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Exscullve Summary

Each year, the Beard of Governors sets an amount for distiibution in Legal Services:
Trusi Fund Program grarits from interest on lawyer tiust accounts (JOLT, "). Since
1992, the method for setiing the amount has been to allocate fo; the grante the amount
of prior year revenue less admiinistrative costs, adjusted by an amount by which cash on
nand as of June 30 is projected to be miore or less than a specific percent of the prior
years nef revenue. Most recenily, this cash-on-hand target has been 20 percent. Atter
consultation with the l.egal Aid Association of California, the Legal Services Trust Fund
Commissior is recommending adjusting this target for this year upward to
approximately &0 percent, so as to take advantage of increased IOLTA revenus to put
us in a position fo cushion the eifects of lower interests rates as needed in the fuiure.
Using this system will result in 2006-2007 grants of $12.7 mitlion, up about 6 percent
from the $12 miilion distiibuted in the 2005-2006 grant year.




BACKGRCOUND

The Boarc of Governors each year sets an amount for distribution in IGLTA grants to be
administered by the Legal Services Trust Fund Program. That amount ie distributed for
the grant year beginiing July 1. The amount is set in March cr April, depending o the
board imeeting schadule, so that the Trust Fund Commissien can notify each recipient
aregrar of & grant amount, give them 30 days to prepare picposed budgets, review thie
budgete and siili get grant agreements signed and the checice inailed in July.

For each of the first eight grant peviods (fiscal years 1984-1085 through 1681-1892), the
aimount approved for distribution was the total money projected to be on hand June 30.
This arsounted {o the total revenue of the program in the year preceding the grant
netiod, lese administrative coste during the same period. In otiwer words, the prograim
cotlected moniey for & vear and then gave it oulin the following year.

A1 the beginning of the grant yvear, 100 parcent of the ineney for grante wae cn hand.
Crants were disbursed in guaderly pavments. Al the same lime, mohey Garis i thet
weould become the next vear's grants, so the program siways hed on hend ahout one
full veai's revenue.

In 1082, the Board of Govemors chenged that system on the recommendaticn of the
£ onal Aid Asseciation of California and the Trust Fund Commission. We micrsed away
from a sveiem wiete grants were made up only of monay afready i hand, ancica
system of paying part of the grant cut of income as it came in. The mativetion for thile
charge was the view that the program did nct need to keep such a laige amount of
cash oh hand, especially in times of low interest rates and correspondingly iower
reventie.

The basic distribution method vernained, as before, to allocats for grants the amount of
nrior year revenue less administrative coste. To determine the amount for distribution,
this et prior vear revenue amount was adjusted by the amount by which cash on hand
as of Jurie 30 was projected to he more or less than a set percentage of the prior year's
revenue amount. When the origiinal change was made in 1992, interest rates had
begun to drop and the target wase set at 75 percent, in order to increase grants by

6 percent over the previous year even though revenue was down about 7 percent.
Subsequently, interest rates fell dramatically. The cash-on-hand target was reduced to
60 percent and then to 30 percent, where it has remained for the last 12 grant years.

In years when revenue is increasing, the money coming in exceeds the grant amount
going out, and cash on hand builds up above 30 percent. That “extra” amount is added
onto the grants for the next year, resulting in a larger increase. In years when revenue
is decreasing, the money coming in is less than the grant amount going out, and cash
on hand drops below 20 percent. We make up for that by holding back money to
increase the cash on hand for the next year, resulting in a greater decrease in grants.
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This system has had the desired seffect of putting the money in the hands of grant
Iecipients quickly, and has minimized the amount of the programv's cashon hand: .~ .- -
Because of the swings in inferest rates.in the last several years, however, it has also -
meant there were somewhat unpredictable swings in the amount of granis fiom year to
year. As justone example, the total grant amount went up 22 percent in 2001 and then
back down 38 percent the following year. Although the grants en average represent a 5
smail share of each recipient’s total income, in many cases, the ups and downs have - -
been significant. In a time of increasing revenue, the Trust Fund Cemmission decided
to explore whether there might be a better approach. i

PROPOSED CHANGE

The Commission has now discussed its proposed change with the Legai Aid
Association of California, which consulted with all of the recipients of Trust Fund
Program grants. LAAC came back to the Commission in suppoit of the proposal, with &
few relatively small suggestions that the Commission has incorporated into this

recommendation,

The proposal is fo increase cash on hand above 30 percent with the gjoal of decreating
the fluctuation in grants caused by sizable increases and decreases in interest rates. I
years of inCreasing revenue, grants would be held to a smaller increase than is currently
provided for, so as {o increase cash on hand. Then in years of decreasing revenue, the
cash on hand will be spent down again, to keep grants targer than they would otherwise
have been. 2 :

The recommendation of the Commission and the legal services comrauiity involves a.
three-step calculation for years in which income is increasing: . ] 5y

« The amount for distribution wil be allowed to increase by § percent before
incregsing cash on hand above the current 30 percent, For 2006-2007, this

tmieans'aﬁ: .ingréase-fmm-%-?.Flf?i!liiQD:.io $12.7 million i total grants,

o The funds that would iepresent the next 10 percent incréase—in this case, $1.2
_ million--will go to increasing {he cashi on hand. . MR R e BN U i U e

S

‘In years when revenue increases mare than that, the additional amount will ba . .

- divided equally betwesn increased grants and increased cashon hand, uptoa
cap of 75 percent of the previous year's available funds.  For this year. there is
$229,520 1o be shared equally between grants-and Increased cash on hand.
Two elenents of this:change will requited ongoing discussion between the Legal

‘Services Trust Fund Gominission and the Legal Aid Association, to arrive at further -
recommendations as needed by this. time next year. The first of these two elements is
the system for distributing the funds Held back when we come upon years of declining
income. It is much more difficuft to come up with an automatic formula for that, itis
‘likely that a policy will be developed after consultation with the Legal Aid Association.
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A second issue for ongoing discussion is the cap on the amount hield back to increase
cash on hand. LAAC suggested limiting the cagh on hand tG a specific target, in the
range of 50 to 75 percent. The Trust Fund Commiission has agreed te a 75 percent
cap, and also agreed to discuse whether it should be smaller (or laraer) than that. The
amount tor thie year will be &3 percent. Betwaen now and the next tire the board goes
thirough this p;'ocess, a year from nuw, wa can explore the inest effective cap. This is &
decicion that must i eny case be inade annuslly, based ai: the pariicular income in: that

vear.
CURRENT ARD PROJECT REVENUE AKD CASH ON HAND

Ueing thie revised system for aetermining the grant smount will resuil in geking {he
crard amount for 2006-2007 at $12.7 million. Thiz grant arnount is larcer than ihe ZC05-
2006 dictiouticn, due primarily {o increaged ncome from subsiantisl noreases i the
valence on ceposit in ebiciney-client est sccouins and alvo o small Ficreasas i the
inierest rates on checking acoounis,

We currently expect net IOLTA revenue (incoms less e;r:pena':e.:}ferti i€ period July 1,
2005 through June 20, 2006 to te §14 miliion. At this \r;comes lavel, the prograny
expacts o have on hand as of June 30, 2006 eboui 27.8 million, which iz 52 percent of
lest yeur's net revenuer To celoulate the grent amount for the comiing vsar, we have
zdded o last year's grant ameunt 2 £ percent increase, plus half of the amount by which

net revenue is greater than 15 percent of last year's grants.
RECOMMEHDATION

The ettached scheduie shows the calculation, based on actual experience i date 2nd
projections through the rest of the grant year.

Because money will continue fc be disbursed as i is received, the Trust Fund
Commission will coritinue fo monitor revenue closely and will return with recommend-
ations if there are significant variances from the projections. The agreements signed
with grarit *’emplents will continue te inciude language {o make clear that payment of
these grants is contingent upon the Legal Services Trust Fund Program having
sufiicient money on hand from IOLTA revenue to make the scheduled paymenis. In
addition, the Trust Fund Commission will meet with LAAC over the coming rionths to
evaluate the effectiveness of the procedures used this year and what changes should

be made for the future.

BOARD BOOK/ADMINISTRATIVE MANUAL IMPACT: None.



FROPOGED RESOGLUTIGRN

The Board Committes o Stakeholder Relatione will have a recommendation at the fime
of vour meeting. If vou aaree with this proposal, the following recolution would be

approptiate:

RESQLYED, upon recommendstion of the Beard Comiriitiee on Stakeholder
Relaticne, thet the Board heieby approves thiet the distribution of IOLTA grente from the
Legal Services Trust Fund Progron: for the grant perivd duly 1, 2008 through June 30,
2007 shall be made in the oider 2nd anner provided by Businese end Profeesione
Coze Teclion 8216, and the funds to be distibuted shall be G12,720.721 valeulzied as

fellows

(1) The amouni profected to be isceived by the Lega! Servicas Tiust Fund
Frogren snd the inlersel esmed thereon from Jube 1, 2008 fhrough June 36,
2006, lolsling $15.256.528, shall be slosated fov fhe grent perod July 1, 2608

thrasgh Junie 38, 7007
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cosle projectedc for the pedod July 1, 2008 thiough June 30, 2066, iotafi i

$1,220,280,

[
(3) T¢ Le subtrected from the total amcunt prier 1o distribuiion shall bs
$1,200,568, 10 petcent of prior vear net reveriue reserved for cash ori hand.

(4) Alsc o be subirscled from ths total anouni prior to distribution shall be
#114,780, one-higlf of thes amaunt cver 15 peicent of pricy year net revenue
reserved tor cash on hand, and it is :

FURTHER REZOLYED thet grant payments are to be made from furids received
pureuant fo Business and Frofessions Code Section 6212 and the income earned fiom
investment oi such funds, and that payment cf grants is contingent upoi the State Bar
having sufficient roney on hand from such sources to make the scheduled paymants;

and itis

FURTHER RESGLVED that the Legal Services Trust Fund Coimmisgion is

directed to rnoniter program revenue during the grant year and {o recommend action to
change the total grant amount for the vear if needed in the eveni of significant variances

from projections.



STATE BAR OF CALIFORNIA
Legal Services Trust Fund Distribution

Available Funds for Grant Period 2006-2007

DATE: FEBRUARY 21, 2006 AMOUNT
A.  Revenue: 7/1/05 —6/30/06

2005: 3rd Quarter $ 3,726,984
4th Quarter 3,679,345
2006: 1st Quarter (Projected) 3,900,000
2nd Quarter (Projected) 3,950,000
Total Revenue $ 15,256,329

B. Administrative Costs: 7/1/05 — 6/30/06

7/1/05 — 12/31/05 $ 734,972
1/1/06 — 6/30/06 (Budgeted) 815,308
Less Projected Equal Access Fund Reimbursements (330,000)
Total Administrative Costs $ 1,220,280

C. Cash-on-Hand Calculation

Cash on Hand 6/30/05 $ 5,547,400
Add: Net Revenue 7/1/05 - 6/30/06 14,036,049
Less: 2005-2006 Grants (Net of amounts from past years redistributed) (12,005,677)
Projected Cash on Hand — 6/30/06 (53 percent of prior year net revenue) §$ 7,577,772
Grant Amount Calculation
2005-2006 Net Revenue $ 14,036,049
Less 10 percent reserved for cash on hand { 1,200,568)
Less one-half of amount over 15 percent reserved for cash on hand $ ( 114.760)
Total Grant Amount for 2006-2007 $ 12,720,721
Prior Year Distribution (2005-2006) $ 12,005,677
Percent increase from Prior Year Distribution 6%

ATTACHMENT



Selection Guidelines for State Bz Appointments {o the
£BA House of Delegetes

The State Bar will strive to appoint meriibers frem its applicant pool meeting & t
following guidelines:

e One (1) delegate who qualifies as the voung lawyer represeritative;
= Up to two (2) delegaies to include the most immsdiate past member of the 4 ,k.;;f =

Board of Governors and any.immediate past cfficer of the ABA from the Calm; :
ABA Delegation;

? E i - -~
« Two (2} merabers who have rict had substzntial volunteer experience but g
possess the leadership arid cthar skills to be successful delegation members; ang, &

¢ Gix (8) delegates whe have substaniiel ber experience, especially with the ABA, & |
are twpiczl of other State Ear appoiniments.
N\

Unlese othenvise suthiorized Ly fhie Board of Govarners, Eeeh cech meribe s |
the State Bar's AB2 delegaticr would be eligible for reappointrnent to ne more ;. -
three (3) consecutive two-year appcintments or a maximum of six (6) con';t-,w-'
yesre of cervice with the delegation. Delegetes who have completed such serds |
may pply in the future zfter a r;enod of not lese than two years from the date of i ‘
e‘ p iration of tie delegate’s last term of service with the State Ear. * ,
fi _
A1 members will be Ancouraged to become broadly participant in ABA activities in orde i
fullv represerit the inferests of California attorneys.

54-166 RESCGLVED, upon recommendation of the Board Committee on Stakehold:
Relations, that the Board hereby approves that the distribution of IOLTA grants fres
the Legal Services Trust Fund Program for the grant period July 1, 2006 thro
June 30, 2007 shall be made in the order and manner provided by Business af
Profsssions Code Section 6216, and the funds to be distributed shali B§ .
$12,720,721 calculated as follows: S 5B

(1) . The amount projected to be received by the Legal Services Trust Fu"’
Program and the interest earned thereon from July 1, 2005 through June 30, 205 13
totaling $ 15,256,329, shall be allocated for the grant period July 1, 2006 throut;i
June 30, 2007. )

(2) The administrative costs to be deducted pricr to distribution shall be the cof
projected for the period July 1, 2005 through June 30, 2008, totaling $1,220,280. “§ *-

(3) To be subtracted from the total amount prior to distribution shall be $1,200, 55?
10 percent of prior year net revenue reserved for cash on hand.

(4) Also to be subtracted from the total amount prior to distribution shall § 1”3 : _-
$114,760, one-half of the amount over 15 percent of prior year net reveﬂ‘f' ‘
reserved for cash on hand, and it is
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FURTHER RESOLVED that grant payments are to be made irom funds received
pursuant to Business and Professions Code Section 8212 and the incorae earned
from investment of such funds, and that payment of grants is contingent upon the
State Bar having sufficient money on hand from ‘'such sources to make the

echeduled payments; and it is

FURTHER RESGLVED that the Legal Services Trust Fund Commission is directed
to monitor program revenue during the grant year and to recommend action to
change the total grant amount for the year if needed in the event of significant

variances from projections.

PESOLVED, upon recommendation of the Committee on Group Insurance
Programs, thai the Board Committee on Operations, acting on behalf of ihe Board
between regularly scheduled meetings, hereby approves the formal
acknowledament of Raphael Cotkin's 25 years of service to the Siate Bar of

Californiz; and it is

FURTHER RESOLVED, that that Board Committee on Operations, acting on kehalf
of the Board between regularly scheduled meetings, hereby authorizes the
Committee on Group insurance Programs to formally present this Board Resclution
to Raphael Cotkin &t it's Planning Session dinner on Monda, March 13,72006.

[The abexvé is a report of emergericy fax-poll action taken by the Board Committee
on Operations on behalf of the Board, March 3 — €, 2006, between regularly

scheduled Board meetings.]

RESOLVED, upon the recommendation of the Los Angeles County Bar Associatior,
that the Board Committee on Operatione, acting on behalf of the Board between
meetings, approves the resolution adopted by the Los Angeles County Bar

Association; and it is

FURTHER RESOLVED, that the Board Committee on Operations, acting on behalf
of the Board between meetings, authorizes participation in this resolution in the
Tribute Book by March 15, 2008, to be presented to the Chief Justice at the dinner

in his honor on April 4, 20086.

[The above is a report of emergency fax-poll action taken by the Board Committee
on Operations on behalf of the Board, March 3 — 6, 2006, between regularty

scheduled Board meetings.]

Upon rﬁotion made, seconded and adopted, it was

RESOLVED, upon recommendation of the Board Committee on Operations, that
the Board hereby reje‘c':ts the Foundation's proposed change to the at-will
termination clause, accepts the Foundation's change to the revenue, and modifies”
Article 2.3 of the MOU along the lines discussed, and delegate to the Executive
Director the authority to communicate a final proposal to the Foundation; anditis
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