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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As required by Business and Professions Code section 6145, my office conducted an audit of the
State Bar of California (State Bar) and its operations, and we determined that the State Bar must
continue its focus on achieving cost savings and addressing its backlog of attorney discipline
cases. Additionally, while enrollment and racial diversity have increased in the California law
schools overseen by the State Bar, the oversight fees it imposes on these schools lack support.

Although the Legislature approved attorney licensing fee increases for 2025 and the State Bar has
taken some cost-savings measures, stagnating revenue and increasing personnel costs have led
its general fund to a deficit in four of the last five years, from 2019 through 2023. The State Bar is
in the process of implementing two significant cost-savings measures: a reduction in workforce
and a reduction in the costs of administering the California Bar Examination. However, both
efforts have yet to be fully implemented and the amount of expected cost savings are unclear.

We also reviewed the State Bar’s attorney discipline case backlog and found that it continues
to grow. With its current resources, the State Bar has been unable to meet its proposed case
processing standards. Further, the State Bar has yet to formally adopt these standards as
benchmarks against which to measure its progress in shortening timelines and reducing its
backlog of open cases. Nevertheless, certain measures, such as a diversion program, have
increased the State Bar’s efficiency in resolving cases.

Additionally, we found that enrollment and racial diversity in law schools the State Bar oversees
has grown from 2013 through 2023, despite the closures of 19 of these schools during that same
period. As part of the State Bar’s oversight of these law schools, it charges the schools fees.
However, we found that the State Bar lacked a clear rationale for its methodology in setting and
increasing these fees.

To address these findings, we recommend that the State Bar continue its reduction in workforce
measure, adopt the proposed case processing standards, and reexamine its methodology for
determining all fees for unaccredited law schools and for those accredited by the State Bar’s
Committee of Bar Examiners.

Respectfully submitted,

st A

GRANT PARKS
California State Auditor

621 Capitol Mall, Suite 1200 | Sacramento, CA 95814 | 916.445.0255 | 916.327.0019 fax | www.auditor.ca.gov
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Selected Abbreviations Used in This Report

CALS

DEI

FTE

GFOA

IOLTA

MBE

NCBE

0CTC

California Accredited Law School

diversity, equity, and inclusion

full-time equivalent

Government Finance Officers Association

income on the Lawyers'Trust Account

Multistate Bar Examination

National Conference of Bar Examiners

Office of the Chief Trial Counsel




Contents
Summary
Introduction

Audit Results
The State Bar Must Continue to Achieve Cost Savings

The State Bar Has a Growing Backlog of Attorney Discipline Cases

Enrollment and Racial Diversity Have Increased in California Law Schools,
But the State Bar's Fees for Oversight of These Schools Lack Support

Other Areas Reviewed
Recommendations

Appendix
Scope and Methodology

Response to the Audit
State Bar of California

California State Auditor's Comments on the Response From
the State Bar of California

29

37

43

47

CALIFORNIA STATE AUDITOR

Report 2024-030

February 2025

\'



vi CALIFORNIA STATE AUDITOR
February 2025 | Report 2024-030

Blank page inserted for reproduction purposes only.



CALIFORNIA STATE AUDITOR
Report 2024-030 | February 2025

Summary

Key Findings and Recommendations

The State Bar is a public corporation within the judicial branch of California’s
government that is responsible for activities that include investigating and
prosecuting attorneys for rules violations, regulating certain law schools, and
promoting diversity and inclusion in the legal system. The State Bar primarily
supports fulfilling its mission through general fund revenue, which derives largely
from mandatory licensing fees that attorneys must pay annually.

The State Bar Must Continue to Achieve Cost Savings

The State Bar’s total net financial position—the amount by which an organization’s
total assets exceed its total liabilities—was $227 million in 2023. However, the

State Bar was legally restricted in how it could use $220 million of those assets.

For example, the State Bar receives grants from the state and federal governments
and then redistributes the grant funds to legal aid organizations to accomplish

such goals as providing legal assistance to Californians to prevent homelessness or
foreclosure. The State Bar may use these grant funds to pay the costs of administering
these grants, but it cannot use this grant revenue for its other operations. Given the
restrictions on most of its funds, the State Bar relies on its general fund revenues to
pay for such functions as attorney discipline, communication, and administration.
Since the general fund’s expenses were higher than its revenues in 2022 and 2023,

the State Bar has had to rely on the general fund’s working capital—the fund’s current
assets minus its current liabilities, which the State Bar considers its reserves—

to continue providing services. It expects to do the same in 2024.

To address its strained financial position, the State Bar proposed to the Legislature
in April 2024 to increase its attorney licensing fees. The Legislature approved an
$88 fee increase for active attorneys and a nearly $23 increase for inactive attorneys,
effective January 1, 2025. However, these fee increases—by themselves—may not
fully address the State Bar’s deficit spending in its general fund. In 2023 expenses
exceeded revenues by $20 million, and we estimate the recent fee increases may add
only $17 million in new revenue. The State Bar has also implemented cost-savings
measures, but the impact of its most significant measures is still unknown. One such
measure is the State Bar’s effort to reduce its workforce in 2025 to bring its staft
vacancy rate from 8 percent—its current rate—to the 15 percent vacancy rate goal
set forth by the Legislature. Ultimately, the State Bar does not expect to eliminate its
reliance on the general fund’s working capital in 2025.

The State Bar Has a Growing Backlog of Attorney Discipline Cases

The State Bar’s Office of the Chief Trial Counsel (OCTC) investigates complaints
against attorneys and can take disciplinary action. In 2021 the Legislature mandated
that OCTC create standards of timeliness that reflect the goal of resolving attorney
discipline cases in a timely, effective, and efficient manner. Although OCTC created
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and proposed standards to the Legislature in 2022, the Legislature has not yet
codified them in law and the Board of Trustees of the State Bar has not formally
adopted these standards. However the State Bar still works to meet them. According
to the State Bar, it did not intend the proposed standards to reflect timelines that
the State Bar was able to meet with its then-current resources; rather, the State Bar
developed the standards according to industry best practices. On average, OCTC
was able to close two of six case types within the proposed standards in 2021 and
unable to close any case types within the proposed standards in 2023. According to
the State Bar, OCTC has not been able to meet the proposed standards because its
workload is too large. It requested 57 additional staff in 2024 to process cases in a
timely manner, but the Legislature denied funding for the positions.

The lengthy case processing times lead to backlogs of open cases. The State Bar
considers a case in backlog if the time the case has remained open has reached

150 percent of the proposed case processing time by case type. At the end of 2023,
almost 36 percent—or approximately 2,500 cases—of the total pending cases were
in backlog, the backlog having increased 6 percentage points from the end of 2022.
Our review found that a case may become backlogged if the case’s complexity
requires a long investigation, if the case was reassigned multiple times, or if the case
was reopened because of new evidence.

OCTC has begun reducing case processing times by implementing major changes,
including a team reorganization, expedited investigation procedures, and an
expansion of its pilot case diversion program (pilot diversion program). In 2023
OCTC implemented a pilot diversion program to divert certain minor cases to
resources other than the attorney discipline system. In 2024 the Legislature approved
a $5.50 license fee increase for active attorneys to fund this program and make it
permanent. We reviewed a random selection of cases opened before and after these
changes were implemented, and we found that cases opened afterwards closed up to
87 percent faster than previously.

OCTC stated that because it made a large series of changes, it needs time for the
changes to take effect and to evaluate how effective and efficient its system is at
processing cases. The Legislature noted that although it rejected the State Bar’s
request for 57 additional staff positions for OCTC to meet processing standards,
the Legislature may reexamine the request in future years, depending on the
expanded pilot diversion program’s effects on OCTC’s workload and staffing needs.

Enrollment and Racial Diversity Have Increased in California Law Schools, but the
State Bar’s Fees for Oversight of These Schools Lack Support

The three types of law schools operating in California are unaccredited law schools
registered with the State Bar (unaccredited schools), California Accredited Law
Schools (CALS), which are accredited by the State Bar’s Committee of Bar Examiners,
and law schools approved and accredited by the American Bar Association. Our review
focuses on the two types of schools that the State Bar regulates: unaccredited schools
and CALS. We reviewed enrollment and demographic data at law schools in California
and found that from 2013 through 2023, the percentage of students of color increased
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in each type of law school. For example, in 2013, students of color made up 41 percent
of students enrolled in CALS and as of 2023, students of color comprised 57 percent

of students enrolled in CALS. The State Bar assesses and charges fees to CALS

and to unaccredited law schools in California to fund services associated with its
responsibility to regulate California law schools—including accreditation, registration,
and inspection. We reviewed the State Bar’s fees and found that the recent fee increases
will not eliminate the deficit in the State Bar’s law school oversight program. We also
found that its fees, and its methodology for calculating and increasing its fees, differ

by a school’s accreditation status and student body size. The State Bar could not offer a
specific reason to explain why the fees should have these variations.

To address these findings, we recommend that the State Bar take the following
actions: continue implementing its reduction-in-workforce measure, which should
help it achieve the Legislature’s mandated vacancy rate goal; adopt the proposed case
processing standards as benchmarks against which to measure OCTC'’s progress

in shortening timelines and reducing backlogs; reexamine its methodology for
determining all fees for CALS and unaccredited schools; and set supportable fees for
all law schools.

Agency Comments

The State Bar agreed with our recommendations and provided additional context
regarding some of our conclusions.
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Introduction

Background

Every person who is licensed to practice law in California and admitted to the State Bar
of California (State Bar) is a licensee of the State Bar unless that individual holds office
as a judge of a court of record. The State Bar is a public corporation in the judicial
branch of California’s government and is governed by the 13-member Board of Trustees
of the State Bar (Board). The State Bar is subject to both state law and direction from
the California State Supreme Court (Supreme Court). The State Bar investigates and
disciplines attorneys for rules violations, administers the California Bar Examination
(bar exam), regulates certain law schools, administers grants to organizations that
provide legal services to Californians having low and moderate incomes, and promotes
diversity and inclusion in the legal system.

The State Bar Uses Several Revenue Sources to Fund Its Mission

The State Bar receives revenue from three major sources: mandatory attorney
licensing fees, state and federal grants, and income from Interest on Lawyers’ Trust
Accounts (IOLTA), as Figure 1 shows. The Legal Services Trust Fund Commission
within the State Bar administers the IOLTA. California attorneys who handle money
on behalf of their client, such as settlement checks, place these funds in an IOLTA
account if the funds are too small or will be held too briefly to earn interest for the
clients. State law requires that the interest revenue generated by the pooled funds

in an IOLTA account be used for the provision of civil legal services to indigent
persons. The State Bar reported that in 2024 it distributed $180 million in IOLTA
and grant funds to 110 local legal aid organizations, such as the California Rural Legal
Assistance Foundation and Family Violence Law Center.

The State Bar also receives restricted revenue in the form of grants from the State
and the federal governments. The State Bar places state and federal grant money into
its Grants Fund and then redistributes these grant funds to legal aid organizations

to accomplish such goals as providing legal assistance to the public to prevent
homelessness or foreclosure. The program director for the State Bar’s Office of
Access and Inclusion explained that the State Bar administers eight to 10 of these
grants every year. The State Bar may use some portion of the grant money to pay the
costs of administering these grants, but the State Bar cannot use this grant revenue
for its other operations. Grants and interest from lawyer trust accounts make up the
largest source of income. However, in general, the State Bar is restricted in how it can
use these sources.

Revenue from the remaining category, licensing fees, is unrestricted: the State Bar
may use these funds for its operations. Licensing fees ultimately support most of the
State Bar’s non-grant related operations.
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Figure 1
The State Bar Had Multiple Revenue Sources in 2023

$9,498,000 29

Voluntary Fees*
$27,273,000 £o,
Other? 6/) j
$28,857,000 7%

Federal Grant Revenue

2023
$90,642,000
State Grant Revenue 2 1 % ReVenue
$430,166,000

\ 239 $97:493,000

Mandatory Attorney Licensing Fees

41% $176,403,000

Lawyers' Trust Accounts Interest Revenue

Source: The State Bar's 2023 audited financial statements and auditor analysis.

Note: Dollar amounts rounded to the nearest thousand.

* Voluntary fees include opt-in and opt-out fees that attorneys may elect to pay to the State Bar.
t Other revenue sources include bar exam fees, legal specialization fees, and others.

The State Bar uses its resources to accomplish its mission, which the text box
presents. The State Bar’s responsibilities include regulating attorney education and
conduct, creating greater access to the legal system, and ensuring the ethical and
competent practice of law. Table 1 illustrates how the State Bar spent its revenue in
2023 to accomplish its mission. The State Bar spends most of its revenue to create
greater access and inclusion for Californians in the legal system; revenue that
supports this function includes the grant funds that the State Bar provides to legal
aid organizations. The State Bar spends about 40 percent of its revenue on its
licensing, regulation, and discipline function, which involves monitoring attorney
licensing, misconduct, and legal education in California. The Office of Chief Trial
Council (OCTC), the largest office within the State Bar, is responsible for the State
Bar’s attorney discipline program; OCTC investigates allegations of misconduct
against attorneys. In 2023 OCTC had almost 300 employees, which is nearly half
of the State Bar’s workforce. Finally, the State Bar spends 2 percent or less of its
revenue on the ethical and competent practice of law and on its own
administrative infrastructure.
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Table 1
State Bar Expenditures in 2023 Supported Four Major Functions Related to Its Mission

FUNCTIONS OF THE STATE BAR AND PERCENTAGE OF
EXAMPLES OF RELATED OFFICES AND PROGRAMS 2023 EXPENDITURES | TOTAL EXPENDITURES

Licensing, regulation, and discipline

0,
OCTC, Office of Admissions, and others >138,250,000 AERS
Increasing access to, and inclusion in, the legal system o
Office of Access and Inclusion, offices that administer grants, and others ALY =
Ethlsal and cf)rppetent practice of law . 4,314,000 1%
Public Trust Liaison, Voluntary Lawyer Assistance Program, and others
Administrative infrastructure 956,000 1%

Legislative Affairs, Strategic Communications, and Technology Improvement

TOTAL $319,523,000 100%

Source: The State Bar’s 2023 internal financial records.

Note: Dollar amounts rounded to the nearest thousand.

The State Bar administers its revenue through several different funds, such as
the general, admissions, justice gap, and client security funds, as Table 2 shows.
For example, the State Bar deposits much of the revenue from licensing fees
into the general fund, which funds the OCTC. The State Bar also uses revenue
from examination application fees, which it deposits into its admissions fund,
to administer the bar exam in California. The State Bar uses optional fees paid
by attorneys for the legislative activities fund, which spent $282,000 in 2023 on
legislative activities.

The State Bar Administers the Attorney The State Bar’s Core

Discipline System Mission and Selected Responsibilities

The OCTC receives, reviews, and analyzes Core Mission

complaints against attorneys; investigates State law establishes that “protection of the public ... shall
allegations of unethical and unprofessional be the highest priority for the State Bar of California and the

Board of Trustees in exercising their licensing, requlatory,
and disciplinary functions. Whenever the protection of

the public is inconsistent with other interests sought to be
promoted, the protection of the public shall be paramount”

conduct against attorneys; and prosecutes
attorneys in formal disciplinary hearings for
violations of the State Bar Act or the Rules of
Professional Conduct. OCTC opens around

15,000 discipline cases each year, and some of Selected Responsibilities

these cases eventually reach the State Bar Court. + Licensure of attorneys in California.
Composed of independent professional judges, - Enforcement of the Rules of Professional Conduct
the State Bar Court adjudicates formal disciplinary for attorneys.

matters filed by the OCTC that may result in the - Discipline of attorneys who violate rules and laws.
imposition of discipline or a recommendation of - Administration of the California bar exam.
discipline to the California Supreme Court. . Advances access o justice

Promotes diversity and inclusion in the legal system

Source: State law and the State Bar’s website.
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Table 2
The State Bar Separates Its Finances Into Funds With Different Purposes

FUND DESCRIPTION

Accounts for resources that are generally available for State Bar purposes, subject to budget
priorities set by the Board.

General Fund

Accounts for fees and expenses related to administering the bar examination and other

Admissions Fund . o . . —
requirements for the admission to the practice of law in the State of California.

Grant Fund Used to account for the various grants received and special projects undertaken by the State Bar.

Maintains funds from which licensees’ clients can be reimbursed for pecuniary losses

lien rity Fun
Client Security Fund resulting from dishonest conduct on the part of their attorneys.

Supports certain programs and activities to enhance access, fairness, and diversity in the

Elimination of Bias Fun
ation of Bias Fund legal profession and elimination of bias in the practice of law.

Consists of grants administered by the State Bar’s Legal Services Trust Fund Commission to

Equal Access Fund . S . I
q provide free legal services in civil matters for indigent Californians.

Used to help close the justice gap for Californians who have a need for services by voluntary

Justice Gap Fund donations to legal aid.

Established for the protection of the public, the courts and the legal profession by providing
education, remedial, and rehabilitative programs to those licensees of the State Bar who are
in need of assistance as a result of disability related to substance abuse or mental illness.

Lawyers Assistance
Program Fund

Funds the Government Affairs Office to lobby the Legislature regarding agency policies,

Legislative Activities Fund . I L
budgetary items, and legislative priorities.

Used to expand the availability and improve the quality of existing free legal services in civil
matters to indigent persons and to initiate new programs that would provide such services.

Legal Services Trust Fund ~ Under this program, interest earned on certain client trust accounts held by California
attorneys is legally required to be forwarded to the State Bar and, after deduction of the
State Bar’s administrative costs, the remainder is to be distributed as grants.

Accounts for the certification of legal specialists in areas of family law, criminal law, taxation
Legal Specialization Fund  law, immigration and nationality law, workers’ compensation law, personal and small
business bankruptcy law, estate planning, trust and probate law, and appellate law.

Established to track future grant distribution activities from a $44.8 million bank settlement
Bank Settlement Fund grant award as a result of a settlement between the U.S. Department of Justice and
Bank of America.

Source: The State Bar's 2023 audited financial statements and the State Bar's website.

The State Bar Is Responsible for Regulating Certain Law Schools in California

The State Bar monitors certain law schools and the education they provide.

Law schools in California fall under one of the three categories: those approved

and accredited by the Council of the American Bar Association Section of Legal
Education and Admissions to the Bar (ABA-approved schools); California Accredited
Law Schools (CALS), which the State Bar accredits; and registered unaccredited

law schools (unaccredited schools). Table 3 describes the three types of law schools
and identifies the body responsible for regulating the schools in each category.

The State Bar actively oversees CALS and unaccredited schools, which we describe
later in the report and collectively refer to as California law schools. Pursuant to

state law, ABA-approved schools are not subject to the State Bar’s oversight.
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Table 3
There Are Three Types of Law Schools in California

SCHOOLTYPE REGULATOR KEY SCHOOL REQUIREMENTS EXAMPLE SCHOOLS

Abraham Lincoln University

Unaccredited The State Bar of California GBI t'ake t BT School of Law, Taft Law School,
schools law students examination. .
Western Sierra Law School
Must maintain a minimum five-year Purdue Global Law School,
CALS The State Bar of California  cumulative Bar Passage Rate of 40% San Joaquin College of Law, and
or more. St. Francis School of Law
University of California
ABA-approved The ABA Section of Legal ~ 75% of a school’s graduates who Davis School of Law,
schools Education and Admissions  sat for a bar examination must have Stanford Law School, and
to Bar (SLEAB) Council* passed within two years of graduation. University of the Pacific

McGeorge School of Law

Source: Standards and Rules of Procedure for Approval of Law Schools and Rules of the State Bar of California.
* The Section’s Council is the national accrediting body for American legal education.

Statutorily Required Audits

Business and Professions Code section 6145 requires the State Bar to contract with the
California State Auditor to conduct a performance audit of the State Bar’s operations
every two years. For this audit, we reviewed the State Bar’s financial operations,
including any cost-saving measures, its attorney discipline process and case backlog,
and its oversight of California law schools.
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The State Bar Must Continue to Achieve Cost Savings

Key Points

+ In four of the past five years, the State Bar has spent more funds from its general fund

than it has received.!

« The State Bar expects that the Legislature’s approval of an increase in the annual attorney
licensing fees for 2025 will reduce, but not eliminate, its reliance on its general fund’s

working capital balance.

+ The State Bar has implemented cost-savings measures, but the impact of its most recent
significant measures, including its efforts to reduce its workforce, remains uncertain.

Much of the State Bar’s Funds Have Restrictions on Their Use

The State Bar’s total financial net position—

the amount by which an organization’s total assets
exceed its total liabilities—was $227 million in
2023. However, there were legal restrictions on the
State Bar’s use of $220 million of those assets.
Generally, a fund’s restricted dollars can be used
only within parameters set by the associated legal
restrictions, as the text box explains. The State Bar
administers 12 funds, all of which are restricted,
except the general fund, as Table 4 shows.

For example, the Legal Services Trust Fund, which
receives revenue from the IOLTAs, experienced

a significant increase in funds from 2022 to 2023
because of higher account balances and related
interest yields. However, this revenue must be
used only for the provision of legal services to
indigent persons; it cannot be used on other State
Bar functions, such as attorney discipline. Because
revenues in the Legal Services Trust Fund have

A Fund’s Net Position
Comprises Three Components

Net Investment in Capital Assets: Consists of capital
assets, net of accumulated depreciation, amortization, and
outstanding balances of borrowings that are attributable
to the acquisition, construction, and improvement of
those assets.

Restricted: Part of the net position that is subject to internal
and external constraints imposed by grantors or by law
through constitutional provisions or enabling legislation.

Unrestricted: Part of the net position that is available for
day-to-day operations without constraints established
by debt covenants, enabling legislation, or other

legal requirements.

Source: The State Bar's 2023 audited financial statements.

recently increased, so has the amount in grant awards that the State Bar has made to legal
aid organizations. Specifically, the State Bar distributed $35 million in grant awards in 2022,
$51 million in 2023, and reported a $95 million distribution of grant awards in 2024.

Given the restrictions on the use of nearly all of its funds, the State Bar has relied on its
general fund to pay for its general operations, which it has been running at a deficit for most
of the last several years. As Table 5 shows, the State Bar’s general fund’s expenditures have

T The State Bar bases its fiscal year on the calendar year.

11
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Table 4
In 2022 and 2023, Most of the State Bar’s Funds Were Restricted and Therefore Could Not Be
Used to Fund Its General Operations

FUND COMPONENTS
Net Position as of 12/31/2022 Net Position as of 12/31/2023
NET NET
INVESTMENT TOTALNET | INVESTMENT TOTAL NET

UL TN in CapitalAssets | RESTRICTED | UNRESTRICTED | POSITION | inCapitalAssets | RESTRICTED | UNRESTRICTED | POSITION
Unrestricted
General $75,521,000 S0 (346,941,000  $28,580,000 $50,747,000 50 ($42,501,0000  $8,246,000
Restricted
Admissions S0 $3,898,000 50 $3,898,000 50 S0 (51,037,000  ($1,037,000)
Elimination of
i 0 0 (56,000) (56,000) 0 0 (13,000) (13,000)
Lawyer Assistance 0 1,335,000 0 1,335,000 0 951,000 0 951,000
Program
Legal

o 0 6,811,000 0 6,811,000 0 7,653,000 0 7,653,000
Specialization
Legislative 0 462,000 0 462,000 0 243,000 0 243,000
Activities
Bank Settlement 0 4750000 0 4,750,000 0 4,845,000 0 4,845,000
Client Security 0 7,378,000 0 7,378,000 0 8,731,000 0 8,731,000
Equal Access 0 2,923,000 0 2,923,000 0 2,683,000 0 2,683,000
Grants 0 510,000 0 510,000 0 1,282,000 0 1,282,000
Justice Gap 0 3,900,000 0 3,900,000 0 4,917,000 0 4,917,000
#fl?satherV'ces 0 53,557,000 0 53,557,000 0 188,371,000 0 188,371,000
SREZZZ::‘;" 50 $85,524,000 ($56,000)  $85,468,000 $219,676000 (1,050,000  $218,626,000

GRAND TOTAL $75,521,000 | $85,524,000 - $114,048,000 | $50,747,000 | $219,676,000 - $226,872,000

Source: The State Bar audited financial statements and auditor analysis.

Note: Values have been rounded to the nearest thousand and values expressed in parentheses indicate negative amounts. The State Bar reports its
financial activities as one consolidated enterprise fund.

* The significant increase in funds in this account from 2022 to 2023 resulted from higher account balances for lawyers' trust accounts and related
interest yields.

exceeded revenues in four of the last five years. The State Bar uses its general fund
primarily for its attorney discipline functions as well as for communication and
administration. Since the State Bar’s general fund expenditures were greater than the
fund’s revenues in 2022 and 2023, the State Bar has had to rely on the fund’s working
capital balance to continue paying for the services it provides. A fund’s working
capital balance is the fund’s current assets minus its current liabilities.?

2 The State Bar’s reserve policy seeks to maintain a working capital balance equal to about two months of operating
expenses in six of its funds, including the general fund.
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Table 5
State Bar General Fund Expenses Have Exceeded Revenues in Four of the Last Five Years

2019 2020 2021 2022 2023

Revenue* $79,996,000 $94,027,000  $105,037,000 $92,644,000 $97,247,000

Expenditures* 92,127,000 111,178,000 96,011,000 105,350,000 117,581,000

Change in
Net Position $(12,131,000)  $(17,151,000) $9,026,000 $(12,706,000)  $(20,334,000)

Source: The State Bar audited financial statements.
Note: Figures rounded to the nearest thousand.
* Includes operating, non-operating, and fund transfers.

Table 6 shows that the working capital balance for six of the restricted funds, and for
the unrestricted general fund, is falling. The general fund’s working capital balance at
the end of 2023 was nearly $34 million, which improved, according to the State Bar,
because of revenue from the sale of its San Francisco building. However, the State Bar
projects this balance to decrease by around $15 million at the end of 2024.

Table 6
The State Bar Estimates That Its Working Capital for Several Funds Will Decrease in 2024

2023 2024 PROJECTED PROJECTED
FUND WORKING CAPITAL BALANCE | WORKING CAPITAL BALANCE CHANGE FROM 2023

Unrestricted

General $33,711,000 $18,692,000 $(15,019,000)
Restricted

Admissions* 7,019,000 4,970,000 (2,049,000)
Elimination of Bias (2,000) (88,000) (86,000)
Lawyer Assistance Program 996,000 379,000 (617,000)
Legal Specialization* Added to Admissions Fund N/A N/A
Legislative Activities 243,000 45,000 (198,000)
Bank Settlement 4,848,000 2,669,000 (2,179,000)
Client Security 8,849,000 10,375,000 1,526,000
Equal Access 2,721,000 2,420,000 (301,000)
Grants 6,050,000 7,326,000 1,276,000
Justice Gap 4,917,000 5,883,000 966,000
Legal Services Trust 188,424,000 305,794,000 117,370,000

TOTAL $257,776,000 $358,465,000 $100,689,000

Source: The State Bar audited financial statements, State Bar 2024 Midyear Budget Variance Report, and auditor analysis.
Note: Dollar amounts have been rounded to the nearest thousand.

* State Bar explained that the Legal Specialization Fund was absorbed by the Admissions Fund in 2024; therefore, the 2023
Admissions Fund total and the 2024 projection above represents both funds to aid in comparison across the years.
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A continued reliance on working capital could lead the State Bar to deplete its funds,
and risk not being able to pay for its programs. We also highlighted this concern in
our April 2023 audit of the State Bar.? The State Bar explained in its 2024 request for
a licensing fee increase that its strained financial condition is caused primarily by a
lack of revenue from licensing fees and increasing costs.

The State Bar Expects Revenue From Increased Annual Licensing Fees to Reduce, but
Not Eliminate, Its Reliance on the General Fund’s Working Capital in 2025

Relatively stagnant revenue for the State Bar’s general fund, combined with persistent
and increasing costs, have led the general fund’s expenditures to consistently outpace
its revenues. The State Bar’s primary source of general fund revenues comes from
annual active and inactive attorney licensing fees, for which the Legislature sets
maximum amounts. From 2013 to 2023, the number of active attorneys in California
has increased only by approximately 10 percent, whereas the number of inactive
attorneys has increased by 43 percent, as Table 7 shows. This trend leads to less

State Bar revenue over time, given that active licensees pay far greater fees than their
inactive counterparts. Additionally, the number of inactive attorneys who do not pay
licensing fees—those age 70 or over—has increased by nearly 200 percent.

Table 7
The Number of Active Attorneys in California Did Not Increase as Much as the Number of
Inactive Attorneys

NUMBER OF NUMBER OF
LICENSEES IN LICENSEES IN PERCENT
ATTORNEY STATUS 2013 2023 INCREASE

Active 179,646 196,997 10%
Inactive, Age 70 or Older 11,406 33,456 193%
Inactive Total 49,703 71,182 43%

Source: The State Bar’s 2024 Justification for a Licensing Fee Increase report to the Legislature and auditor analysis.

Meanwhile, the State Bar’s personnel costs increased by around $9 million from
2022 to 2023, or from $87 million to $96 million. This increase in costs results from a
number of factors, including increases in OCTC staffing and union-negotiated salary
adjustments. Increases to personnel costs are notable because these costs comprise
the majority of general fund expenses.

3 The State Bar of California: It Will Need a Mandatory Licensing Fee Increase in 2024 to Support Its Operations, Report 2022-031,
April 2023.



CALIFORNIA STATE AUDITOR
Report 2024-030 | February 2025

To address its strained financial position, the State Bar proposed to the Legislature in
April 2024 to increase its active attorney licensing fee by $125 and increase its inactive
attorney licensing fee by $31, as Figure 2 shows. Our office had also previously
recommended in 2023 that the State Bar receive an increase in licensing fees.* The
Legislature ultimately approved an $88 increase in mandatory fees for active attorneys
and a $22.60 increase for inactive attorneys’ fees, effective January 1, 2025.

Figure 2
The Legislature Approved Mandatory Fee Increases for Attorneys for 2025

2024 2025

Mandatory Fees Active  Inactive Active  Inactive
Attorney Licensing® 390.00 9740 400.00 100.00
Attorney Discipline* $25.00 $25.00 $25.00 $25.00
Client Security Fund* 40.00 10.00 40.00 10.00
Lawyer Assistance Program 10.00 5.00 10.00 5.00
Additional Fees for 2025

Compliance Reviews and

Audits of Client Trust Accounts*® $5.50 $1.25
Discipline Diversion Pilot Program* 5.50 1.25
Salaries and Benefits* 52.00 14.00
San Francisco Building Lease* 15.00 3.50
Total Annual Mandatory Fees $465.00  $137.40 $553.00 $160.00

State Bar’s Actual
Requested Increase Approved Increase
Active: Inactive: Active: Inactive:
$125.00 $31.00 $88.00 $22.60

Source: State law.

Note: This figure does not list voluntary fees that attorneys may choose to also pay the State Bar, such as a $5 fee per licensee
for the State Bar’s lobbying activities, or fees that attorneys may choose not to pay, such as a $2 Elimination of Bias fee, which
the Board would deduct from an attorney’s base licensing fee.

* The Legislature sets limits on these fees which the Board cannot exceed. The Board can choose to assess fees lower than
these limits at its discretion.

4 The State Bar of California: It Will Need a Mandatory Licensing Fee Increase in 2024 to Support Its Operations, Report 2022-031,
April 2023.
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2023 General Fund Revenue
Would Have Increased by
$17 Million if New Fees Had Been Applied

General fund revenue after
2025 fee increase per licensee:

2025 Active licensee fee increase:
$82.50
2025 Half rate (half-year) active licensee fee increase:
$41.25
2025 Inactive licensee fee increase:
$21.35
Number of active licensees in 2023:
200,920
Number of active licensees admitted to the State Bar after
June 1st 2023 who pay half rate (half-year):
1,442
Number of inactive licensees:
37,008

[(82.50%200,920)+(41.25%1,442)+(21.35*37,008)]*0.9831 =
$17,131,012

Source: State Bar licensee data and state law.

Note: The calculation above also assumes the 2025 attorney
licensing fee collection rate to be the same as it was in 2023,
specifically a rate of 98.31 percent.

We estimate that if the increased fees had been
applied to 2023 attorney licensees, 2023 general
fund revenue would have increased by about

$17 million, as the text box shows. We performed
this analysis to estimate the impact these fee
increases may have using the most up to date
financial information available. Although additional
revenue should help alleviate some of the general
fund deficit, the State Bar’s chief financial officer
does not expect the increase to eliminate the

State Bar’s need to spend from the general fund’s
working capital balance in 2025. However, the

State Bar’s cost-savings measures, which we discuss
further in the next section, could help reduce
expenses, which could alleviate the State Bar’s
reliance on the general fund’s working capital.

The State Bar Has Implemented Effective
Cost-Savings Measures, but the Impact of
Two Major Measures Remains Uncertain

In addition to requesting more revenue from the
Legislature, the State Bar has pursued various
cost-savings measures to help reduce its expenses.
Some of these measures have yielded savings.

For example, in both 2023 and 2024, as Tables 8
and 9 respectively describe, the State Bar reduced
its costs associated with staff travel and State Bar

meetings, compared to similar costs from 2019, before the onset of the COVID-19
pandemic. Also, the State Bar sold its San Francisco headquarters building for

$54 million and leased back some of the space in November 2023. The State Bar
engaged the services of two real estate consulting agencies to evaluate the potential
sale within the context of the San Francisco commercial real estate market. The
consultants recommended that the State Bar accept the $54 million offer and sell its
building especially given the unwise choice to continue to hold on to the building
as an investment in a failing market, and the sale’s potential to generate a profit and
positive cash flow. One consultant also recommended the sale because the State
Bar did not have the funds to make the capital expenditures necessary to keep the
building both functional and competitive in the marketplace. Therefore, after the
State Bar paid its fees and outstanding debts related to the building, the influx of
sale revenue allowed the State Bar to bolster its general fund’s working capital in
2023 by approximately $30 million, which it expects to use for 2024 general fund

functions. Selling its San Francisco building also means that the State Bar is no longer
responsible for maintaining the building, the cost of which was growing. In 2023 the
State Bar estimated that the necessary capital improvements to the building would
cost approximately $12 to $15 million by 2034. By selling the building, the State Bar is
no longer financially responsible to make all these capital improvements.



Table 8

The State Bar Implemented Cost-Savings Measures in 2023, All of Which Impact the General Fund

ACTUAL AMOUNT SAVED
DESCRIPTION STATUS Or State Bar Projections*®

MEASURE

Reduced travel and
meeting costs

Reduction in temporary
help expenses

3-month hiring freeze

Budgeted a 15%
vacancy rate (goal)

Sale of the State Bar’s
San Francisco Building

The State Bar has restricted staff travel and in-person
meetings since the onset of the COVID-19 pandemic.

The State Bar has restricted the use of temporary help for
its operations.

In 2023, the State Bar budgeted a three-month hiring freeze
for all vacant staff positions.

During the 2023 budgeting process, the State Bar budgeted
its personnel costs assuming a staff vacancy rate of 15%.

In November 2023, the State Bar sold its San Francisco
headquarters for $54 million.

Implemented

Implemented

Implemented

Implemented

But unable to be reached.

The State Bar has had a stable
vacancy rate of around 8% from

2020t0 2024.

Implemented
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$635,000
(Savings specific to 2023)

$2,314,000
(Savings specific to 2023)

$713,000
(Savings specific to 2023)

No savings realized.

The State Bar estimates it would have
needed to spend $12 to $15 million

in capital improvements and

around 525 million in tenant space
improvements had the State Bar
continued to own the building.

Source: Auditor analysis, the State Bar's internal financial records, and State Bar human resources information.

Note: Values rounded to the nearest thousand.

* Textin green represent State Bar projections.

Table 9

The State Bar Implemented Cost-Savings Measures in 2024

MEASURE

Reduced travel and
meeting costs

Modified California
Bar Examination
(bar exam)

Reduction in workforce

Administered bar exam
in facilities owned

or operated by the
State Bar, deploying
State Bar staff as
volunteer proctors

Reduction in
building space use
in San Francisco and
Los Angeles

The State Bar has restricted staff travel and in-person
meetings since the onset of the COVID-19 pandemic.
This measure impacts the general fund.

In 2024 the Supreme Court of California approved the
State Bar’s proposal to design and administer a modified

California bar exam. This measure impacts the admissions fund.

In October 2024, the State Bar announced this measure,
which aims to induce around 50 voluntary staff resignations
in exchange for certain benefits to help the State Bar reach
the Legislature’s mandated vacancy rate goal. This measure
impacts the general fund.

The State Bar utilized several different venues to administer
the twice yearly bar exam. In 2024 the State Bar attempted
to reduce costs associated with these venues by using
State Bar owned or operated facilities and asking State Bar
staff to be volunteer exam proctors. This measure impacts
the admissions fund.

The State Bar leases building space in San Francisco and
Los Angeles for its operations. In 2024 and 2025, it plans to
reduce the square footage it uses in both cities to reduce
leasing costs. This measure impacts the general fund.

DESCRIPTION STATUS

Implemented

In Progress

Final implementation
planned for 2025.

In Progress

Final implementation
planned for 2025.

Implemented

San Francisco: Implemented

In November 2024.

Los Angeles: In Progress

Final implementation
planned for 2025.

AUDITOR CALCULATED PROJECTIONS

Or State Bar Projections*

$35,000
(Savings specific to 2024)

About $4 million saved yearly

About $10 million in 2026

$357,000

(Savings specific to the February 2024
administration of the bar exam)

San Francisco:

$1,700,000 by end of year 2025

$144,000 per month
Los Angeles:

At least $63,000 by end of year 2025

515,000 per month

Source: Auditor analysis; the State Bar’s financial records, Board meeting documentation, Committee of Bar Examiners meeting documentation, State Bar licensing

fee request, State Bar human resources documentation, and real estate records.

Note: Values rounded to the nearest thousand.

* Textin green present State Bar projections.
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However, the State Bar has yet to realize the full impact of two other significant
cost-saving measures: one to reduce staff costs and one to reduce the cost of
administering the California Bar Examination (bar exam). The State Bar is
implementing an initiative to reduce the number of staft it employs through a
reduction in workforce. Personnel costs were the State Bar’s largest general fund
expense in 2023, as Figure 3 shows. In 2024 the Legislature required that the

State Bar, which had an 8 percent staff vacancy rate in 2024, seek to achieve a

15 percent vacancy rate by April 2027. However, state law prohibits the State Bar
from terminating employees solely for the purpose of meeting the target vacancy
rate. Therefore, to respond to the Legislature’s mandated goal, the State Bar began
to implement a reduction-in-workforce measure in the fall of 2024. This measure
provides incentives to persuade staff to separate voluntarily from the State Bar

in exchange for certain benefits, such as 20 weeks’ severance pay and a potential
two years of additional CalPERS service credit applied to an individual’s pension.
The measure intends to reduce the State Bar’s staffing by around 50 full-time
equivalent (FTE) positions, leading to potential savings in the millions. However,
the exact number of FTEs is still unknown and therefore, so is the amount that the
State Bar may save. Ultimately, the State Bar’s chief financial officer expects to start
realizing cost-savings from the reduction-in-workforce measure in 2026.

Figure 3
The State Bar General Fund’s Largest Expense in 2023 Was Personnel Costs

$647,000 1%

Other Expenses

$700,000 70
Supplies 1/

o
Equment 4/ \

$7.520,000

) )
Building Operations 6/) \/

0% $4067,000

Transfers Out

2023

Expenses
$116,441,000

$9,397,000 8%

Services

80% $92,600,000

Personnel Costs

Source: State Bar’s 2023 financial records.
Note: Dollar amounts rounded to the nearest thousand.
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Most cost-savings in Tables 8 and 9 impact the general fund, but another large
measure is associated only with the State Bar’s admissions fund. The admissions
fund accounts for fees and expenses related to administering the bar exam and
other requirements for the admission to the practice of law. In 2023 the admissions
fund faced a deficit, and the State Bar used the fund’s working capital to pay for
operations. The State Bar projects needing to use its admissions fund’s working
capital again in 2024, similar to its use of the general fund’s working capital.

To address this admissions fund deficit, the State Bar proposed, and the Supreme
Court approved, modifications to the bar exam. Previously, the State Bar had used
the Multistate Bar Examination (MBE), purchased from the National Conference
of Bar Examiners (NCBE), which required that the State Bar administer the MBE
in State Bar-run facilities. This necessitated the State Bar’s procuring and renting
of large testing locations, such as the Oakland Convention Center, for the exam.
Starting with the February 2025 Bar Exam administration, the State Bar will replace
the MBE with questions that another vendor developed for the State Bar and
administer the exam remotely or in person. Early in 2024, the State Bar projected
that this shift in the administration of the bar exam would save approximately

$2 million per exam administration. However, as of January 2025, the State Bar has
not yet finalized all of its contracts for its modified bar exam, and therefore the exact
potential savings from this measure remain unknown.

The State Bar projects the modifications to the bar exam and the reduction in the
number of staff to save millions of dollars. However, the total impact of the measures
is unknown until they have been fully implemented. Nevertheless, it appears that
the State Bar will need to rely not only on all of its cost-savings efforts but also on
the projected increased revenue from attorney licensing fees to reduce or prevent its
continued use of its general and admissions funds’ working capital. If the State Bar
continues to rely on these diminishing funds and consequently remains in a strained
financial position, the State Bar risks imperiling its mission of regulating attorney
education and conduct, creating greater access to the legal system, and ensuring the
ethical and competent practice of law.
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The State Bar Has a Growing Backlog of
Attorney Discipline Cases

Key Points

+ In 2021 the Legislature tasked the State Bar with submitting for legislative
consideration new timeliness standards for processing cases, which the
State Bar has done; however, the State Bar has not yet been able to meet its
proposed standards.

+ The percentage of open cases in OCTC’s case backlog increased from 30 percent
in 2021 to 36 percent in 2023 because of lengthy case processing times.

« Several new policy changes, including a pilot case diversion program (pilot
diversion program) and expedited procedures, have reduced case processing
times for cases closed in 2024 and may improve OCTC’s timely processing of
cases going forward.

The State Bar Has Proposed New Standards for Case Processing Times

As we mention in the Introduction, the State Bar is responsible for public protection
by regulating the profession and practice of law, enforcing rules of professional
conduct for attorneys, and disciplining attorneys who violate rules and laws. OCTC
receives, reviews, and analyzes complaints against attorneys; investigates allegations of
attorneys’ unethical and unprofessional conduct; and prosecutes attorneys in formal
disciplinary hearings for violations of the State Bar Act or the Rules of Professional
Conduct. As Figure 4 shows, cases can be resolved during the case processing stages
of intake, investigation, or charging. Each of these stages may contain backlogs of
cases with processing times lengthier than the State Bar’s intended case processing
time for that stage. We audited this case backlog in a 2021 report, and we discuss the
impact of our previous audits specifically later in this report.

In 2021 the Legislature mandated that the State Bar create standards for timeliness

that reflect the goal of resolving attorney discipline cases in a timely, effective, and
efficient manner and having small backlogs of attorney discipline cases. The State Bar
subsequently proposed standards in 2022, but the State Bar noted that the Legislature
has not yet codified these standards into law and the State Bar’s Board of Trustees has
not formally adopted these standards. However the State Bar still strives to meet them.
According to the State Bar, it did not intend the proposed standards to reflect timelines
the State Bar was able to meet with its then-current staffing, but rather intended the
standards to reflect the timelines that industry best practices recommend.

5 The State Bar of California: It Is Not Effectively Managing Its System for Investigating and Disciplining Attorneys Who Abuse the
Public Trust, Report 2020-030, April 2021.
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Figure 4
The OCTC May Have Delays During Various Stages of Case Processing

Complaint closed if it does not indicate misconduct.

Post-Filing Stage
Cases can be closed, settled, or decided by
ajudge and may include disciplinary action.
Complaint Intake Investigation ||  Charging Formal charges filedin [ ~ State Bar Court State Bar Court California
Filed Stage Stage Stage State Bar Court hearing or trial review or appeal Supreme Court

L Staff prepare a complaint to be filled in the State Bar Court.

Staff conduct an investigation to determine whether there is clear and convincing evidence to
support the allegation of professional misconduct.

— Staff conduct a preliminary legal review to determine whether the alleged misconduct constitutes an
actionable violation of professional conduct.

Source: The State Bar's Investigative Procedures Manual, the State Bar’s chief trial counsel, and the State Bar’s website.

As Figure 5 shows, there are six proposed timeliness standards, depending on the
stage of case processing and the type of case. OCTC considers cases complex if they
involve multiple charges arising from multiple events, a large number of documents,
or a lengthy investigation. Further, OCTC categorizes cases as high-risk if the
attorney is alleged to have caused substantial harm or posed a risk of substantial
harm, or if the attorney is the subject of multiple pending complaints that indicate
the attorney may continue to engage in further misconduct. Accordingly, cases in the
investigation stage of processing can be low-risk, noncomplex; high-risk, noncomplex;
low-risk, complex; and high-risk, complex.

Figure 5
The State Bar Has Proposed Case Processing Timeliness Standards That Depend on the Case’s
Stage and Type

Investigation

Charging
300 Days

High Risk, Noncomplex High Risk, Complex

120 Days 180 Days

Low Risk, Noncomplex Low Risk, Complex

150 Days 210 Days

Source: OCTC Case Processing Standards Proposal.
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OCTC'’s Case Processing Times Have Increased, and It Cannot Meet the Proposed
Standards with Its Current Staff Size

OCTC'’s average case processing times remain higher than the proposed standards,
leaving some complaints of alleged attorney misconduct unresolved for longer
than OCTC considers best practice. Tables 10 and 11 show average case processing
times for cases OCTC closed in 2021 and 2023, compared to the standards that
OCTC proposed in 2022. We reviewed cases before and after the standards were
proposed, and found that the average case age in 2021 was within the proposed
standards for two of six case types but that none of the case ages were within the
proposed standards for any case types in 2023. For cases requiring investigation, the
investigation stage of case processing was the longest in both years. Although OCTC
currently has 97 percent of its positions filled and the office itself comprises nearly
half of the State Bar’s staff, it still reports lengthy case processing times. According
to the State Bar, OCTC has not been able to meet the proposed standards because
it needs additional staff. To determine the number of staff positions it would need
to meet the standards and reduce backlogs, OCTC compiled a workforce analysis
in April 2024. The analysis determined that the office would need $9.6 million

over three years to fund an additional 57 FTE positions to meet the standards.

The additional staff would help reduce high caseloads, allowing the current staff to
process cases in the backlog and efficiently process incoming cases. When asked
whether staff from other divisions within the State Bar might be reassigned to
OCTC, the chief trial counsel explained that staff not qualified to process discipline
cases would be ill-suited to the task.

Table 10
The State Bar Closed Two Case Types Within the Proposed Timeliness Standards in 2021

INTAKE INVESTIGATION ~ CHARGING
STAGE STAGE STAGE
TOTAL STANDARD | PERCENT
NUMBER | PERCENTAGE OF | AVERAGE DAYS | AVERAGEDAYS IN | AVERAGE DAYS | PROCESSING | OF DAYS PER OVER

CASETYPE OFCASES | TOTALCASES IN INTAKE INVESTIGATION | INCHARGING (DAYS) CASETYPE | STANDARD
Intake 8,565 62% 23 — — 23 30 -23%
High Risk 432 3% 23 93 — 116 120 -3%
Noncomplex
Low Risk 2,165 16% 24 154 - 178 150 19%
Noncomplex
High Risk 345 2% 25 193 — 218 180 21%
Complex
Low Risk 1,811 13% 30 313 — 343 210 63%
Complex
Charging 512 4% 32 397 149 578 300 93%

Source: OCTC Case Processing Data.
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Table 11
No Case Types Closed Within the Proposed Timeliness Standards in 2023

INTAKE INVESTIGATION  CHARGING
STAGE STAGE STAGE
TOTAL STANDARD | PERCENT
NUMBER | PERCENTAGEOF | AVERAGE DAYS | AVERAGEDAYSIN | AVERAGE DAYS | PROCESSING | OF DAYS PER OVER

CASETYPE OFCASES | TOTALCASES IN INTAKE INVESTIGATION | INCHARGING (DAYS) CASETYPE | STANDARD
Intake 8,349 60% 34 — — 34 30 13%
High Risk 512 4% 30 101 — 131 120 9%
Noncomplex
Low Risk 2,403 17% 33 134 - 167 150 1%
Noncomplex
High Risk 428 3% 31 192 — 223 180 24%
Complex
Low Risk 1,768 13% 34 251 — 285 210 36%
Complex
Charging 417 3% 29 406 183 618 300 106%

Source: OCTC Case Processing Data.

The Legislature denied OCTC'’s 2024 request to increase attorney licensing fees

in 2025 by $15.25 so that OCTC could hire additional discipline staff to meet case
processing standards, but the Legislature elected to expand the State Bar’s pilot
diversion program, which we discuss later in the report. In addition, the legislative
goal of a 15 percent vacancy rate that the State Bar seeks to achieve implies that
either OCTC will have to decrease its workforce or the State Bar will need higher
vacancy rates in other divisions to compensate for OCTC’s staff size. With an even
smaller staff size, OCTC will likely have additional difficulty meeting case processing
standards and therefore will not be able to resolve complaints of alleged attorney
misconduct in a timely manner.

The Number of Cases in OCTC’s Backlog Has Grown Since 2021

Lengthy case processing times lead to backlogs of open cases. The State Bar also
proposed backlog standards in 2022: it proposed that no more than 10 percent

of cases should be in backlog. Under the proposed backlog standards, a case is
considered in backlog if it is at 150 percent of the proposed standard case processing
time by case type and processing stage. Table 12 shows that the percentage of the
cases pending in backlog is increasing. At the end of 2023, almost 36 percent of the
total pending cases were in backlog, increasing by 6 percentage points from the end
of 2022. An increasing backlog may delay resolution for some cases and, to the extent
those cases endanger the public, weaken public protection.
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Table 12
The Percentage of Open Cases That Are Backlogged Increased From 2021 Through 2023

DECEMBER DECEMBER DECEMBER PERCENT
2021 2022 2023 INCREASE

Total open cases 3,908 5,017 6,930 77%
Open cases in backlog 1,154 1,509 2,487 116%
Percentage open cases in backlog 30% 30% 36% N/A

Source: OCTC case processing data.

Our review found that cases may become backlogged for a variety of reasons.

Some cases faced long delays because the State Bar attorney responsible for the case
was reassigned and the newly assigned attorney was occupied with other cases. Some
cases simply take a long time to investigate because of the need for more in-depth
collection of evidence, such as subpoenas or requests for bank statements. Finally,
some cases appeared to remain in the backlog for a long time because OCTC received
new evidence and reopened the case months or years after the case originally closed.

Although the Backlog Is Increasing, Three Recent Changes to OCTC's Discipline Process
Have Improved Case Processing Times

In July 2023, OCTC implemented a reorganization in which investigation and trial
teams are specialized and assigned to a case according to the case’s complexity or its
stage in case processing. Before this reorganization, a single attorney team in OCTC
generally followed a case throughout its processing. Currently, however, intake

staft will assign cases to vertical or horizontal teams. A horizontal team assumes
responsibility for a case’s investigation, and then a separate trial team takes over if the
case proceeds to court. A vertical team assumes responsibility for the case’s entire
processing, from investigation through closing or trial. Vertical teams take cases that
could be harmed if new staff takes over; these are cases that involve significantly
complex legal issues or those in a series of cases that should be consolidated.

A second change in the way OCTC processes cases occurred in January 2024,
when OCTC adopted a policy that its procedures for expedited investigation would
become standard for most cases. For example, OCTC procedures no longer require
an interview from the complaining witness unless staft agree that the interview

is necessary. The new procedures also allow staft to send letters to complaint
respondents by email instead of by physical mail. The removal of some previously
standard procedural steps enables OCTC to create more efficient and effective
investigation case processing stages.

Finally, the pilot diversion program implemented in October 2023 diverts certain
cases to resources other than the attorney discipline system. The program targets
cases against attorneys facing alleged, isolated instances of misconduct and who
do not appear to present a significant risk of harm to the public. Attorneys whose
alleged misconduct includes significant harm to the client, the public, or the
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administration of justice are not eligible for the pilot diversion program. Complaints
that may be appropriate for the program include those against attorneys who failed to
return files to clients or failed to disclose contflicts of interest without any evidence of
client harm, as well as other instances of minor alleged misconduct. In most diverted
cases, the respondents receive a letter specifying the conditions of the diversion.

The attorney must sign the letter, accepting these conditions and acknowledging

that failure to comply with the conditions will result in further investigation and
charging. Staft monitor each diverted complaint to confirm that the attorney has

met the diversion conditions. For example, OCTC intake staff may receive a case
alleging that an attorney failed to comply with a minor court order. Intake staff would
divert the case by sending the attorney a letter stating that the attorney must comply
with the order and complete an educational course regarding court orders and the
consequences of failure to comply. If the attorney completes the diversion conditions,
the case would resolve without need for further investigation or disciplinary action.
In the 2024 fee bill, the Legislature approved a $5.50 fee increase for active licensees
to permanently fund the pilot diversion program. According to OCTC'’s chief trial
counsel, in early 2025 OCTC hopes to expand the eligibility of its diversion program,
which may lead to more efficient closure of cases involving isolated misconduct.

To evaluate these three changes’ effect on case processing times, we compared

the durations of cases opened before and after their implementation. Table 13

shows that cases opened after the adoption of the new policies close faster than
cases opened before that time. For example, cases that OCTC closed after it
implemented the new expedited investigation procedures were resolved during the
investigation stage in only 81 days, yet a sample of cases opened before 2024 that
OCTC resolved during the investigation stage had an average case age of 241 days.
Further, OCTC closed cases during the charging stage in an average of 167 days after
the team reorganization in July 2023, yet the average processing time of a sample

of cases similarly resolved during the charging stage but opened before July 2023
was 581 days. Thus, OCTC resolved cases after July 2023 that it closed during the
charging stage an average of almost 3.5 times faster than cases it opened before

July 2023. Finally, Table 13 shows that for cases resolved during the investigation
stage, OCTC closed diverted cases in an average of 124 days, half the processing time
of the average of a sample of case before October 2023.

The implementation of the pilot diversion program may have slightly increased
the average length of the intake stage because the program requires intake staft to
monitor the diverted cases. However, all three changes decreased case processing
times, indicating that processing times may decrease for cases closed in 2024 and
that OCTC could make progress in meeting its case processing standards. These
improvements may allow the State Bar to become a more effective regulator of
attorney misconduct in the coming years.
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Table 13
OCTC's New Procedures Are Effectively Reducing Case Processing Times

CASE TYPE AGES BEFORE AND AFTER EXPEDITED PROCEDURES (in days)

INTAKE STANDARD | INVESTIGATION | STANDARD* | CHARGING | STANDARD

32 30 241 180 559 300

Average age of random selection of
6,000 cases opened pre-2024

Average age of 6,000 cases opened
after expedited procedures 20 30 81 180 84 300
implemented in January 2024

CASE TYPE AGES BEFORE AND AFTER REORGANIZATION (in days)

INTAKE STANDARD | INVESTIGATION | STANDARD* | CHARGING | STANDARD

Average age of random selection of

9,000 cases opened pre-July 2023 32 30 246 180 281 300
Average age of 7,500 cases opened
after reorganization implemented 28 30 129 180 167 300

in July 2023

CASE TYPE AGES BEFORE AND AFTER DIVERSION (in days)

INTAKE STANDARD | INVESTIGATION | STANDARD* m STANDARD

39 30 246 180 559 300

Average age of random selection of
70 cases opened pre-October 2023

Average age of 115 cases opened
after diversion implemented 40 30 124 180 74 300
post-October 2023

Source: OCTC Case Processing Data.

Note: We compared all cases opened after the State Bar implemented its new procedures to a random sample of an equal
number of cases that were opened before it implemented the new procedures. Cases opened after multiple changes have
been implemented may be cumulatively affected by new policies. Days have been rounded to nearest whole number.

* There is no official proposed standard for investigation cases at the aggregate level. OCTC uses an internal standard of
180 days, derived from the four proposed standards for investigation cases, to monitor and evaluate its day-to-day case
processing benchmarks.

The chief trial counsel for OCTC reported that OCTC plans to evaluate its changes
to determine the efficacy of its discipline process before it considers making new
requests to the Legislature. He stated that OCTC made a large series of changes,
both to its organization and to its procedures, and is anticipating reductions in staff.
Therefore, OCTC needs time to evaluate how effective and efficient these changes
are before considering making such legislative proposals such as suggesting different
case processing standards. Further, it is too soon to evaluate recidivism rates for
attorneys affected by these changes. For example, in 2027 the State Bar expects to
compile and submit a report on the expanded diversion program that the Legislature
requested; the report will analyze the number of attorneys who have entered the
expanded diversion program, their rate of re-offense, and the total reduction in
caseload for the OCTC resulting from the program. Further, a Legislative assembly
committee noted that although it rejected the State Bar’s request for additional staff
for OCTC in 2024, it may reexamine the request in future years, depending on the
expanded diversion program’s effects on OCTC’s workload and staffing needs.
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Enroliment and Racial Diversity Have Increased
in California Law Schools, but the State Bar’s Fees
for Oversight of These Schools Lack Support

Key Points

+ Although some schools have closed, overall enrollment at California Accredited
Law Schools (CALS) and registered law schools that are unaccredited
(unaccredited schools) in California—collectively referred to as California law
schools—has increased, and so has the percentage of students of color.

« State law does not require the State Bar to provide resources to assist California
law schools in accreditation and registration, and consequently the State Bar
does not provide such resources. We spoke with deans and administrators at
California law schools and found that schools generally had low interest in the
State Bar providing these additional resources.

« The State Bar increased some of its oversight fees for law schools; however, it
was unable to clearly explain the methodology it used for these changes.

The State Bar Regulates Two Types of Law Schools Located in California

As the Introduction explains, three types of law schools operate in California:
unaccredited law schools registered with the State Bar; CALS, which are accredited
by the State Bar’s Committee of Bar Examiners; and law schools approved and
accredited by the American Bar Association (ABA-approved schools).® Eligibility to
practice law in California requires satisfying several listed conditions, including
meeting minimum educational requirements and passing the California State bar
exam. The minimum educational requirements can be met in several ways, including
by acquiring a juris doctor (J.D.) degree or a bachelor of laws (LL.B.) degree, or by
studying law for at least four years in a law school. Our review focuses on the two
types of schools that the State Bar regulates: unaccredited schools and CALS. As part
of its regulatory responsibility, the State Bar requires that California law school
students receive a requisite number of hours of instruction and schools maintain a
sound program of legal education. Table 14 shows the number of schools in each type
and the number of students enrolled in 2023.

6 The accrediting body of ABA-approved schools is the American Bar Association’s (ABA) Section of Legal Education and
Admissions to the Bar (SLEAB).The accrediting body in the State Bar is the Committee of Bar Examiners.
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Table 14
Forty-Seven Law Schools in California Enrolled 17,162 Students in 2023

AVERAGE BAR EXAM
NUMBER OF AVERAGE PASSAGE RATE
NUMBEROF | ENROLLED TOTAL COST OF OnaStudent’s
SCHOOLTYPE SCHOOLS STUDENTS ATTENDANCE First Attempt (July)

Unaccredited

13 628 $44,945 18%
schools
CALS 16 4,556 74,396 33%
ABA-approved 18 11,978 174,233* 76%

schools

Source: State Bar 2023 Performance Report and data obtained by the State Bar from law schools and the ABA.
*This is the average cost of attendance as of 2022.

Although Some Small Schools Have Closed, Law School Enroliment and the Percentage
of Students of Color Have Increased From 2013 Through 2023

Enrollment numbers have increased at California law schools.” Specifically, total
California law school student enrollment at unaccredited schools and CALS has
increased from 4,580 students in 2013 to 5,184 students in 2023—a growth of

13 percent. We noted that CALS student enrollment has increased by 112 percent
from 2013 through 2023, growing from 2,147 students to 4,556. Conversely, enrollment
in unaccredited schools decreased from 2013 to 2023, from 2,433 students to

628 students—a decline of 74 percent. The decrease can be attributed in part to the
transition of three formerly unaccredited schools to CALS.

Further, the overall law school student population in California has become more
racially diverse, with CALS and unaccredited schools comprising a larger percentage
of students of color than ABA-approved schools. From 2013 through 2023, the
percentage of students of color increased in each type of law school, as Table 15 shows.
For example, in 2013, students of color made up 41 percent of all students enrolled in
CALS. In 2023 students of color comprised 57 percent of all students enrolled in CALS.

7 We were asked to review the State Bar’s policies to promote the enrollment of students from demographically and
socioeconomically diverse backgrounds and review how this student population has changed. However, State Bar does not
have historical socioeconomic data on California law students and has limited historical demographic information. Thus,
our discussion in this section focuses solely on general enrollment and associated racial diversity. The State Bar is piloting
expanded data collection in its post-exam surveys and is exploring adding similar data collection for its law school students.
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Table 15
California Law Student Demographics Show Increased Diversity From 2013 Through 2023

UNACCREDITED CALS ABA APPROVED
RACE

Asian and/or Pacific

1% +4% 13% 1% -2% 16% 15% -1%

Islander
Black or

. . 13% 17% +4% 7% 15% +8% 4% 5% +1%
African American
Hispanic or Latino 9% 19% +10% 21% 27% +6% 14% 20% +6%
White 35% 39% +4% 50% 36% -14% 53% 46% -7%
Other or 36% 12% | -24% 9% 7% -2% 7% 3% -4%
Unknown Race
Two or More Races’ — 2% — — 4% — 4% 7% +3%
Non-Resident’ — — — — — — 2% 4% +2%
Students of
Color Total

+20% +16% +9%

(Does not include “other
or unknown race.”)

Source: Auditor analysis, data that the State Bar obtained from law schools in California, and ABA demographic data.
* The 2013 unaccredited school demographic data had a large percentage of “Other or Unknown Race," affecting the totals.

" Available 2013 unaccredited school demographic data and CALS demographic data did not include a “Two or More Races”

category and all unaccredited school data and CALS data did not include a“Non-Resident” category.

School closures did not affect the overall population of students enrolled in California
law schools. We noted that 19 California law schools closed from 2013 through

2023.% Of these schools, 18 were unaccredited and one was a CALS. The 19 schools
that closed had a combined student enrollment of 293 students in their last year of
operation or available data, with an average school size of 18 students. For perspective,
the total number of students in all unaccredited and CALS schools in 2023 was 5,184.
Further, 13 of the 19 schools that closed did so voluntarily. The schools cited various
reasons for their closures, such as low enrollment, COVID-19 pandemic-related
challenges, and a change in ownership. The six schools that closed involuntarily lost
registration because of noncompliance with various State Bar rules and guidelines.
These include requirements pertaining to deans and faculty, such as having faculty
that devote adequate time to administration, instruction, and student counseling. In
addition, we reviewed schools that lost accreditation from 2013 through 2023 and
found that four CALS lost accreditation. These schools lost accreditation primarily
because of non-compliance with State Bar rules and guidelines for CALS, such as the
requirement to maintain minimum bar passage rates. These schools are still operating
as unaccredited law schools; therefore, their students continue to be a part of the
overall population of students enrolled in California law schools.

8 Whittier Law School, an ABA-approved school, also closed in 2020; however, our analysis focused on schools that the
State Bar regulates.
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The State Bar Is Not Required to Provide Resources to Schools to Aid in Accreditation or
Increase Student Diversity, and Schools Say They Do Not Need Resources

As part of our review, we assessed whether the State Bar dedicates sufficient
resources to assist law schools with accreditation and with enrolling students with
diverse backgrounds. State law requires the State Bar to approve, regulate, and
oversee degree-granting California law schools, but it does not prescribe that the
State Bar create or distribute resources to assist schools seeking accreditation.
Further, there is no requirement that the State Bar should directly promote
enrollment of students to California law schools. We reviewed the various forms

of support that the State Bar provided to schools, such as inspection preparation
materials and templates that schools can use to prepare the reports they must submit
annually to the State Bar. We found that although these materials can assist schools
in complying with State Bar rules and guidelines, the materials do not help schools
acquire State Bar accreditation. Further, although the State Bar requires CALS to
create and maintain diversity, equity, and inclusion (DEI) policies, the director of
the State Bar’s Office of Admissions (admissions office) stated that the State Bar

has not created resources to aid schools in obtaining accreditation or increasing
diverse student enrollment because it has not identified a need for such resources.
She explained that by offering alternative legal pathways the State Bar attracts
diverse applicants. Further, she added that the admissions office created its rules and
guidelines with DEI as a guiding principle.

Law schools generally told us they did not need additional assistance from the

State Bar. We spoke with 20 current and two former deans and administrators of
California law schools. Representatives of only three of the 22 schools we contacted
said they wanted the State Bar to provide resources to help the schools comply with
the State Bar’s rules and guidelines. Only four of the 22 schools found it difficult to
comply with the State Bar’s rules, citing frequent changes to reporting templates,
rules for distance learning, and general interpretations of the rules and guidelines.
Only one of the schools we spoke with expressed interest in the State Bar providing
resources to encourage diverse law student enrollment. Finally, five deans at both
unaccredited schools and CALS said they would like more information regarding the
State Bar’s rules and use of school oversight fees. We discuss fee setting further in the
next section.

The State Bar Lacked a Clear Rationale for Increasing Its Fees for Overseeing California
Law Schools

The State Bar assesses and sets fees for California law schools to fund services
associated with its responsibility to regulate those schools. These services include
accreditation, registration, and inspection, collectively referred to as oversight.

For example, the State Bar requires California law schools to submit an annual
report that details their compliance with certain laws and State Bar rules and
regulations. The State Bar charges each of the law schools a fee that is due at the time
of report submission (annual fee). Generally, fees related to oversight help fund the
personnel costs of staff in the State Bar’s Admissions Office or external consultants
who perform oversight work. In 2023 nearly 60 percent of the State Bar’s oversight
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expenses were for personnel costs, which funded two full-time State Bar employees,
and about 40 percent were for indirect costs, which are costs associated with items
such as information technology and facilities.

In recent years, the State Bar’s expenses for law school oversight have been much
greater than its revenue from the fees it charges for the related work, so the State Bar
increased some of those fees for the first time since 2018. For example, as we show
in Table 16, the State Bar’s expenses for law school oversight in 2023 were nearly
$320,000 greater than its revenue. To address this fiscal imbalance, the State Bar’s
Board of Trustees (Board) approved oversight fee increases and changes to the fee
structures for unaccredited law schools in 2023. The Board separately approved fee
increases and fee structure changes for CALS in 2024.

Table 16
The State Bar Expects Its Law School Oversight Revenue and Expenses to Increase in 2024

REVENUE M DIFFERENCE/DEFICIT

2022 $226,009 $584,629 (358,620)
2023 218,190 537,963 (319,773)
2024 (Projected) 466,415 885,000 (418,585)

Source: The State Bar’s internal financial records and auditor analysis.
Note: Dollar amounts rounded to the nearest whole dollar.

These fee amounts for law schools differ according to the school’s accreditation
status and the size of its student body. The State Bar calculates its annual fee amount
for a CALS by the number of students enrolled in the school, whereas the State Bar
imposes a flat fee on an unaccredited school of $5,000, $7,500, or $10,000, depending
on the size of the school’s student body. Further, schools pay an inspection fee in the
year they undergo an inspection.® For CALS, the inspection fee is an initial deposit
of $37,500.° For unaccredited schools, the State Bar bases its inspection fee on
student body size. Table 17 provides some examples of these fees and their recent
changes. We expected the State Bar to have performed an analysis of the actual cost
of each service it provides and to have assessed the related fee accordingly so that it
could explain its disparate fees and align with financial best practices. Specifically,
the Government Finance Officers Association (GFOA) recommends that when
government entities set fees, they should calculate the full cost of providing a service
in order to provide a basis for setting the charge or fee.

9 Each CALS is subject to inspection at least once every five to seven years, and each unaccredited school must be inspected
at least once every five years.

10 The State Bar’s total inspection fee may be more or less than the $37, 500 depending on the State Bar’s actual time and
expenses incurred.

33



34 CALIFORNIA STATE AUDITOR
February 2025 | Report 2024-030

Table 17
State Bar Oversight Fees Increased and Differ by Accreditation Status and Student Body Size

2018 2023 AND 2024
FEE AMOUNTS FEE AMOUNTS
STUDENTS
ANNUAL FEE | INSPECTION* INSPECTION' | ENROLLED®
Examples of Unaccredited Schools*
Taft Law School $1,090 $9,000 $7,500 $30,000 93
California Desert Trial Academy College 1,090 9,000 7500 30,000 3
of Law
Western Sierra Law School 725 6,925 5,000 22,500 17
Examples of CALS**
Trinity Law School 2,170 22,000 23,934 37,500 396
Empire College School of Law 2,170 22,000 2,901 37,500 48
JFK School of Law at National University 2,170 22,000 6,225 37,500 103

Source: The State Bar’s accounting records, the State Bar’s internal school records, the State Bar’s Schedule of Charges and
Deadlines, and Rules of the State Bar of California.

¥ Fees for unaccredited schools and CALS in this table changed in 2023 and 2024, respectively.

t Inspection fees are due around the time of inspection and are not assessed annually. Each CALS is subject to inspection at
least once every five to seven years and each unaccredited school must be inspected at least once every five years.

¥ For CALS, previous inspection fees were paid in annual installments as prepayments of $4,400. For the purposes of this
table, we calculated the total inspection costs for the schools listed, assuming that there were no additional costs incurred
for time and expenses and that the inspections occurred after five years of annual prepayments.

wun

The student enrollment numbers are accurate as of 2023, with some updated information provided by the State Bar in 2024.
Official 2024 enrollment numbers were not available at the time of auditor analysis.

However, the State Bar’s methodology for setting its fees for services and for
imposing the recent fee increases did not demonstrate whether the fees specifically
cover the cost of the State Bar’s actual oversight efforts. For example, in 2018 the
State Bar charged California Desert Trial Academy College of Law, an unaccredited
school, an annual fee of $1,090. In 2023 the State Bar’s annual fee for a school that
size increased to $7,500, as Table 17 shows. Additionally, the State Bar increased the
annual fee for Trinity Law School, a CALS, from $2,170 in 2018 to nearly $24,000.
The State Bar now determines its annual fee for CALS by the number of students
enrolled, multiplied by a standard of around $60 per student enrolled for that year.
The State Bar did not explain whether it calculated the significant increases for each
of the example schools according to the State Bar’s actual efforts for its annual report
services for each school or school type.

For CALS, the State Bar in 2023 proposed both a flat annual fee and also options for
a tiered approach to the fees based on student body size, similar to its fee structure
for unaccredited schools. However, in response to feedback from the law schools
indicating that they would pass on to their students the State Bar’s increased fees
for schools, the State Bar decreased the proposed fee increase amount. During this
process, the State Bar also changed its method for setting that fee, now calculating
its annual fee for CALS according to the number of students enrolled. However,

the State Bar kept its tiered fee structure for unaccredited schools. In doing so, the
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State Bar did not explain whether the $60 assessment per enrolled student is indeed
the cost of its services per student, nor did it explain why it did not also use the same
method to change its fees for unaccredited schools.

Consequently, the State Bar’s methodology for setting its fees for services does not
explain why fees for the same services differ among schools according to accreditation
status or student body size. For example, as Table 17 shows, the State Bar charges

a base inspection fee of $30,000 to Taft Law School, an unaccredited school with

903 students. However, for the same service, the State Bar charges a base inspection fee
of $37,500 to Empire College School of Law, a CALS with 48 students.

When discussing the oversight process and the associated fees for services, the
State Bar’s chief of mission advancement and accountability division explained
that regulating CALS is relatively similar to regulating unaccredited law schools.
However, the chief could not provide a clear reason to explain why the Board
approved differing oversight fees, other than the different oversight fees could be
the possible result of longstanding practice. Further, the State Bar’s director of
admissions explained that the State Bar recognizes that the cost of many services is
not directly proportional to the size of a law school’s student body. The State Bar’s
rationale for not providing a clear basis for its fees, such as the rationale GFOA
recommends, is that the State Bar relies on fees from all schools in the aggregate to
fund its oversight services as a whole and not on a per-school basis. If this is true, and
regulating both types of California law schools is indeed similar, it remains unclear
why any school would pay a fee different from the fee another school pays for the
same State Bar service.
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Other Areas We Reviewed

The State Bar Has Fully Implemented Most of Our Previous Audit Recommendations

We reviewed the previous audit recommendations that our office made to the
State Bar in reports released in 2021, 2022, and 2023. We found that of the 10
recommendations we had previously determined the State Bar had not yet fully
implemented, the State Bar had fully implemented nine as of December 2024."
The State Bar intends to complete its implementation of the remaining
recommendation in the future.

Our previous recommendations addressed several different State Bar functions

and processes, some of which we discuss earlier in this report. In our April 2023
report, The State Bar of California: It Will Need a Mandatory Licensing Fee Increase,
Report 2022-031, we recommended that the State Bar review the fees it charges for
the services it delivers and increase those fees as necessary. In our April 2022 report,
The State Bar of California’s Attorney Discipline Process: Weak Policies Limit Its
Ability to Protect the Public From Attorney Misconduct, Report 2022-030, we made
several recommendations to the State Bar to update and better monitor policies

and procedures associated with its management of attorney discipline cases. Finally,
in our April 2021 report, The State Bar of California: It Is Not Effectively Managing
Its System for Investigating and Disciplining Attorneys Who Abuse the Public Trust,
Report 2020-030, we made several recommendations to the State Bar to address

its attorney case discipline process and the related case backlog. As Table 18 shows,
we found that the State Bar has fully implemented most of our recommendations,
and we continue to recommend that the State Bar work to implement the remaining
recommendation. The State Bar’s most recent responses to these previous report
recommendations, and our assessment of its implementation of them, can be found
at https://www.auditor.ca.gov/.

1T Our 2021 report corresponds to audit number 2020-030, our 2022 report corresponds to audit number 2022-030, and our
2023 report corresponds to audit number 2022-031.
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Table 18

Report 2024-030

The State Bar Has Fully Implemented Most of Our Recommendations from Past Audits

REPORT NO. | REC.NO. TEXT OF RECOMMENDATION AUDITOR CONCLUSION (as of December 2024)

2022-030 To ensure that it fulfills its duties to investigate attorney The State Bar has fully implemented the recommendation
misconduct, by April 2023, the State Bar should begin by monitoring and identifying the circumstances in
monitoring compliance with its new policy for identifying ~ which investigators should continue to investigate
the circumstances in which investigators should continue  even if the complainant withdraws the complaint. The
to investigate even if the complainant withdraws State Bar conducts audits of closed cases that includes a
the complaint. requirement that auditors ensure that the final disposition

of the case complies with all applicable office policies,
procedures and disciplinary standards, and case law. All
relevant OCTC office policies and procedures are provided
to the auditors to use and reference in their work.

2022-030 8 To improve its ability to identify and prevent conflicts of The State Bar has fully implemented the recommendation
interest that its staff may have with attorneys who are by developing a process for monitoring the accuracy of
subjects of complaints, the State Bar should develop a the information in its case management system used to
process by July 2022 for monitoring the accuracy of the flag attorneys with whom its staff have declared a conflict
information in its case management system used to flag of interest. Specifically, staff in the Office of Research and
attorneys with whom its staff have declared a conflict Statistics are now required to run a weekly conflict check
of interest. report for OCTC to ensure staff are regularly checking and

inputting conflicts into the system.

2022-030 13 To ensure that it appropriately reviews complaints The State Bar has fully implemented this recommendation
involving overdrafts and alleged misappropriations from by updating its case processing Intake Manual. Specifically,
client trust accounts, the State Bar should by July 2022, the manual disallows de minimis closures of a case
revise its intake manual to disallow de minimis closures if ~ against an attorney if the attorney has a pending or prior
the attorney has a pending or prior bank reportable action ~ bank reportable action or case alleging a client trust
or case alleging a client trust account violation. account violation in the last two years preceding a current

open case.

2022-030 14 To ensure that it appropriately reviews complaints The State Bar has fully implemented this recommendation.
involving overdrafts and alleged misappropriations from  Specifically, the State Bar in December 2024 codified a
client trust accounts the State Bar should, by July 2022, policy with procedures that staff must follow for de minimis
establish a monitoring system to ensure staff are following = closures. The State Bar monitors compliance with all Office
its policies for de minimis closures. of Chief Trial Counsel policies, which now includes this new

policy, through a random external audit of closed cases.

2022-030 15 To ensure that it appropriately reviews complaints The State Bar has fully implemented this recommendation.
involving overdrafts and alleged misappropriations from Specifically, the State Bar in December 2024 codified a
client trust accounts, by July 2022 the State Bar should, policy with procedures that require staff to request bank
when investigating client trust account-related cases and  records and the attorney’s recent reconciliations for the
bank reportable actions not closed de minimis, require account in question. The State Bar monitors compliance
its staff to obtain both the bank statements and the with all Office of Chief Trial Counsel policies, which now
attorney’s contemporaneous reconciliations of the client  includes this new policy, through a random external audit
trust account, and determine if the relevant transactions of closed cases.
are appropriate.

2022-031 4 By October 2023, the State Bar should identify any service ~ The State Bar has fully implemented this recommendation.

fees that do not fully cover the costs of providing the
services. The State Bar should increase the fees it has
identified to the amount necessary to recoup its costs
unless it determines that doing so would limit the public’s
access to the services. It should also identify any service
fees that have not been updated in five years or more and
assess whether they should be updated. The State Bar
should then determine the effect that the increased
service fees will have on the amount of mandatory
licensing fee revenue that it needs.

Specifically, the State Bar completed its review of its

two remaining fees for service and has proposed or
implemented increases of those fees to more closely match
the costs for providing the related services.
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2020-030 To ensure that it is operating efficiently, the State Bar should ~ Pending
assess the impact of its discipline system reorganization, In its April 2024 report to the Legislature about the
including determining how the changes have affected its status of its case processing standards, which the
ability to efficiently resolve cases and fulfill its mandate to State Bar described as support of its implementation of
protect the public. Based on the assessment’s results, the our recommendation, the State Bar described that the
State Bar should determine whether additional changes to organizational changes were relatively recent and it is
its organizational structure are warranted. too early to assess the impact of the changes on case
processing efficiency. In that report, the State Bar asserts it
will begin to assess the impact on efficiency in the future,
and we look forward to reviewing that assessment.
2020-030 To determine if the changes to its discipline process have The State Bar has fully implemented this recommendation.
been effective and to help it identify problems in specific Specifically, the State Bar now uses dashboards to monitor
phases of its process before they affect the backlog, the OCTC staff performance and compare case processes to
State Bar should implement methods to monitor its relevant benchmarks.
enforcement process performance, including comparing
the trial counsel staff’s performance against its benchmarks.
2020-030 To reduce its backlog of discipline cases and ensure that The State Bar has fully implemented this recommendation.
it has appropriately allocated resources to all phases of In an April 2024 report to the Legislature, the State Bar
its discipline process, the State Bar should determine the detailed the additional staff positions it would need to
staffing level necessary to achieve the goal it develops address the case backlog and achieve the proposed case
and recommends, as required by state law. processing standards.
2020-030 To reduce its backlog of discipline cases and ensure that The State Bar has fully implemented this recommendation.

it has appropriately allocated resources to all phases of
its discipline process, the State Bar should work with the
Legislature to establish the backlog measure and goal it
develops and recommends, and to revise its reporting
requirements accordingly. If necessary, the State Bar
should also request the additional resources required to
meet the goal.

In 2022 the State Bar submitted a proposal to the
Legislature on case processing standards it could adopt,

in accordance with SB211. In April 2024, the State Bar
submitted a licensing fee increase request, which included
a request for additional funding that would add positions
for work associated with addressing OCTC's case backlog
and to achieve the proposed case processing standards.

Source: Auditor analysis, previous audit reports, and the State Bar’s responses.

Note: The State Bar’s response to the conclusions above is provided in full on the California State Auditor’s website.
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Recommendations

Legislature

To ensure that the State Bar has time to implement the expanded diversion program
and gather data on its effectiveness, the Legislature should wait until the State Bar
reports in 2027 on how its recent changes to the OCTC'’s operations will affect case
processing timelines before the Legislature codifies the OCTC'’s proposed standards.

The State Bar

To improve its financial position, the State Bar should complete its implementation
of the modified bar exam and especially its reduction-in-workforce measure, which
should help it achieve the Legislature’s mandated vacancy rate goal and achieve savings.

To measure the effectiveness of changes to OCTC’s operations and support potential
future requests for OCTC staffing, the State Bar should adopt the proposed case
processing standards by August 2025 as benchmarks against which to measure
OCTC's progress in shortening timelines and reducing backlog.

To ensure consistency in its setting of law school oversight fees, the State Bar should
by August 2026 reexamine its methodology for determining all fees for CALS and
for unaccredited schools and set supportable fees for all law schools. In developing
the fees, the State Bar should conduct a fiscal analysis to ensure that the fee amounts
charged to law schools reflect the State Bar’s actual cost of its oversight, unless it
determines that doing so would limit the public’s access to the services.
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We conducted this performance audit in accordance with generally accepted
government auditing standards and under the authority vested in the California
State Auditor by Government Code section 8543 et seq. Those standards require that
we plan and perform the audit to obtain sufficient, appropriate evidence to provide

a reasonable basis for our findings and conclusions based on the audit objectives.

We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

Respectfully submitted,

st A

GRANT PARKS
California State Auditor

February 27, 2025

Staff: John Lewis, CIA, Audit Principal
Aaron Fellner, Senior Auditor
Myra Farooqi
Alexis Hankins
Vlada Lipkind
Kate Monahan

Legal Counsel: Heather Kendrick
Ethan Turner
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Appendix
Scope and Methodology

We conducted this audit pursuant to the audit requirements in Business and Professions
Code section 6145, which requires the State Auditor to conduct a performance audit of
the State Bar’s operations. For this audit, we assessed the State Bar’s budgets and fees,
the management of its attorney discipline system’s case backlog, and the provision of law
school regulation. We also reviewed the status of our recommendations to the State Bar
from previous audits. The table lists the objectives and the methods we used to address
them. Unless otherwise stated in the table or elsewhere in the report, statements and
conclusions about items selected for review should not be projected to the population.

Audit Objectives and the Methods Used to Address Them

AUDIT OBJECTIVE METHOD

1 Review and evaluate the laws, rules, and Reviewed relevant laws, rules, and regulations applicable to the State Bar.
regulations significant to the audit objectives.

2 ldentify the State Bar’s annual expenditures, Used the State Bar’s audited financial statements, adopted budgets,
sources of revenue, and any excess spending projections, and internal financial documentation to identify its
over revenues (budget deficit) for calendar annual expenditures, revenue sources, and fund-specific deficits.

years 2022, 2023, and 2024. Determine how Used the State Bar’s financial data to determine how the State Bar spent its

it allocates funds to further its core mission resources in the areas identified in its mission statement.
objective of protecting the public.

a. Identify and evaluate the cost-saving Used the State Bar’s adopted budgets, projections, and internal financial
measures the State Bar recently achieved documentation to identify cost-savings measures the State Bar implemented.

to addre.ss its budget. d.eﬁcit and iFS plar.l for To the extent possible, evaluated the cost-savings measures for any actual
addressing any remaining potential savings. eostesayedl

b. Determine how the State Bar uses Reviewed the State Bar’s internal financial records to determine what expenses
funds from its mandatory fees and the the mandatory fees supported in the general fund.
effectiveness of its collection efforts. Reviewed State Bar billing and collection data to determine whether the
current fee billing process is effective, and found that the State Bar’s collection
rate was 98 percent in 2022 and 2023.

c. Identify the amount of law school oversight Reviewed the State Bar’s internal financial records to identify the amount of

fees collected by the State Bar during fees collected for law school oversight and related expenses for 2022 and
calendar years 2022 and 2023 and evaluate 2023. Reviewed the State Bar’s projected revenue to identify the amount of
how the fee amounts were determined. fees expected in 2024.

Assess how the law school oversight fees
collected from state law schools are used

Compared the actual revenue to the actual expenses of the State Bar’s law
school oversight program to determine whether the fees align with the costs
and whether they align with the costs for in 2022 and 2023. Compared the projected revenue to the projected expenses
administering the oversight program. of the program to determine whether the fees are expected to align with the
costs in 2024.

Interviewed staff and reviewed Board of Trustees’and Committee of Bar
Examiners’ meetings and minutes to determine how the law school fee
amounts were determined.

continued on next page ...
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AUDIT OBJECTIVE METHOD

3 Determine whether the State Bar’s current « Interviewed OCTC staff; reviewed and documented OCTC's current
disciplinary processes have helped it to reduce disciplinary processes.
its disciplinary complaint and case backlog and
whether its processes has resulted in a more
timely resolution of complaints and cases. For a
selection of complaints and cases, review trends
in the processing time during calendar years
2022, 2023 and 2024, and identify reasons for
excessive delays, if any.

- Obtained case data and compared case processing times from the last 3 years,
including cases from 2024, to determine whether case processing times
have improved.

4 To the extent possible, for a selection of - Identified California law schools whose accreditation was revoked or that
California law schools that have had their closed during the last 10 years; determined the reasons for revocations
accreditation revoked or closed during the and closures.

last 10 years, determine the reasons for the
revocation and closure. In addition, perform the
following review:

« We found that four schools had their accreditation revoked in the last 10 years
because of noncompliance with State Bar Rules and Guidelines, specifically
with minimum bar passage rates.

a. Assess whether the State Bar dedicates Interviewed State Bar staff and reviewed State Bar resources to determine whether
sufficient resources to assist law schools the State Bar dedicates sufficient resources to assist law schools with accreditation.
with accreditation.

b. Determine how many law schools closed Reviewed racial demographic data and enroliment data from all law schools
or lost their accreditation and identify the in California from 2013 through 2023, including schools that closed or lost
demographics of their student populations.  accreditation, and identified trends.

¢. Determine whether the State Bar has Interviewed State Bar staff and reviewed State Bar policies and resources to
policies that promote enrollment of determine whether the State Bar has policies that promote law school enrollment
students from demographically and of students from demographically and socioeconomically diverse backgrounds.

socioeconomically diverse backgrounds and
how this population has changed during
the past 10 years.

5  Review and assess the State Bar’s responses to the ~ Reviewed open recommendations to the State Bar from audit reports 2022-031,
recommendations from our most recent audits. 2022-030, and 2020-030 and evaluated the State Bar’s 2024 updated response to
those recommendations.

Source: Audit workpapers.
Assessment of Data Reliability

The U.S. Government Accountability Office, whose standards we are statutorily
obligated to follow, requires us to assess the sufficiency and appropriateness of
computer-processed information we use to support our findings, conclusions, or
recommendations. In performing this audit, we relied on various data sources.

To determine the percentage of attorneys who paid their licensing fees, we used
the State Bar’s KOALA Attorney Tracking System (tracking system). We verified
the completeness of the data by collecting the total number of billed attorneys and
attorneys who paid their fees from the collection rate analysis and comparing that
information to the tracking system’s data for 2022 and 2023. We also reviewed

the accuracy of the data by testing a random sample of the bar numbers (IDs)

of 30 attorneys who were in the paid dataset by reviewing documentation that
verifies these attorneys submitted payment for their licensing fees in 2022 and 2023.
Using this testing, we determined that these data were sufficiently reliable for the
purposes of our audit.
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We also relied on the State Bar’s attorney discipline data to determine case processing
lengths and backlogs from 2021 through 2024. To assess the reliability of this data,

we performed accuracy testing on a random sample of 29 cases by tracing key data
elements to supporting documentation. We found nine errors in the case opened dates
and four errors in the case closed dates. As a result, we determined that these data were
unreliable, but we found that there is no alternative source for these data. Although this
determination may affect the precision of the numbers we present, there is sufficient
evidence in total to support our findings, conclusions, and recommendations.
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The State Bar BOARD OF TRUSTEES
of California
180 Howard Street, San Francisco, CA 94105 Brandon.Stallings@calbar.ca.gov

February 5, 2025

Grant Parks*

California State Auditor

621 Capitol Mall, Suite 1200
Sacramento, CA 95814

RE: State Bar of California Response to Audit Report No. 2024-030
Dear Mr. Parks:

We appreciate the State Auditor’s careful review of the State Bar’s financial position, discipline case
processing trends, and oversight of California accredited and registered law schools, and are pleased
to agree with each of the recommendations outlined in the report. We also welcome the
recognition of the proactive measures we have taken to ensure the State Bar’s financial health, as
well as the progress that has been made during the initial implementation of the Office of Chief Trial
Counsel’s (OCTC) diversion program.

Formal responses to each recommendation follow. Where relevant, contextual information is added
to the “support” position associated with each.

State Bar Responses to Audit Recommendations

1. Recommendation: To ensure the State Bar has time to implement the diversion program and
gather data on its effectiveness, the Legislature should wait until the State Bar reports in 2027
on how its recent changes to the OCTC’s operations will effect timelines before it codifies the
OCTC’s proposed standards.

Response: The State Bar agrees with the recommendation.
2. Recommendation: To address its uncertain financial position, the State Bar should complete its
implementation of the modified bar exam and especially its reduction in force measure, which

should help it achieve the Legislature’s mandated vacancy rate.

Response: The State Bar agrees with the recommendation.

San Francisco Office www.calbar.ca.gov Los Angeles Office
180 Howard Street 845 South Figueroa Street
San Francisco, CA 94105 Los Angeles, CA 90017

*  (alifornia State Auditor’s comments appear on page 51.
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3. Recommendation: To measure the effectiveness of changes to OCTC’s operations and support
potential future requests for OCTC staffing, the State Bar should adopt the proposed case
processing standards as benchmarks against which to measure OCTC’s progress in shortening
timelines and reducing backlog by August 2025.

Response: The State Bar agrees with the recommendation.

While the State Bar appreciates the State Auditor’s recognition that case-processing times
improved after OCTC’s adoption of its diversion pilot program and other revised case
processing procedures, it has been unable to duplicate the analysis underlying the dramatic
improvements of between 48 percent and 67 percent in investigation time and between 71
percent and 87 percent in charging time attributed to these procedural changes in Table 13
of the report. The improvements in case processing times reflected in Table 13 exceed our
understanding of the overall expected and actual results of OCTC’s diversion program and
other revised case processing procedures. We caution our stakeholders against expecting
such accelerated case processing times for all matters going forward.

4. Recommendation: To ensure consistency in its assessment of law school oversight fees, by
August 2026 the State Bar should reexamine its methodology for determining all fees for CALS
and for unaccredited schools, and adopt reasonable fees for all law schools In developing the
fees, the State Bar should conduct a fiscal analysis to ensure the fee amounts charged to law
schools reflect the State Bar’s actual cost of its oversight, unless it determines that doing so
would limit the public’s access to the services.

Response: The State Bar agrees with the recommendation.

While the State Bar agrees with the recommendation, it is important to underscore that,
despite recent fee increases, the law school regulation program continues to operate at a
deficit, as confirmed by the audit report. The State Bar Admissions Fund has long subsidized
this shortfall and will continue to do so even in light of the recent law school fee increases
outlined in the report.

The current fee structure was developed pursuant to a process involving detailed financial
analyses, stakeholder engagement, and a policy decision by the Board of Trustees not to
pursue full cost recovery due to the significant impact such an approach would have on
smaller institutions. While recognizing that there is room for improvement, the State Bar
believes that this structure balances the financial impact on students and schools while
accounting for the reality that subsidy is necessary to ensure broad accessibility and that
regulatory costs are not directly proportional to student enrollment. The tiered fee structure
for unaccredited law schools minimizes the burden on small schools while ensuring that each
law school meaningfully contributes to covering regulatory expenses. This approach aligns
with the prevailing approach in this space, namely the American Bar Association’s
accreditation fee structure, which is tiered based on school size, which is tiered based on
school size.
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As reflected in the table below, a strict application of the same fee to all schools or assessing (@
fees on a strictly per student basis could exacerbate fee disparities between institutions.

IMPACT OF STRICT APPLICATION OF UNIFORM FEES

_K_ Scenario 1: Evenly Distribute Annual Fees Across All Schools

el New fee: $13,700 per school

Impact: Shifts cost burden significantly to smaller institutions.

+$8,341

Impact on
California
Accredited Law
Schools (CALS)

+$8,700

P~
174%
increase

Category A schools (0-19 students)

Impact on
Unaccredited )
Law Schools

Category B schools (20+ students)

@ Scenario 2: Assess Annual Fees Based on Number of Students
2B per Student Fee: $68.35

Impact: Significant variance in per-school feels unaligned with workload.

Highest fee

$64,112

Average fee
for CALS

$20 710 Average fee for

unaccredited law
Lowest fee schools

$1,008 $3,144

Lastly, we applaud the increase in law student diversity highlighted in the report. We would be
remiss in not pointing out however, that diverse enrollment does not necessarily translate to
representative matriculation and bar pass rates. As highlighted in our recent Profile of California

Law Schools report, significant disparities in student outcomes remain a challenge at schools with
diverse initial student populations: nearly 70 percent of Black students experience 1L attrition at
unaccredited law schools, for example. Of those who matriculate, only 9 percent of unaccredited
law school students, across all demographic groups, pass the California Bar Exam.
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In closing, we would like to thank the audit team that conducted the review. To our knowledge this
is the first time that the State Bar admissions function has been the subject of inquiry. We look
forward to future engagement on this aspect of our work in the coming years, and to implementing
the recommendations outlined in the report in furtherance of our public protection mission.

Sincerely,
Brandon N. Stallings Leah T. Wilson

Chair, Board of Trustees Executive Director, The State Bar of California
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Comments

CALIFORNIA STATE AUDITOR’S COMMENTS ON THE RESPONSE FROM
THE STATE BAR OF CALIFORNIA

To provide clarity and perspective, we are commenting on the response to our audit
from the State Bar. The numbers below correspond to the numbers we have placed in
the margin of its response.

Although the State Bar indicated that it was unable to duplicate the results of our ©)
analysis that we present in Table 13 on page 27, it shared with us the results of its

analysis and we found that they were indeed similar to our own. In fact, in some

instances, the results of the State Bar’s own analysis yielded even greater efficiencies

than our analysis. Furthermore, because our methodology used a large random

selection of cases to compare against the cases that were affected by the State Bar’s

recent policy changes, the State Bar would be unlikely to precisely duplicate the

results of our analysis.

The State Bar’s response misunderstands our recommendation. Our concern is @
that the State Bar’s methodology for setting oversight fees—such as its annual

and inspections fees—did not clearly demonstrate a link between the fee amounts
established and the specific oversight services to be recovered through these fees.
For example, these oversight services include reviewing law schools” annual reports
and monitoring their compliance with State Bar rules. We would have expected

the State Bar to have clearer support showing how these services resulted in the
established fee amount. However, the State Bar’s detailed financial analysis—as cited
in its response—did not provide a clear rationale for the basis of its fees. Further, the
State Bar could not clearly explain why the Board approved differing oversight fees,
as we state on page 35. Our recommendation is intended to ensure the State Bar can
establish a clearer linkage between oversight services and the related oversight fees it
imposes on law schools.
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