culture, some procedures are outdated and do not
reflect current laws or processes due to the rapidly changing environment. Staffing
constraints have contributed to persistent backlogs, further straining DIR's ability to
maintain timely oversight and consistent internal controls.

In addition, ongoing monitoring from the California State Auditor highlights the
importance of maintaining thorough documentation, demonstrating compliance, and
ensuring that processes are clearly defined, consistently applied, and enforced. DIR
continues to mature the internal audit and enterprise risk management functions to
address these challenges and strengthen internal controls.

The identified risk drivers are:

Oversight and Monitoring of Controls

Backlogs

w N =

Policies and Procedures
4. Processes and Efficiency
If these risks aren’t properly mitigated, DIR could experience adverse effects, such as an

increase in non-compliance and litigation risk, operational risks due to inefficiency and
improper activity, loss of funding, and/or incurred penalties.

Control: A - Wage Claim Adjudication Backlog Reduction

The LCO has made progress in addressing the Wage Claim Adjudication (WCA)
backlog through expanded staffing, training, and system improvements.

In addition to ongoing recruitment efforts to onboard additional staff, the LCO
has increased the number of supervisors throughout the statewide WCA district
offices, ensuring each office has two to three supervisors, to support workload
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demands and provide additional oversight for staff responsible for data entry
and processing of wage claims.

Enhanced training was developed to encourage uniformity to process claims,
identify individuals who are liable, and address low-wage industries. The goal is to
resolve claims quickly, promote early resolution of claims, and establish uniform
application of protocols. To support and strengthen technical improvements, the
LCO has established IT liaison positions both at headquarters and across all
statewide district offices. These IT liaisons will serve as a critical link between
operational staff and IT, helping to translate business needs into functional system
improvements.

Control: B - Enforcement Branch Case Files Audits

There is a need to update and modernize Cal/OSHA policies and procedures.
Cal/OSHA hired a policy writer to lead an update of the enforcement branch’s
policy and procedures manual, also referred to as the Compliance Policy and
Procedure. The policy writer will coordinate regular reviews of its policies and
procedures, incorporate feedback from enforcement staff, and make
documents fillable and easily accessible so printing is not required.

To ensure that Cal/OSHA enforcement personnel follow the new policies, Cal/
OSHA is training Regional and District managers and other staff. In addition,
Regional and District Managers will perform periodic audits of each Compliance
Safety and Health Officer's case files to ensure compliance and consistency in
practice. Furthermore, Cal/OSHA is working with DIR’s internal audit team to
develop a process for conducting additional audits that examine enforcement
branch case files annually.

Control: C - Modernization - Policies and Procedures

There is a need to update and modernize various policies and procedures across
DIR. Through various audits and internal assessments, DIR has identified several
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divisions with outdated, ineffective, or inaccurate policies and procedures. To
address this, DIR is currently developing an enterprise-wide policy and procedure
inventory to identify the highest risk programs. Once the inventory is complete,
DIR will create a plan to ensure all policies and procedures are documented and
updated, prioritizing the highest risk programes.

Control: D - Business Process Improvements

DIR has initiated a range of business process improvements across key
operational areas to enhance efficiency, accountability, and processing times.
These conftrols are designed to strengthen internal oversight, ensure compliance
with applicable laws, and improve responsiveness to both internal and external
stakeholders.

Several processes are being streamlined by a vendor, while DIR staff provides
oversight and project management. The vendor is focusing on documenting the
current state process, streamlining the process for the future state, developing a
change management strategy, assisting with a controlled test environment, and
developing a rollout plan with training materials. The vendor is working on the
following processes, which are anficipated to be completed by the end of 2026:

e Confracts & Procurement
* Rulemaking Process

e Director's Office Call Center

Additionally, DIR staff are continuing to identify processes to streamline internally.
Current initiatives include:

* Public Records Act (PRA) Requests — DWC is implementing a streamlined,
automated PRA process. Additional system and operational improvements
will continue in an ongoing basis to continue to improve efficiency.

* Wage Claim Adjudication Collections (Pilot Program) — This pilot program
will fransition the WCA collections function to OFS, aligning with the existing
Cal/OSHA collections process. The pilot aims to streamline financial
operations, improve efficiency, and establish an increased coordination for
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I collections management between WCA and OFS.

Risk: Information Technology

There is a need to modernize outdated information technology systems. In response to
this risk, DIR is actively engaged in the implementation of new systems and the
automation of processes where applicable, aiming to enhance overall system efficiency
and security. However, the number of large-scale IT projects being developed
concurrently intfroduces additional risks, including resource constraints, competing
priorities, delays in implementation, and challenges maintaining consistent governance
QCross projects.

The identified risk drivers are:

1. Outdated Systems
2. System Implementation
3. Concurrent Projects and Resource Constraints

If these risks aren’t properly mitigated, DIR could experience inefficiencies, operational
disruptions, and the potential compromise of data integrity.

Control: A - Redesign the External Website

DIR is working to enhance the external website experience, aiming to boost
usability and streamline access to up-to-date information. This includes the
integration of essential tools to improve accessibility and language access.

The project began in May 2025. The current state and user research have been
reviewed and approved. The requirement gathering draft is in progress by the
vendor. The first requirements discovery workshop with the Occupational Safety
and Health Standards Board was completed August 26, 2025.
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Control: B - Electronic Adjudication Management System
Modernization

The DWC's Electronic Adjudication Management System (EAMS) is a case
management system that simplified and improved the DWC case management
process. However, the EAMS is nearing the end of its technological life and must
be replaced to maintain functionality. DIR has partnered with the California
Department of Technology through the Project Approval Lifecycle (PAL) process.

DWC and the Office of Information Systems have begun a modernization project
to improve EAMS. The primary objectives of the modernization project are to
facilitate enhanced online accessibility for the workers’ compensation
community and improve operational efficiency for the workers’ compensation
team. This modernization project is expected to enhance system security, ensure
system stability, and enhance transparency within the workers' compensation
system.

DIR is currently reviewing the Request for Proposal (RFP) to replace the current
system, in partnership with the Department of Finance and the Department of
Technology.

Control: C - Cal/OSHA Data Management System Project

Cal/OSHA is developing a Digital Management System, California OSHA
Information System (Cal/OlIS), to replace usage of the Federal OSHA Information
System (Federal OIS). Cal/QIS will create a modernized case management
system that addresses the inefficiencies of the current Federal OIS by
aggregating data into a central repository that will interface to other systems
and automate processes.

The Cal/QOIS will provide one streamlined system for communication between
components of Cal/OSHA and others. Cal/QIS will transition the agency from the
paper-oriented process to a digital system to assist with efficiency and improve
service.
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Cal/OIS requirements were developed utilizihg a human-centered design
approach including user stories and detailed requirements. Cal/OIS will have the
ability for the public to file claims online and check statuses. Employers will be
able to report accidents, upload abatement documents and photographs, view
the status of abatements, appeals, and make payments through a web portal.
External stakeholders will have the ability to submit any requests online and track
their status through a web portal. This project is currently in implementation.

Control: D - Human Resources Automation Project

DIR’s Human Resources Office is currently working with a vendor to implement a
Human Resources Service Delivery (HRSD) system to streamline DIR's hiring
through the automation of manual processes. The first phase of this project is
antficipated to go live in 2026 and includes DIR's position control tfracking and the
entire recruitment process from initiating a request to hire through final
appointment. This will improve the efficiency of DIR's HR operations, data quality,
accuracy, and reporting and transparency to position vacancy information and
recruitment traceability.

Control: E - Project Management and Resource Allocation

DIR currently manages a large portfolio of IT projects, including 10 large projects
and 45 overall initiatives. Risks have been identified related to keeping projects
on schedule and on budget. To mitigate these risks, DIR is, among other efforts,
working to fill vacancies, increase staff training and capabilities, working with
control agencies like CDT and DOF, and facilitating regular discussions through
DIR's IT Governance Committee.

OIS manages DIR's IT project portfolio utilizing ServiceNow for project reporting,
the Gartner Control Tower for oversight, and end-to-end project tracking. The
information collected through these tools are summarized and presented to the
IT Governance Committee, which provides feedback and input. The committee
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reviews information, discusses risks and mitigation strategies, and advises on
prioritization and strategic direction. Additionally, a steering committee is
established for each project and CDT requires additional reporting for large
projects. This structure allows OIS to incorporate feedback into the long-term
strategic vision for project planning.

DIR will continue to develop mitigation strategies to reduce the risks that could
impact the IT project portfolio.

Risk: Financial (Employer Assessments and the SIBTF)

DIR faces ongoing financial risks related to its primary funding source, annual employer
assessments. These assessments are applied to California employers to support a wide
range of programs. The employer assessments are calculated annually by DIR, in
accordance with Labor Code Section 62.5, based on the operating needs for DIR's
operations and benefits programs allocated proportionally across all California
employers.

A major factor in recent increases in assessment amounts has been related to the
Subsequent Injuries Benefits Trust Fund (SIBTF), which is a benefit program that provides
additional compensation to injured workers who already had a disability or impairment
at the time of the subsequent injury. Continued growth of SIBTF benefit payments, along
with additional legislative mandates resulting in higher costs to administer DIR programs,
has resulted in increases in the employer assessments, with SIBTF making up 46% of the
recent employer assessment increases.

In 2024, RAND conducted a comprehensive study on the SIBTF benefit program,
documenting key facts and providing a foundation for informed policy discussions. The
study showed total annual payments from the SIBTF grew over 1,600% from $13.6 million
in 2010 fo $232 million in 2022 due to increased usage. Additionally, a July 2025 report
released by the California Legislative Analyst’s Office determined the increased use of
SIBTF has led to an over 2,300% increase in employer assessments that are used to fund
benefits, from $35 million in 2014-15 to $850 million in 2024-25.
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These trends create economic risks for California employers who must share the
increased assessments and SIBTF liabilities, whether they purchase workers’
compensation insurance or elect self-insurance.

The challenges related to the SIBTF's impact on employer assessments along with the
increased cost of additional legislative mandates increasing DIR’s funding needs,
creates significant challenges to financial stability and equitable cost distribution.

Control: A - Employer Assessment Education and Awareness (SIBTF
Impact)

DIR is working to strengthen employer and stakeholder understanding of the risks
associafted with the SIBTF and increased employer assessments and DIR resource
demands.

DIR confracted with RAND to conduct a comprehensive study of the SIBTF, which
was released in 2024 and available for the public to review. The goal of the study
was to capture as much data as possible to document a wide range of basic
facts about the SIBTF program that could provide a foundation for informed
discussions over policy options in response to the SIBTF's recent growth. The study
focused on cases that were filed or pending between 2010 and 2022, which
highlighted the increased cost and usage of the SIBTF. The report also included
policy considerations for the path of the fund going forward. The policy
considerations outlined a trade-off between investing now in additional efforts to
narrow the scope of eligibility for the SIBTF and investing in the higher costs of
benefit and employer payments going forward.

Additionally, the Legislative Analyst’s Office (LAO) released a report in July 2025.
The LAO stated the intent of the report was to examine how the SIBTF has
evolved; how it no longer aligns with the Legislature’s intent for disability
compensation; and what policy options could restore the program to its earlier,
more targeted role. The report recommends that the Legislature look to refocus
the SIBTF to more closely align with its original purpose: providing a supplemental
workers' compensation benefit to workers with severe work-limiting disabilities.

DIR is committed to continuing to educate all stakeholders of the risks associated
with employer assessments and the SIBTF. By providing additional education and
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awareness of these risks, DIR intends to continue discussions to ensure sustainable
and equitable benefits to stakeholders throughout California.

Control: B — SIBTF Reform

As outlined in Governor Newsom's veto message for AB 1329, employer
assessments are projected to increase by over 300%, from $372 million in 2021-22
to a projected $1.5 billion by 2029-30. Workers submitting claims today could see
processing delays of up to 10 years if no action is taken. Other states facing
similar challenges have eliminated their programs instead of pursuing reform. The
veto message highlighted that AB 1329 took steps in the right direction, such as
incorporating the Qualified Medical Evaluator (QME) process and a statute of
limitations, however AB 1329 contained other proposed changes that could
increase SIBTF claims and liabilities. Governor Newsom has directed DIR to
develop a proposal for comprehensive reform to include in January's 2026-27
budget proposal.

DIR plans to develop a proposal for comprehensive reform of the SIBTF program,
consistent with Governor Newsom's AB 1329 veto message. The proposal will
focus on addressing the long-term financial sustainability of the SIBTF program
and it continues to meet its intended purpose while reducing fiscal pressures on
employer assessments.
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CONCLUSION

The Department of Industrial Relations strives to reduce the risks inherent in our work
and accepts the responsibility to continuously improve by addressing newly
recognized risks and revising risk mitigation strategies as appropriate. | certify our
internal control and monitoring systems are adequate to identify and address current
and potential risks facing the organization.

Jennifer Osborn, Director

CC.: Cudlifornia Legislature [Senate, Assembly]
California State Auditor
California State Library
California State Controller
Director of California Department of Finance
Secretary of California Government Operations Agency
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