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EXECUTIVE SUMMARY

Overview

Proposition 98 funds K-12 education, the California Community Colleges (CCC), preschool,
and various other state education programs. The Governor’s 2013-14 budget provides $56.2 billion in
total Proposition 98 funding. This is a $2.7 billion (5 percent) increase from the revised current-year
level. Under the Governor’s budget, Proposition 98 programmatic per-student funding is $7,929
for schools—an increase of $360 (5 percent) from the revised current-year level —and $5,969 for
community colleges—an increase of $522 (10 percent). About half of the community college increase
is related to the Governor’s proposal to restructure adult education. The Governor funds Proposition
98 at his estimate of the 2013-14 minimum guarantee.

Plan Balances Paying Down Outstanding Obligations and Building Up Base Support. Growth
in the minimum guarantee, together with freed-up prior-year monies, result in $4.7 billion in
available Proposition 98 funding for 2013-14. Of this amount, the Governor dedicates $1.9 billion
to paying down deferrals, $1.6 billion to a new K-12 funding formula, and the remainder to various
proposals (discussed below). Over the subsequent three years, the Governor proposes to dedicate
roughly half of new Proposition 98 funds for paying down deferrals, with remaining growth in
Proposition 98 funds dedicated to building up base support. Although no one right mix of spending

exists, we think the Governor’s generally balanced approach is reasonable.

Specific Proposals

Proposition 39 Energy Efficiency Projects. The Governor proposes to include all Proposition 39
revenues in the Proposition 98 calculation and dedicate all energy-related funding over the next
five years to schools and community colleges. In 2013-14, schools and colleges would receive
$400.5 million and $49.5 million, respectively, with the funds distributed on a per-student basis.
We have serious concerns with virtually every aspect of the proposal. Including all Proposition 39
revenues in the Proposition 98 calculation is a significant departure from our longstanding view
of how revenues are to be treated for the purposes of Proposition 98. The proposal excludes eligible
projects (such as public hospitals) that potentially could achieve a relatively high level of energy
benefits. The proposed per-student allocation method limits potential benefits even among schools
and colleges, and the proposal does not coordinate Proposition 39 funding with the state’s existing
energy efficiency programs. We recommend a different approach that excludes Proposition 39
energy-related funds from the Proposition 98 calculation and charges the California Energy
Commission (CEC) with administering a competitive grant process in which all public agencies,
including schools and colleges, could seek Proposition 39 funds based on identified facility needs.

Mandates. The Governor has several proposals relating to education mandates. The two
most notable proposals are to (1) add $100 million and two mandates—one related to high school
graduation requirements and one to behavioral intervention plans (BIP)—to the mandates block

grant for schools and (2) modify state requirements for the BIP mandate to align them more closely

www.lao.ca.gov Legislative Analyst’s Office
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with federal requirements. Our assessment of these proposals is mixed. We recommend rejecting
the proposal to add the two mandates to the block grant since the costs are very uncertain at the

moment due to litigation, but we recommend adopting the proposal to modify BIP requirements
since this increases local flexibility while still providing certain student protections.

Special Education. The Governor proposes two notable changes to the way the state funds
services for students with disabilities (SWDs). One proposal is to remove federal funds from the
state’s formula for allocating state special education funds. We recommend the Legislature adopt
this proposal, as it would make the state’s special education funding approach simpler, more
rational, and more understandable. Additionally, to eliminate existing funding disparities across
the state, we recommend the Legislature adopt a plan for equalizing special education rates in
tandem with general education rates under the new K-12 funding formula. The Governor’s second
major special education proposal is to consolidate eight funding grants currently provided for some
specific special education activities into four larger grants. To provide additional flexibility, we
recommend the Legislature adopt a more expansive approach that merges 12 grants into 5 larger
grants with broader spending requirements.

Adult Education. The Governor proposes a number of changes to the state’s adult education
system, including eliminating school districts’ adult education categorical program and creating
a new $300 million CCC categorical program for adult education. We believe the Governor’s plan
is significantly flawed in many ways. To the extent that school districts discontinued their adult
education services, responsibility for adult education would fall to community colleges with widely
varying degrees of expertise and interest in administering these programs. To the extent that
school districts continued to provide services, the Governor’s proposal would do nothing to address
longstanding inconsistencies in policies and longstanding coordination problems between adult
schools and community colleges. We recommend a more rational, coordinated, and responsive
system with both adult schools and CCC as providers. Our recommendations include (1) restoring
adult education as a categorical program for school districts; (2) providing up to $300 million for
the reconstituted program; (3) more clearly delineating between CCC collegiate and adult education
instruction; (4) applying consistent faculty, assessment, fee, and funding policies across all adult
education providers; and (5) making new funding available on a regional basis tied to relative

program need.

Due to Revenue Uncertainty, Wait Until May to Finalize Budget Package

General Fund revenue estimates are subject to large swings and could change significantly
over the coming months, with a large corresponding effect on the Proposition 98 minimum
guarantee. Because of this uncertainty, finalizing a Proposition 98 spending plan may be premature
until additional revenue information is available in May. One way to respond to any large swings,
however, would be to adjust deferral pay downs. In addition, the recommendations we make in
this report would free up about $275 million in Proposition 98 funds that could help address any

potential reduction in the 2013-14 minimum guarantee from the Governor’s level.

Legislative Analyst’s Office www.lao.ca.gov
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INTRODUCTION

In this report, we analyze the Governor’s
Proposition 98 budget package. The report begins
with an overview. The next six sections analyze all
the Governor’s major Proposition 98 proposals,
except for his Local Control Funding Formula

proposals, which we analyze separately in our

OVERVIEW

Governor Proposes $2.7 Billion Increase
in Proposition 98 Funding. Figure 1 shows
Proposition 98 funding for preschool, K-12
education, CCC, and various other state education
programs. The Governor’s budget increases total
Proposition 98 funding by $2.7 billion—a 5 percent
increase from the revised current-year level. The
General Fund share of Proposition 98 increases by
9 percent whereas the share from local property tax

(LPT) revenue is projected to drop by 4 percent.

Figure 1
Proposition 98 Funding>

companion document, Restructuring the K-12
Funding System. The penultimate section of this
report compares the fiscal effects of the Governor’s
Proposition 98 plan with our Proposition 98
recommendations. The final section lists all the

recommendations we make throughout the report.

This drop is due to the tapering off of the transfer
of one-time cash assets from former redevelopment
agencies (RDAs). Also shown in the figure, the
year-to-year increase in Proposition 98 funding is
notably greater for community colleges (10 percent)
than for K-12 education (4 percent). About half of
the community college increase is related to the

Governor’s proposal to restructure adult education.

(Dollars in Millions)

Change From 2012-13

2011-12 2012-13 2013-14
Actual Revised Proposed Amount Percent
Preschool $368 $481 $481 — —
K-12 Education
General Fund $29,368 $33,406 $36,084 $2,679 8%
Local property tax revenue 11,963 13,777 13,160 -618 -4
Subtotals ($41,331) ($47,183) ($49,244) ($2,061) (4%)
California Community Colleges
General Fund $3,279 $3,543 $4,226 $683 19%
Local property tax revenue 1,974 2,256 2,171 -85 -4
Subtotals ($5,253) ($5,799) ($6,397) ($597) (10%)
Other Agencies $83 $78 $79 $1 1%
Totals $47,035 $53,541 $56,200 $2,659 5%
General Fund $33,097 $37,507 $40,870 $3,362 9%
Local property tax revenue 13,937 16,034 15,331 -703 -4

@ General Fund amounts include Education Protection Account funds.

www.lao.ca.gov Legislative Analyst’s Office 5
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Programmatic Per-Student Funding Increases
for Schools and Colleges. Under the Governor’s
budget, Proposition 98 programmatic per-student
funding for schools is $7,929—an increase of $360
(5 percent) from the revised current-year level. For
community colleges, Proposition 98 programmatic
per-student funding is $5,969—an increase of $522

(10 percent) from the revised current-year level.

Adjustments to Minimum Guarantee

Estimate of 2012-13 Minimum Guarantee
Changes Slightly. For 2012-13, the administration’s
estimate of the Proposition 98 minimum
guarantee is $53.5 billion—down $54 million
from the budget act estimate. (Various technical
adjustments and changes in revenue decrease the
minimum guarantee by $480 million. These were
largely offset, however, by a guarantee increase
of $426 million due to the revenue raised from
Proposition 39. These revenues were not assumed
in the 2012-13 Budget Act.) Proposition 98-related
spending is estimated to be $163 million above
the revised estimate of the minimum guarantee,
primarily due to increases in revenue limit costs
stemming from higher-than-projected charter
school attendance. To bring spending down to the
minimum guarantee, the Governor proposes to
reclassify $163 million in 2012-13 appropriations as
funds for meeting a statutory obligation associated
with the Quality Education Investment Act (QEIA).
Such action has no programmatic effect on schools
or community colleges.

2013-14 Minimum Guarantee Increases Due
to Revenue Growth. For 2013-14, the Governor
proposes to fund at the administration’s estimate
of the minimum guarantee—$56.2 billion. The
$2.7 billion year-to-year increase in the guarantee
is driven by the state’s General Fund revenue
growth. Student average daily attendance (ADA)—
another factor that drives growth in the minimum

guarantee—is projected to grow by 0.1 percent.

6 Legislative Analyst’s Office www.lao.ca.gov

(As described in the box on page 8, the minimum
guarantee can be very sensitive to year-to-year

changes in state revenues.)

Major Spending Changes

Figure 2 summarizes the major changes in
Proposition 98 spending proposed by the Governor.
We discuss these proposals below, focusing first
on proposals affecting schools and then turning to
CCC proposals.

Major K-12 Proposals. The Governor’s K-12
education budget includes $1.8 billion to retire
some existing school payment deferrals. The
Governor’s budget also provides $1.6 billion as
part of a major initiative to restructure the way the
state allocates funding to school districts, charter
schools, and county offices of education (COEs).
For school districts and charter schools, his plan
would replace most existing general purpose and
categorical funding with a single, new funding
formula. The formula includes base grants adjusted
for various grade spans as well as supplemental
funding based on counts of English learners and
low-income students. Virtually all of the proposed
$1.6 billion funding increase would be used to align
each school district’s and charter school’s allocation
more closely to target funding levels established
under the new formula. For COEs, the Governor’s
plan also would replace existing general purpose
and categorical funding with a new formula. The
COE formula would incorporate funding for
(1) services COEs provide to school districts and
(2) alternative education programs. The budget
provides $28 million to begin increasing COE
allocations to the COE target funding rate.

In addition to these proposals, the Governor’s
budget allocates $400.5 million to school districts
for energy-efficiency projects. This appropriation—
along with a corresponding community college
appropriation—is intended to fulfill the state’s
Proposition 39 spending requirements. The
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budget also provides a

$100 million i Figure 2
million increase
Proposition 98 Spending Changes
to the school mandate p - P 9 9
block grant to reflect the (In Millions)
2012-13 Revised Spending $53,541

addition of two large

mandates: Graduation Technical Changes

. Make technical adjustments $148
Requirements and Fund K-12 categorical growth 49
BIPs. The Governor’s Fund K-12 revenue limit growth 3
plan also includes a Adjust for prior-year deferral payments -2,225

. Subtotal (-$2,025)
1.65 percent cost-of-living K-12 Policy Changes
adjustment (COLA) Pay down deferrals $1,765
for four categorical Transition to new funding formula 1,630
Allocate money for energy-related projects 401
programs that are not Add two programs to mandate block grant? 100
consolidated into the new Provide COLA for certain programs® 63
funding formula—special Swap one-time funds . VA
ducati hild nutrition Subtotal ($3,941)
cducation, ¢ ’ CCC Policy Changes
California American Create new adult education categorical program $300
Indian Education Centers, Increase funding for apportionments 197
. Pay down deferrals 179
and the American )
Allocate money for energy-related projects 50
Indian Early Childhood Fund new technology initiative 17
Education Program. Subtotal 742
In addition to the Total Changes $2,659
ongoing Proposition 98 2013-14 Proposed Spending $56,200

@ Graduation Requirements and Behavioral Intervention Plans.
b Applies to special education, child nutrition, California American Indian Education Centers, and American

Figure 2, the budget Indian Early Childhood Education Program.
COLA = cost-of-living adujustment.

funding shown in

includes $9.7 million in

-time funding for th
ofie-tifhe tunding for the Governor’s budget also includes $197 million in

Emergency Repair Program (ERP), which provides discretionary funding to be allocated based on the
funding to school districts for facility repairs.
Major CCC Proposals. The largest of the

Governor’s CCC augmentations is $300 million

priorities of the Chancellor’s Office. In addition,
the Governor’s plan provides $179 million to
retire existing payment deferrals, $49.5 million for
for a restructured adult education program. The . . e
energy-efliciency projects, and $16.9 million for a

new CCC technology initiative.

PAYMENT PLAN FOR RETIRING
OUTSTANDING OBLIGATIONS

The largest augmentation in the Governor’s outstanding K-14 payment deferrals. This proposal

budget is $1.9 billion to reduce the amount of is part of the Governor’s multiyear plan for paying

www.lao.ca.gov Legislative Analyst’s Office 7
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off the state’s outstanding one-time education Background
obligations. Below, we provide background on these State’s One-Time Education Obligations

obligations, describe the Governor’s proposal to Have Grown Significantly Over Several Years.

pay oft most of these obligations over the next four The state currently has large outstanding one-time

years, and discuss our assessment of the payment obligations relating to schools and community

plan. colleges. Figure 3 describes each existing type

of obligation and identifies the corresponding

Changes in General Fund Revenue Will Affect Proposition 98 Minimum Guarantee

Recent information regarding 2012-13 tax revenues—in which January 2013 personal income
tax (PIT) collections were $5 billion higher than projected—demonstrate the significant uncer-
tainty regarding state revenue estimates. Although the state’s PIT revenues have been subject to
large swings, these effects recently have been magnified by a number of factors, including the
passage of Proposition 30 (which increased taxes on high-income earners, whose incomes are most
volatile), the initial public offering of Facebook, anticipation of federal tax increases, and changes
in state revenue accrual policies. Theses swings in tax revenues can significantly change the state’s
Proposition 98 requirements. Below, we discuss some of the possible implications of higher revenues
on the Proposition 98 minimum guarantee.

Virtually All New Revenue in 2012-13 Would Go to Proposition 98 Programs. To the extent
that final 2012-13 revenue collections are higher than projected, the 2012-13 minimum guarantee
would increase roughly dollar for dollar. (Virtually all revenue goes to Proposition 98 programs due
to recent state decisions regarding how to make maintenance factor payments.) As a result, higher
revenues in 2012-13 could have substantial benefit for schools and community colleges but provide
little, if any, benefit for other state programs.

2013-14 Minimum Guarantee Could Be Lower Year Over Year, but Two-Year Proposition 98
Funding Likely Would Be Higher Than Under Governor’s Budget. If the increase in 2012-13
revenues were temporary—that is, if they did not result in a corresponding increase in 2013-14
revenues—the 2013-14 minimum guarantee could be lower than the Governor’s estimate. This is
because the year-to-year growth in General Fund revenues under this scenario is reduced. This in
turn would lower the minimum guarantee in 2013-14. Funding over the two-year period, however,
likely would be higher than under the Governor’s budget.

Spending Option if This Scenario Materializes. If recent revenue collection trends persist and
the Proposition 98 minimum guarantee sees a corresponding increase in 2012-13, the Legislature
could use these new, additional funds to accelerate pay down of school and community college
deferrals. This approach would pay down deferrals more quickly without affecting ongoing
programmatic support. If 2013-14 revenues are lower than the Governor’s January estimate, the
Legislature correspondingly could reduce the amount of funds dedicated in 2013-14 to paying down
deferrals. In essence, the state could adjust its deferral payments across the two years to moderate

the effects of revenue volatility on programmatic funding.

8 Legislative Analyst’s Office www.lao.ca.gov
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amount the state owes. The largest outstanding
obligation involves school and community college
payments that the state is making late. The state
also has a large backlog of unpaid school and
community college mandate claims. The other
two obligations—for the ERP and QEIA—are
connected with lawsuits.

State Relied Heavily on Deferrals During
Difficult Fiscal Times. Over the past several years,
the state has significantly increased the amount of
school and community college payments it makes
late. The first Proposition 98 deferrals were adopted
in the middle of 2001-02, when $1.1 billion in K-12
payments were deferred from late June 2002 to
early July 2002. This delay, while only a few weeks,
allowed the state to achieve one-time savings by
reducing Proposition 98 General Fund spending
in 2001-02. Schools continued to operate a larger
program using cash reserves. In 2008-09, facing an
even larger budgetary shortfall, the state delayed
$3.2 billion in Proposition 98 payments to achieve
one-time General Fund savings. The state adopted

additional deferrals in each of the next three

Figure 3

years. By 2011-12, a total of $10.4 billion in annual
Proposition 98 payments were paid late (roughly
21 percent of total Proposition 98 support).

State Has One-Time Proposition 98 Settle-Up
Obligations. In addition to the obligations discussed
above, the state has $1.7 billion in outstanding
one-time Proposition 98 obligations known as
“settle-up” obligations. A settle-up obligation is
created when the minimum guarantee increases
midyear and the state does not make an additional
payment within that fiscal year to meet the higher
guarantee. Because the associated ongoing base
increase in the minimum guarantee is reflected
automatically in the subsequent year’s Proposition 98
appropriation, the state is left with only a one-time
obligation to backfill the unanticipated prior-year
shortfall. The state’s existing settle-up obligations
were created as a result of underfunding in 2006-07
($212 million), 2009-10 ($1.2 billion), 2010-11
($2.5 million), and 2011-12 ($251 million). Settle-up
funds can be used for any educational purpose,
including paying off other state one-time obligations,

such as deferrals and mandates.

State Has Several Outstanding One-Time School and

Community College Obligations

(In Millions)
Amount
Obligation Description Outstanding?
Payment deferrals State has deferred certain school and community college $8,205
payments from one fiscal year to the subsequent fiscal
year, thereby achieving one-time state savings.
Mandates State must reimburse school and community college 4,014
districts for performing certain state-mandated activities.
State deferred payments seven consecutive years
(2003-04 through 2009-10).
Emergency Repair Program As part of the Williams settlement, state agreed to provide 452
certain schools with $800 million for emergency facility
repairs.
Quality Education Investment Act  Associated with a Proposition 98 suspension in 2004-05, 247

the state agreed to provide an additional $2.7 billion to
schools and community colleges over a multiyear period.

2 As of year-end 2012-13.

www.lao.ca.gov Legislative Analyst’s Office 9
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State Has Options for Paying Down
Outstanding Obligations. The state typically
retires one-time obligations by making a series of
payments over several years. In most cases, the state
can choose whether to make these payments using
ongoing or one-time funds. When using ongoing
funds, the state sets aside a portion of undesignated
Proposition 98 resources, which reduces the
amount of funds available for other ongoing
Proposition 98 purposes. (In the subsequent
year, these resources are “freed up” to pay oft
additional obligations or to make programmatic
augmentations.) Alternatively, the state can use
one-time appropriations made on top of the annual
minimum guarantee—such as settle-up funds—to
pay oft these obligations. This approach has no
effect on the ongoing programmatic funding

available for schools and community colleges.

Governor’s Proposal

As Figure 4 shows, the Governor’s proposal
includes a multiyear plan for paying off the state’s
outstanding one-time education obligations. We
discuss the proposal in more detail below.

Uses Roughly Half of New Proposition 98
Funds to Pay Down Deferrals. In 2012-13,
the state began reducing the amount of late

payments by providing $2.2 billion to pay down

Proposition 98 deferrals—$2.1 billion for schools
and $159 million for community colleges.
(This funding was contingent on the passage
of Proposition 30.) In 2013-14, the Governor’s
budget dedicates $1.9 billion to retire additional
deferrals—$1.8 billion for schools and $179 million
for community colleges. As Figure 5 shows,
these payments would reduce the amount of
outstanding deferrals to $6.3 billion. Each year for
the subsequent three years, the Governor proposes
to dedicate roughly half of available Proposition 98
funds toward additional deferral pay downs, with
all deferrals eliminated by the end of 2016-17.
Retires a Few Other Obligations Over Period.
The Governor’s plan provides $247 million on top
of the minimum guarantee in 2014-15 for QEIA
and an additional $452 million on top of the
minimum guarantee in 2016-17 for ERP. These
payments would fully retire the state’s statutory
obligation for both programs. In 2016-17, the
Governor also proposes to make a $1.7 billion
payment to retire the state’s existing settle-up
obligations. These funds would be allocated to
school districts and community colleges to reduce
the mandate backlog. (A backlog of roughly

$2.3 billion would remain.)

Figure 4
Governor’s Multiyear Plan for Paying Education One-Time Obligations
(In Millions)
Paid Within
Annual Total
Proposition 98 Payments

Obligation Appropriation? 2013-14 2014-15 2015-16 2016-17 Over Period?
Payment deferrals Yes $1,950 $2,986 $3,137 $132 $8,205
Mandates No — — — 1,666 1,666
Emergency Repair Program No — — — 452 452
Quality Education Investment Act No = 247 — — 247

Fiscal-Year Totals $1,950 $3,233 $3,137 $2,250 $10,570

@ By the end of the period, all obligations would be retired, except for mandates, which would have $2.3 billion in still outstanding obligations.

10 Legislative Analyst’s Office www.lao.ca.gov
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Governor’s Balanced Figure 5

Approach Reasonable

Late Payments to Schools and Colleges Begin to Decline

Governor’s Plan (In Billions)

Reasonable. Over the $12 -

next several years, as

state General Fund B Schools

10 4

O Community Colleges

revenue growth results in
additional Proposition 98
resources, the Legislature
will want to weigh the
trade-offs between
building up ongoing 6 -
base support and retiring
outstanding one-time
obligations. Although

no one right mix of
spending exists, we 24

think the Governor’s

generally balanced
approach is reasonable.
Using such an approach
would allow the state to
retire most school and
community college obligations by 2016-17—prior to
the expiration of Proposition 30’s personal income
tax increases—while also dedicating a substantial
portion of Proposition 98 funding for ongoing
programs.

Dedicate Unanticipated Proposition 98
Increases to One-Time Obligations. As we discuss
earlier in the report, General Fund revenue
estimates could be subject to significant swings over
the next several years, largely due to volatility in the

earnings of high-income taxpayers. These changes

@ Reflects Governor's proposal.

01-02 02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10 10-11 11-12 12-13 13-142

in General Fund revenues can result in significant
midyear changes to the Proposition 98 minimum
guarantee. Over the next several years, if the state
receives unanticipated revenues that increase the
minimum guarantee midyear, we recommend the
Legislature dedicate these additional resources to
accelerating the pay down of its one-time education
obligations. This would allow the state to more
quickly retire its obligations without affecting

the amount of ongoing programmatic funding

it provides to school districts and community

colleges.

PROPOSITION 98 ADJUSTMENTS
FOR PROPERTY TAX SHIFTS

The Governor makes several adjustments to

the minimum guarantee to reflect the shift of

RDA revenues to school districts and community

colleges. Below, we: (1) provide an overview of how

www.lao.ca.gov Legislative Analyst’s Office 11
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LPT shifts can affect the Proposition 98 minimum
guarantee, (2) discuss how the dissolution of
RDAss is affecting schools and colleges, (3) describe
the Governor’s approach to making related
Proposition 98 adjustments, and (4) provide short-
and long-term recommendations for making these
RDA-related adjustments.

Background
Addpressing the Effect of LPT Shifts on

the Minimum Guarantee. Over the past two
decades, the state has made numerous shifts in
the allocation of property taxes among cities,
counties, special districts, school districts, and
community college districts. In some years, these
shifts can unintentionally increase or decrease
the Proposition 98 minimum guarantee. To
ensure that these shifts have no effect on the total
amount of funding schools and colleges receive,
the state “rebenches” the Proposition 98 minimum
guarantee. (The state also has rebenched the
minimum guarantee when certain programs have
been shifted into or out of Proposition 98. No
program rebenchings, however, are proposed for
the budget year.)

State Rebenches by Adjusting “Test 1”
Factor. The Proposition 98 minimum guarantee is
determined by one of three formulas, commonly
called tests. Each of these tests is calculated using
a somewhat different set of inputs. Test 1 requires
the state to provide roughly 40 percent of General
Fund revenues to Proposition 98 programs. When
Test 1 is operative, schools and colleges effectively
receive LPT revenues on top of their General
Fund allocation. Thus, when Test 1 is operative,
changes to LPT revenues affect total Proposition 98
funding. To ensure that policy-driven property tax
shifts do not affect total Proposition 98 funding in
these years, the state adjusts the specific percentage
of General Fund revenues used in making the

Test 1 calculation (this is commonly referred to

12 Legislative Analyst’s Office www.lao.ca.gov

as “rebenching the Test 1 factor”). Because the
rebenching only affects the Test 1 factor, the state’s
minimum guarantee is not always directly affected
by the adjustment. In some cases, for example,

Test 2 or Test 3 would be operative even if the Test 1
factor were not adjusted. (The Test 2 and Test 3
calculations are not affected by changes in property
taxes, so no rebenching adjustments are needed for
these tests.) In other cases, however, Test 1 would
be operative with or without the adjustment. In
these cases, rebenching has a direct effect on the
minimum guarantee.

State Has Rebenched in Various Situations.
The state has rebenched the Test 1 factor due to
various property tax shifts over the past 20 years. In
some instances, the state has rebenched to achieve
General Fund savings. For example, in 1993-94, the
state required cities, counties, and special districts
to permanently shift $2.6 billion in property tax
revenues to schools and community colleges.

To ensure the shift in revenue provided state
savings and did not increase total Proposition 98
funding, the state reduced the Test 1 factor. In
other instances, the state has rebenched to avoid
possible reductions to Proposition 98 funding. In
2004-05, for example, the state temporarily shifted
roughly $1 billion in property tax revenues from
schools and colleges to cities and counties as part
of a complicated transfer associated with paying
off the state’s Economic Recovery Bonds. To ensure
the shift did not reduce total school and college
funding, the state increased the Test 1 factor.
Because the shift is temporary (it will likely expire
in 2017), the state will rebench again when the
transfer ends.

Dissolution of RDAs Shifts LPT Revenues to
Schools and Colleges. In recent years, schools and
colleges have been affected by LPT shifts related
to RDAs. The state authorized local agencies to
create RDAs in 1945 to address urban blight in
certain “project areas.” When an RDA project area
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was created, most of the growth in property tax
revenue from the project area was distributed to the
city or county’s RDA as “tax increment revenues”
instead of being distributed as general purpose
revenues to other local agencies serving the area.
In 2011-12, RDAs statewide received roughly
$5 billion in tax increment revenues. As a result of
legislation adopted in 2011, all RDAs statewide were
dissolved on February 1, 2012. In most cases, the
city or county that created the RDA is managing
its dissolution as a successor agency. The successor
agencies are required to use tax revenues previously
provided to RDAs to continue to pay the former
RDA’s outstanding financial obligations. After these
obligations are paid, the remaining revenues—
known as residual RDA revenues—are distributed
based on existing property tax allocation laws
to cities, counties, special districts, schools, and
colleges. Successor agencies also are required to
allocate former RDA cash assets to local agencies
serving the area. When all RDA debts have been
repaid, tax increment revenues no longer will be
separated from other property tax revenues and
instead be distributed to local agencies using
existing property tax allocations. Once all shifts
have been completed, schools and community
colleges are expected to receive a total of roughly
$2.5 billion in additional property tax revenues.
State Rebenches for Redevelopment-Related
Revenues in 2011-12 and 2012-13. The minimum
guarantee in 2011-12 and 2012-13 was rebenched
to account for the shift of property tax revenues
to schools and colleges from the dissolution of
RDAs. Given both 2011-12 and 2012-13 are Test 1
years, this adjustment is allowing the state to
achieve dollar-for-dollar General Fund savings for
the transfers of ongoing residual RDA property
tax receipts and one-time RDA cash assets. The
2012-13 Budget Act assumed school districts and
community colleges would receive $1.7 billion from

residual RDA revenues and $1.5 billion from cash

assets in 2011-12 and 2012-13, for total General
Fund savings of $3.2 billion.

Redevelopment Revenues Face Significant
Uncertainty. For a number of reasons, the amount
of revenue shifted to schools and colleges from
RDAs in the near term is subject to a substantial
amount of uncertainty. Several key steps in the
dissolution process have yet to occur, resulting
in little reliable information on a large category
of former RDA assets. Some RDA successor
agencies also have not met anticipated timelines for
performing certain procedures or have disputed
Department of Finance findings regarding the
availability of assets for distribution to schools,
colleges, and other local governments. A number
of pending lawsuits regarding RDA dissolution
also could affect savings. In the long run, as
RDA obligations are repaid and more funds
are transferred to local agencies, the amount of
revenues for schools and community colleges will
increase. Due to these uncertainties, however,
any estimates of RDA-related revenue for the next
several years likely will change significantly as

updated information becomes available.

Governor’s Proposal

Reduces RDA Savings Estimates by One-Third.
The Governor’s budget reduces RDA revenue
estimates by roughly one-third from the amounts
assumed in the 2012-13 Budget Act. As Figure 6
(see next page) shows, estimates of RDA-related
revenues for 2012-13 decreased by $1.1 billion. For
2013-14, estimates of redevelopment-related revenues
decreased by $494 million.

Updates One Rebenching but Locks in Another.
As part of his budget package, the Governor updates
the 2011-12 and 2012-13 rebenching adjustments
to reflect the revised estimates of one-time RDA
cash assets and ongoing residual RDA revenues. For
2013-14, the Governor also updates his RDA cash

asset rebenching to reflect new revenue estimates but
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does not update the rebenching for ongoing residual
RDA revenues, effectively locking in the rebenching
adjustment at the 2012-13 level, regardless of actual

RDA revenues transferred moving forward.

Concerns With Permanent Rebenching

RDA Estimates Too Uncertain to Make
Rebenching Permanent. Given the uncertainty
regarding redevelopment receipts over the next
several years, the Governor’s proposal to lock in
the associated rebenching adjustment is premature.
Over the next several years, schools and colleges are
expected to receive substantially more property tax
revenues as RDA debts are repaid. If the state locks
in its rebenching adjustment at 2012-13 levels, the
Test 1 calculation would not be properly adjusted
to ensure that RDA revenues have no fiscal effect
on schools and colleges. This approach also would

result in higher state costs in future years.

Figure 6

Lower Estimates of Redevelopment-Related

Transfers to Schools and Colleges

Recommend Different Approach

Recommend Annually Updating Rebenching
Adjustment in Near Term. Given the uncertainty
of redevelopment revenues, we recommend the
Legislature update its rebenching, as needed, to
account for the increase in revenues transferred to
schools. This approach would ensure Proposition 98
funding reflects more accurately the sizeable shift
of LPT receipts to schools that is expected to occur
over the next several years. It also would generate
an associated reduction in state General Fund costs.

Adopt Different Long-Term Solution. To
rebench accurately for RDA dissolution, the state
must calculate the resulting increase in property
tax revenues for schools and colleges. In the
initial years after RDA dissolution, the state easily
can calculate this effect based on the amount of
residual RDA revenues annually transferred to
schools and community colleges by the county
auditor, as county auditors are required to keep
separate accounting of
tax revenues formerly
transferred to RDAs. In

future years, however,

(In Millions) when RDA debts are
2012-13 2013-14 tully repaid, schools and
L IS . community colleges will
Act Budget Difference
not receive these funds as
2011-12 idual RDA
Ongoing residual $113 $147 $34 residua revenues.
Cash assets — — — Instead, they will receive
Totals $113 $147 $34 these revenues along
2012-13 .
with all other propert
Ongoing residual $1,676 $784 -$893 . P 'p .Y
Cash assets 1,479 1,302 177 tax receipts, makmg it
Totals $3,155 $2,086 -$1,070 virtually impossible for
2013',14 o e . $452 the state to calculate
ngoing residua , .
Cash assets 600 558 42 the net benefits of RDA
Totals $1,611 $1,117 -$494 dissolution. To avoid these
Totals Through 2013-14 issues, we recommend
Ongoing residual $2,800 $1,490 -$1,310 .
Cash assets 2,079 1,860 219 the Legislature adopt
Totals $4,879 $3,350 -$1,529 a different long-term

14 Legislative Analyst’s Office www.lao.ca.gov

rebenching approach. One
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possible approach would lock in the rebenching
adjustment when RDA revenues have stabilized
(likely within the next decade). Alternatively,

the state could create a multiyear rebenching

schedule to adjust the Test 1 factor. The schedule
would gradually adjust the Test 1 factor to reflect
assumptions about the increase in property tax
revenues transferred to schools and colleges as

RDA obligations are repaid.

PROPOSITION 39 ENERGY PROJECTS

Passed by the voters in November 2012,
Proposition 39 increases state corporate tax (CT)
revenues and requires for a five-year period,
starting in 2013-14, that a portion of these
revenues be used to improve energy efficiency
and expand the use of alternative energy in
public buildings. The Governor’s 2013-14 budget
counts all Proposition 39 revenues toward the
Proposition 98 minimum guarantee and allocates
all associated energy-related funding to school
and community college districts. Below, we
(1) provide an overview of Proposition 39 and its
requirements, (2) describe the Governor’s proposed
treatment of Proposition 39 revenues and the
proposed allocation of such revenues, (3) raise
many serious concerns with the Governor’s

approach, and (4) offer an alternative approach.

Background

Proposition 39 Raises Additional State
Revenues and Designates Half for Energy
Projects. Proposition 39 requires most multistate
businesses to determine their California taxable
income using a single sales factor method.
(Previously, state law allowed such businesses to
pick one of two different methods to determine
the amount of taxable income associated with
California and taxable by the state.) This change
has the effect of increasing state CT revenue.
For a five-year period (2013-14 through 2017-18),
the proposition requires that half of the annual

revenue raised from the measure—up to

$550 million—be transferred to a new Clean
Energy Job Creation Fund to support projects
intended to improve energy efficiency and expand
the use of alternative energy. Specifically, the
measure requires that such funds maximize
energy and job benefits by supporting (1) eligible
projects at public schools, colleges, universities,
and other public buildings and (2) public-private
partnerships and workforce training related

to energy efficiency and alternative energy.
Proposition 39 also requires that funded programs
be coordinated with CEC and the California
Public Utilities Commission (CPUC) to avoid
duplication and leverage existing energy efficiency
and alternative energy efforts. In addition, the
proposition states that the funding be appropriated
only to agencies with established expertise in
managing energy projects and programs.

Proposition 39 Revenues Can Increase
Proposition 98 Minimum Guarantee. Because
the Proposition 98 minimum guarantee can
grow with increases in state General Fund
revenues (including those collected from state
corporate income taxes), the revenues generated
by Proposition 39 can increase the state’s
Proposition 98 funding requirements.

Existing State Energy Efficiency and
Alternative Energy Programs. Currently,
California maintains over a dozen major
programs (such as Bright Schools and the Energy
Conservation Program) that are intended to

support the development of energy efficiency and
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alternative energy in the state. (For a more detailed
description of these programs, please see our recent
report, Energy Efficiency and Alternative Energy
Programs.) Over the past 10 to 15 years, the state
has spent a combined total of roughly $15 billion
on such efforts. The various energy programs

are administered by multiple state departments,
including CEC and CPUC, as well as the state’s
investor-owned utilities (IOUs). Funding from
these programs have been allocated to various
entities, including many schools and community
college districts. In determining which specific
projects to fund, the CEC and the IOUs provide
energy audits to evaluate what types of upgrades
would result in the most cost-effective energy
savings. These programs also provide financing

options for these upgrades.

Governor’s Proposal

Counts All Proposition 39 Revenue in
Proposition 98 Calculation. The administration
projects that Proposition 39 will increase
state revenue by $440 million in 2012-13 and
$900 million in 2013-14. The Governor’s budget
plan includes all revenue raised by Proposition 39
in the Proposition 98 calculation, which has the
effect of increasing the minimum guarantee
by $426 million in 2012-13 and an additional
$94 million (for a total increase of $520 million) in
2013-14. In both 2012-13 and 2013-14, the Governor
proposes to fund Proposition 98 at his estimate of
the minimum guarantee.

Designates All $450 Million for School
and Community College Energy Projects. The
Governor proposes to allocate all Proposition 39
energy-related funding over the next five years
exclusively to school and community college
districts ($450 million in 2013-14 and an estimated
$550 million annually for the next four years).

For 2013-14, the Governor’s budget proposes to
provide school districts with $400.5 million and
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community college districts with $49.5 million.
The Governor proposes to classify this spending

as Proposition 98 expenditures that count

toward meeting the minimum guarantee. The
administration proposes to appropriate the funding
for school districts to the California Department of
Education (CDE) and the funding for community
colleges to the CCC Chancellor’s Office. The
budget also proposes to provide CDE with one
permanent position ($109,000) to help implement
and oversee the Proposition 39 program. The
Governor proposes no additional positions for the
CCC Chancellor’s Office for the administration of
Proposition 39.

Allocates Funds on Per-Student Basis. The
administration’s proposal would require that CDE
and the Chancellor’s Office allocate funding to
districts on a per-student basis. In 2013-14, school
districts and community college districts would
receive $67 and $45 per student, respectively.

The CDE and Chancellor’s Office would issue
guidelines for prioritizing the use of the funds.

The administration notes that CDE and the
Chancellor’s Office could consult with CEC and
CPUC in developing these guidelines. Upon project
completion, school districts and community college
districts would report their project expenditure
information to CDE and the Chancellor’s Office,

respectively.

Serious Concerns With Governor’s Proposal

We have many serious concerns with the
Governor’s Proposition 39 proposal. Figure 7
summarizes these concerns, which we discuss in
more detail below.

Varies Significantly From Our Longstanding
View of Proposition 98. As described above,
the Governor counts all Proposition 39 revenue,
including the revenue required to be spent on
energy-related projects, toward the Proposition 98

calculation. This is a serious departure from our
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longstanding view, which we developed over many
years with guidance from Legislative Counsel, of
how revenues are to be treated for the purposes
of Proposition 98. It also is directly contrary to
what the voters were told in the official voter guide
as to how the revenues would be treated. Based
on our view, revenues are to be excluded from

the Proposition 98 calculation if the Legislature
cannot use them for general purposes—typically
due to restrictions created by a voter-approved
initiative or constitutional amendment. The voter
guide reflected this longstanding interpretation
by indicating that funds required to be used for
energy-related projects would be excluded from
the Proposition 98 calculation. Had the Governor
used the approach described in the voter guide,
the minimum guarantee would be roughly

$260 million lower in 2013-14 than the amount
specified in his budget proposal. (This approach
would have no effect on the calculation of the
2012-13 minimum guarantee.)

Could Lead to Greater Manipulation of the
Minimum Guarantee. The Governor’s approach
assumes that all tax revenues deposited directly
into the General Fund must be included in the
Proposition 98 calculation, whereas any tax
revenues deposited directly into a special fund
must be excluded from the
calculation. This approach
easily could result in AT

greater manipulation

These types of accounting shifts could undermine
the meaningfulness of the guarantee and render it
effectively useless in setting a minimum funding
requirement for schools and community colleges.
By focusing on allowable uses of funds, not whether
the funds were deposited into this or that account,
our view would prevent such manipulation.

Under our view, revenues are excluded from the
Proposition 98 calculation only if they are clearly
removed from the Legislature’s control (typically by
constitutional or voter-approved action).

Excludes Many Eligible Projects. By dedicating
all of the Proposition 39 energy-related funding
over the five-year period to school and community
college districts, the Governor’s approach excludes
consideration of other eligible projects that
potentially could achieve a greater level of energy
benefits. For example, large public hospitals that
operate 24 hours a day, 7 days a week generally have
a relatively large energy load. In contrast, schools
typically are open for only part of the day and
generally either closed or partially closed in the
summer months.

Fails to Account for Energy Consumption
Differences. A building’s energy consumption
is largely affected by the climate in which it is

located. For example, facilities located in cold

LAO Concerns With Governor’s Proposition 39 Proposal

of the Proposition 98

minimum guarantee. The
state could, for example,
require that all sales tax
revenues be deposited
directly into a special fund
rather than the General
Fund, thereby excluding
the revenues from the

Proposition 98 calculation.

‘/ Questionable Treatment of Proposition 39 Revenues
* Varies from our longstanding view of Proposition 98.
* Could lead to greater manipulation of the minimum guarantee.

‘/ Governor’s Proposed Allocation Method Limits Benefits
¢ Excludes many eligible projects.
e Fails to account for energy consumption differences.
¢ Allocates funding inefficiently.
* May not guarantee return on investment.
* Does not account for significant past investments in K-14 facilities.
* Fails to sufficiently leverage existing programs and experience.
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climates will use more energy for heating, while
facilities located in temperate climates generally
use less energy for heating and cooling. These
climate differences significantly impact what types
of energy efficiency retrofits and upgrades will be
most effective at reducing a particular facility’s
energy consumption. All other factors being equal,
conducting an energy efficiency upgrade on a
facility that requires relatively more energy (versus
a facility that uses less energy) will result in greater
energy benefits. In addition, the size, design, and
age of a facility affects its energy consumption.

By providing funding to every school district and
community college district on a per-student basis,
the Governor’s proposal ignores these important
factors and effectively limits the potential energy
benefits that otherwise could be achieved with the
Proposition 39 funding.

Allocates Funding Inefficiently. By distributing
funding to districts on an annual, per-student basis,
the Governor’s approach also likely would result in
some school districts lacking enough funding to
implement major energy-efficiency improvements
in the first year of the program. For example, under
the proposal, a small school district having 100
students would receive $6,700 in Proposition 39
funds in 2013-14. Such a small sum is unlikely
to be sufficient to undertake comprehensive
improvements for a facility. Given that the state
has many small school districts (about 10 percent
of districts have fewer than 100 students), this
problem would be notable. To mitigate this
concern, the Governor indicates that districts
could carry over funding throughout the program’s
five-year life to increase the total resources available
for a project. This approach, however, would result
in funds potentially remaining idle for several
years instead of being used in a way that would

immediately begin to achieve benefits.
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May Not Guarantee Return on Investment.
Proposition 39 requires that the total benefits of
each project be greater than total costs over time.
For energy efficiency projects, it can take several
years before enough energy savings accumulate
to offset the upfront investment. For example,
replacing an outdated heating and cooling system
with an energy-efficient model would likely require
a significant upfront investment and take several
years for the project’s savings to outweigh this
investment. Under the Governor’s proposal, it is
unclear what requirements would be put in place to
ensure that facilities upgraded with Proposition 39
funds remain in use long enough for the benefits
to outweigh the costs. This is a particular concern
for the nearly half of school districts with declining
enrollment. Given the corresponding reductions
in need for space, these districts might close
or sell facilities that had been improved with
Proposition 39 funds prior to a project’s benefits
outweighing its costs.

Does Not Account for Significant Past
Investments in K-14 Facilities. Since 2002, voters
have approved about $29 billion in state bonds
and about $71 billion in local bonds for school
facilities. Nearly all of the state bonds (and likely
most of the local bonds) relate to new construction
and modernization, with about $100 million of the
state bonds specifically dedicated to green schools.
During the same time, voters have approved about
$3 billion in state bonds and about $24 billion in
local bonds for facility improvements at the state’s
community colleges. In addition, many schools
and community colleges have received funding
from the energy efficiency programs administered
by CEC and the state’s IOUs. As a result of the
decade-long $127 billion investment in K-14
facilities, as well as these other energy-specific
programs, many school and community college

buildings throughout the state have been newly
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built or modernized. As the state’s building codes
incorporate a large number of energy efliciency
provisions, many of these facilities are already very
energy efficient. The Governor’s proposal, however,
does not take into account the above state and
local investments in energy-efficient facilities when
allocating the Proposition 39 funds.

Fails to Sufficiently Leverage Existing
Programs and Experience. The Governor’s
proposal also does not take advantage of the
state’s existing knowledge and administrative
infrastructure regarding energy efficiency. For
example, many of the state’s energy efficiency
programs include some evaluation of a facility’s
energy usage (such as from the energy audits
that are provided through CEC and the IOUs) to
ensure that the most cost-effective energy projects
are funded. In addition, because the proposed
budget would appropriate the funding to CDE and
the Chancellor’s Office, the Governor’s proposal
might not meet Proposition 39’s requirement
that monies from the Clean Energy Job Creation
Fund be appropriated only to agencies with
established expertise in managing energy projects
and programs. As a result of not coordinating
Proposition 39 funding with the state’s other
energy efficiency activities and not appropriating
the funding to agencies with established expertise,
the Governor’s approach makes comparing
effectiveness across programs and evaluating the
relative benefits of projects from a statewide basis
difficult. (As we discussed in our recent report
on energy programs, we believe a comprehensive
strategy is needed for the state to meet its energy

efficiency and alternative energy objectives.)

LAO Alternative

In view of the above concerns, we recommend
an alternative treatment of Proposition 39 revenues
for purposes of calculating the Proposition 98

minimum guarantee. In addition, we outline a

specific set of recommendations that would help
maximize the potential benefits of this new funding.

Exclude Energy-Related Funding From
Proposition 98 Minimum Guarantee. Consistent
with our view of how revenues are to be treated for
the purposes of calculating the minimum guarantee,
we recommend the Legislature exclude from the
Proposition 98 calculation all Proposition 39
revenues required to be used on energy-related
projects. Based on the administration’s revenue
estimates, this approach would reduce the minimum
guarantee by roughly $260 million. In addition,
we recommend the Legislature reclassify the
$450 million to be spent on energy-related projects
as a non-Proposition 98 expenditure (though the
state still could choose to spend these monies on
schools and community colleges).

Alternative Increases Proposition 98
Operational Support by $190 Million. As Figure 8
(see next page) shows, adopting our recommended
approach would result in $190 million in additional
operational Proposition 98 support for schools and
community colleges. This amount is the net effect
of two factors. On the one hand, by excluding some
Proposition 39 revenue from the Proposition 98
calculation, the minimum guarantee falls by
$260 million in 2013-14. On the other hand, by not
using Proposition 98 funding for school energy
projects, spending falls by $450 million relative
to the Governor’s budget plan. Thus, maintaining
spending at the revised minimum guarantee would
result in an additional $190 million in operational
funding. Under this approach, the $450 million still
needs to be used for energy-related projects, and it
could be used for schools and community colleges
to the extent the basic provisions of Proposition 39
are met. From the state’s perspective, this approach
increases total state costs by $190 million and,
thus, could result in reduced spending on

non-Proposition 98 General Fund programs.
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Process for Allocating Funding Should
Maximize Benefits. In order to ensure that the
state meets the requirements of Proposition 39 and
maximizes energy and job benefits, we recommend
the Legislature adopt a different approach than
that proposed by the Governor. Specifically, we

recommend that it:

e Designate CEC as Lead Agency for
Proposition 39 Energy Funds. We
recommend the Legislature designate the
CEC (whose primary responsibility is
energy planning) as the lead agency for
administering—in consultation with the
CPUC and other experienced entities—the
energy funds authorized in Proposition 39.
This would help ensure that the relative
benefits of each project can be considered

from a statewide perspective.

o Use Competitive Grant Process Open to
All Public Agencies. We also recommend
the Legislature direct CEC to develop

consider and weigh all factors that affect
energy consumption. The CEC could
create a tiered system that categorizes
facilities based on a high-, medium-, and
low-energy intensity or need. Based on that
categorization, funding should be provided
to facilities with the greatest relative need
in coordination with other existing energy

programs.

Require Applicants to Provide Certain
Energy-Related Information. To

qualify for grant funding and assist

CEC in evaluating potential projects, we
recommend that applicants first have an
energy audit to identify the cost-effective
energy efficiency upgrades that could

be made, similar to the types of audits
currently provided through CEC and the
IOUs. As part of the application, facilities
also should provide information regarding

the climate zone, size, design, and age of a

and implement a competitive grant building.
process in which all public agencies We recognize that the Legislature may be
could apply for Proposition 39 funding interested in allocating all or a portion of the
on a project-by-project basis. In order to Proposition 39 energy funding to support energy
ensure that the state maximizes energy projects at schools and community colleges. To the
benefits, this competitive process should extent the Legislature chooses to prioritize such
Figure 8
Fiscal Effects of LAO Approach
(In Millions)
Governor LAO Difference

Proposition 98 Funding:

Operational funding for schools and community colleges
Energy project funding, only schools and community colleges
Subtotals, Proposition 98

Non-Proposition 98 Funding:

Energy project funding, all allowable projects including schools
and community colleges

Total Spending
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$55,750 $55,940 $190
450 — -450
($56,200)  ($55,940) (-$260)
— $450 $450
$56,200 $56,390 $190
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projects, we believe that our recommended process

would be a more effective approach in meeting

EDUCATION MANDATES

The Governor’s budget includes several
proposals involving education mandates. Most
notably, the Governor proposes to add two large
mandates and $100 million to the mandates
block grant for schools. In addition, he proposes
to modify the state requirements for a special
education mandate to align them more closely
with federal requirements. The Governor’s budget
also newly suspends six education mandates
and includes funding for a new mandate related
to pupil suspensions and expulsions. Below,
we (1) provide some background on education
mandates, (2) describe and asses the Governor’s
mandate proposals, and (3) make various related

recommendations.

Mandate Reimbursement
System Has Serious Flaws

Five Major Problems With Mandate
Reimbursements. In 1979, voters passed
Proposition 4, which added a requirement to the
California Constitution that local governments—
including school and community college districts—
be reimbursed for new programs or higher levels of
service the state imposes on them. Afterwards, the
state created an elaborate legal and administrative
process for determining whether new requirements
constitute mandates and reimbursing associated
mandate claims. Over the years, our office
has identified numerous problems with this
system. Specifically, we have found that (1) many
mandates do not serve a compelling purpose,

(2) mandated costs are often higher than expected,

(3) reimbursement rates vary greatly by district,

the goals of Proposition 39 than allocating funds
to school and community college districts on a

per-student basis as proposed by the Governor.

(4) the reimbursement process rewards inefliciency,
and (5) the reimbursement process ignores program

effectiveness.

Block Grant Alternative Created Last Year

Block Grant Intended to Address Some of
the Problems With Reimbursement System. To
address some of the problems identified above, the
Legislature and Governor created a block grant as
an alternative method of reimbursing school and
community college districts. Instead of submitting
detailed claims listing how much time and money
was spent on mandated activities, districts now
can choose to receive funding through the block
grant. As listed in Figure 9 (see next page), the
state included 43 mandates (and $167 million)
in the block grant for schools and 17 mandates
(and $33 million) for community colleges. Block
grant funding is allocated to participating local
educational agencies (LEAs) on a per-student basis
that varies by type of LEA, as different mandates
apply to each type. Charter schools receive $14
per student, while school and community college
districts receive $28 per student. The COEs receive
$28 for each student they serve directly, plus an
additional $1 for each student within the county.
(The $1 add-on for COEs is intended to cover
mandated costs largely associated with oversight
activities, such as reviewing district budgets.) Due
to concerns regarding the state’s constitutional
obligation to reimburse districts for mandated
costs, the state also retained the existing mandates
claiming process for districts not opting into the

block grant.
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Block Grant Participation Relatively High in
First Year of Program. As shown in Figure 10, most
school districts and COEs and virtually all charter
schools and community college districts opted to
participate in the block grant. These LEAs represent
86 percent of K-12 students and 96 percent of
community college students. Charter schools likely

opted in at such high rates because they have been

Figure 9
Mandates Included in Block Grants

deemed ineligible for mandate reimbursements
through the claims process. The lower participation
rate for school districts and COEs could be due

to various reasons. Some might have continued
claiming for reimbursements because they
calculated that they could receive more money

that way (because of very high claiming costs

compared to others due to differences in salaries

2012-13

Schools Block Grant

Absentee Ballots

Academic Performance Index
Agency Fee Arrangements

AIDS Prevention/Instruction

Annual Parent Notification?
CalSTRS Service Credit

Caregiver Affidavits

Charter Schools I, II, and Ill

Child Abuse and Neglect Reporting
COE Fiscal Accountability Reporting
Collective Bargaining
Comprehensive School Safety Plans
Criminal Background Checks | and Il
Differential Pay and Reemployment
Expulsion of Pupil: Transcript Cost for Appeals
Financial and Compliance Audits
Habitual Truants

High School Exit Examination
Immunization Records®

Interdistrict Attendance Permits
Intradistrict Attendance

Juvenile Court Notices Il

Law Enforcement Agency Notification®
Mandate Reimbursement Process | and Il
Notification of Truancy

Open Meetings/Brown Act Reform

Physical Performance Tests

Prevailing Wage Rate

Pupil Expulsion Appeals

Pupil Expulsions

Pupil Health Screenings

Pupil Promotion and Retention

Pupil Safety Notices

Pupil Suspensions

School Accountability Report Cards

School District Fiscal Accountability Reporting
School District Reorganization

Student Records

Teacher Notification: Pupil Suspensions/Expulsions?
The Stull Act

Threats Against Peace Officers

Community Colleges Block Grant

Absentee Ballots

Agency Fee Arrangements

Cal Grants

CalSTRS Service Credit

Collective Bargaining

Community College Construction
Discrimination Complaint Procedures
Enrollment Fee Collection and Waivers
Health Fee Elimination

2 Includes Schoolsite Discipline Rules and Alternative Schools.
b Includes Immunization Records—Hepatitis B.

© Includes Missing Children Reports.
9 Includes Pupil Discipline Records.

Mandate Reimbursement Process | and Il
Minimum Conditions for State Aid

Open Meetings/Brown Act Reform

Prevailing Wage Rate

Reporting Improper Governmental Activities
Sex Offenders: Disclosure by Law Enforcement
Threats Against Peace Officers

Tuition Fee Waivers

CalSTRS = California State Teachers’ Retirement System; and COE = county office of education.
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and staffing). Other districts and COEs might not
have participated due to transitional issues, such
as terminating contracts with companies that had
been providing reimbursement services for them.
Block Grant Left Some Issues Unanswered.
Moving forward, the state left unanswered how
to include new mandates in the block grant.
Specifically, the state did not address at what point
in the mandate determination process a new
mandate would be included in the block grant.
The state also did not address how much funding
to provide for new mandates. (Though the block
grant in 2012-13 provided levels of funding that
were roughly similar to how much schools and
community colleges had been claiming for the
included mandates, the amounts were not directly
tied to claims costs.) Additionally, the state did not
address whether adjustments would be made to the
block grant in the future to account for any changes

in costs (such as for inflation).

Graduation Requirements Mandate
Not Included in Block Grant

Science Courses Required to Graduate From
High School. In 1983, the state added greater
specificity to high school graduation requirements,
including a provision requiring two years of
science (as well as three years of English, three
years of social science, two years of mathematics,
two years of physical
education, and one year )
of visual or performing Figure 10

arts or foreign language).

determinations—determined the second year of
science to be a mandate. Specifically, CSM found
that district costs could increase to (1) remodel or
acquire new space for additional science courses,
and (2) staff and supply equipment for them. At
the same time, CSM found that offsetting savings
could result from reductions in non-science courses
and any other funds districts receive to pay for
the mandate could be applied as offsets. Based on
a sample of districts, CSM estimated costs for the
mandate would be a few million dollars annually.
Several Lawsuits Over Graduation
Requirements Mandate. After districts began
claiming reimbursements, the state became
involved in several lawsuits over many years
regarding the mandate. In one case, the courts
limited the state’s ability to apply offsetting
savings from reductions in non-science courses
by essentially requiring the state to find direct
evidence that the additional science course led to a
reduction in other courses. Two additional lawsuits
still remain unresolved. In the first case, the state
is suing CSM over the specific reimbursement
methodology it adopted to calculate the costs of
the mandate. The state believes the methodology
adopted by CSM does not meet statutory
requirements. The methodology also significantly
increases state costs—both prospectively and

retrospectively. In the second case, school districts

Most Local Educational Agencies (LEAS)
Opted Into Mandates Block Grants

Though none of the other

12 high school graduation 201213
requirements became state Number in Percent in Corresponding
Block Grant Total Block Grant ADA?
reimbursable mandates, _
o Community colleges 67 72 93% 96%
the Commission on State Charter schools 877 946 93 o1
Mandates (CSM)—the School districts 634 943 67 86
County offices 35 58 60 87

quasi-judicial body

that makes mandate

@ Reflects average daily attendance (ADA) for K-12 LEAs. For community colleges, reflects full-time equivalent students.
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are suing the state regarding whether revenue limits
are an allowable offset for covering science teacher
salary costs. The Legislature amended state law to
require this offset a few years ago. (School districts
recently amended this second lawsuit to include

a charge that the schools mandate block grant

itself was illegal. Given the amendment, the suit
essentially restarts a process that can take several
years to complete.)

Significant Uncertainty Over Reimbursable
Costs of Graduation Requirements Mandate.
Currently, districts are claiming $265 million
annually for the Graduation Requirements mandate
(more than what they claim for all other mandates
combined). These costs, however, are based on the
reimbursement methodology that the state believes
to be flawed. The costs also have not been oftset
with revenue limits as required under state law.
(The CSM has not yet included the revenue limits
offset in its reimbursement guidelines due to the
pending litigation.) If the state succeeds in having
the reimbursement methodology changed and the
revenue limits offset applied, reimbursable claims
would be significantly less than what districts are
now claiming. Due to this uncertainty, the state
neither included the mandate in the block grant last
year nor provided any funding for reimbursement

claims.

Special Education Mandate Also
Not Included in Block Grant

Mandate Requires Planning and Other
Activities for Certain SWDs. In 1990, the
Legislature enacted a statute directing the
Superintendent of Public Instruction and the State
Board of Education (SBE) to implement regulations
for how districts should respond when a student
with a disability exhibits behavioral problems. The
SBE subsequently adopted regulations requiring
(1) a “functional analysis assessment” of the

student’s behavior, (2) the development of a positive
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BIP, (3) the development of emergency intervention
procedures, and (4) a few other related activities.
The regulations also prohibited certain types of
interventions (such as seclusion and restraints).
After these regulations were issued, CSM found
these activities to be a reimbursable mandate.

Also Significant Uncertainty Over Costs for
BIP Mandate. The BIP mandate was not included
in the block grant last year nor was any money
provided for reimbursement claims since districts
are not yet filing for reimbursement. Though the
mandate dates back over two decades, various legal
challenges and settlement negotiations delayed
CSM’s adoption of reimbursement guidelines until
just last month. At this time, it is still unclear how
much districts will claim for the mandate. Based
on the reimbursement guidelines adopted by CSM,
statewide claims could total $65 million annually.
The reimbursement guidelines require that these
claims be offset, however, by special education
funding specifically designated in state law for the
BIP mandate. Enough special education funding is
available to offset virtually all claims. Uncertainty
regarding the offset exists, however, because the
state is currently being sued in court over it as part
of the same lawsuit regarding the offset for the

Graduation Requirements mandate.

Governor’s Mandate Proposals

Adds Two Mandates and $100 Million to
Block Grant. The Governor proposes to include
both the second science course and BIP mandates
in the block grant for schools. He further proposes
to increase the block grant by a total of $100 million
to account for the addition of the two mandates.
Given the Governor has a separate proposal that
would reduce BIP costs significantly (as discussed
below), it appears that most of this $100 million
augmentation would relate to the second science
course mandate. The increase to the block grant

would result in a corresponding increase in the
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per-student rate for school districts and COEs from
$28 to $47 and for charter schools from $14 to $23.
Modifies Requirements for BIP. The Governor
also proposes to modify several of the state’s BIP
requirements to make them less prescriptive.
For example, districts no longer would be
required to use specific assessments and specific
behavioral interventions. This would make state
BIP requirements conform with current federal
BIP requirements, thereby eliminating associated
state reimbursable mandate costs. The Governor’s
proposal, however, retains a few state requirements
in excess of federal requirements. For example, state
requirements would continue to prohibit certain
types of interventions as well as prescribe certain
activities related to emergency interventions. As a

result of these changes, the Governor estimates BIP

Figure 11
Governor Proposes to Suspend Six Mandates

That Apply to Local Educational Agencies (LEAs)

mandate costs would drop to $7 million annually.
Suspends Six Additional Mandates. The
Governor’s budget continues to suspend the same
education mandates in 2013-14 that were suspended
in 2012-13. He further proposes to suspend six
additional education mandates to conform with
the approach taken on these mandates for local
governments. Figure 11 provides a description
of these mandates, their current status, and the
Governor’s proposed changes for 2013-14.
Includes Funding for Claims for New
Pupil Suspension/Expulsion Mandate. Lastly,
the Governor’s budget provides funding for a
new mandate related to pupil suspensions and
expulsions. (The Governor does not identify any

changes to the block grant related to the mandate.)

Included in Block Grant?

Suspended for Local Governments?

2012-13 Governor’s 201213 Governor’s
Mandate Budget Proposal Budget Proposal
Absentee Ballots. Requires that absentee ballots be Yes No Yes Yes
provided to any eligible voter upon request.
Brendon Maguire Act. Requires a special election (or the No? No Yes Yes
reopening of nomination filings) when a candidate for
office dies within a specified time prior to an election.
California Public Records Act. Requires the disclosure of Nob No No Yes
agency records to the public upon request. Also requires
agencies to assist the public with their requests.
Mandate Reimbursement Process | and II: Requires Yes No Yes Yes
reimbursement for the costs of (1) filing initial mandate
test claims, if found to be a mandate, and (2) filing annual
mandate reimbursement claims.
Open Meetings/Brown Act Reform. Requires local Yes No Yes Yes
governing boards to post meeting agendas and perform
other activities related to board meetings.
Sex Offenders: Disclosure by Law Enforcement Officers. Yes No Yes Yes

Requires law enforcement to obtain, maintain, and verify
certain specific information about sex offenders.

@ Excluded because no claims have ever been filed by LEAs.
b Excluded because it had not yet finished the mandate determination process.
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This mandate relates to an existing mandate
requiring districts to suspend or expel students
for committing certain offenses. The reimbursable
costs are largely attributable to expulsion and
suspension hearings, including appeals. The new
mandate pertains largely to offenses not included
within the purview of the original mandate.

For example, the new mandate includes the
requirement that a school board expel a student

who brandishes a knife at another person.

Assessment of Governor’s Proposals

Block Grant Increase Could Be Significantly
More or Less Than Claims for Science Course and
BIP Mandates. Given the uncertainty regarding
the costs of the Graduation Requirements and
BIP mandates, it is difficult to assess whether
$100 million is an appropriate amount to add to
the block grant. On the one hand, if the state were
to lose all the various lawsuits involving these
mandates, then the claims for the two mandates
combined could be over $300 million annually.
On the other hand, if the state were to prevail in
court, then claims for the two mandates likely
would be almost entirely offset with Proposition 98
funding. From a state perspective, this means that
the block grant augmentation potentially is too
large and the state might be “overpaying.” From a
district perspective, this means that the block grant
augmentation potentially is too small. In that case,
some districts might view this as a disincentive to
participate in the block grant.

Graduation Requirements Mandate Also
Raises Serious Distributional Concerns. Because
the mandates block grant is distributed on a
uniform per-student basis, districts that serve
different grade spans receive the same rate. For
example, an elementary district receives the same
$28 per-student rate as a high school district. The
Graduation Requirements mandate raises serious

distributional concerns since the mandate is so
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costly and applies only to high schools. We estimate
about $63 million of the proposed increase for
the mandate would be distributed to districts
for students not in high school. In effect, many
districts would receive a substantial amount for
a mandate that does not apply to them. These
distributional issues would alter the incentives
districts have to participate in the block grant
(either on a continuing basis or for the first time).
Current Law Approach to Offset Costs
Reasonable. While we understand the Governor’s
desire to address the two mandate’s costs, we think
the existing offset language for both mandates
already provides a reasonable approach. Notably,
the state has been successful in the past using
offsets for several other education and local
government mandates. Moreover, in the case of
BIP, CSM has already included the offset in its
guidelines for reimbursements. Though CSM
has not yet included the offset for Graduation
Requirements, we believe a compelling case can be
made to consider revenue limits an offset for this

mandate for the following reasons.

e The State Did Not Require Districts to
Lengthen School Day. When the state
added specificity to high school graduation
requirements in 1983, the Legislature did
not believe costs would increase notably, as
no change had been made to the length of
the school day. Furthermore, virtually all
local teacher contracts do not pay science
teachers higher salaries than other teachers,
such that a district could not reasonably
make a claim that the second science
course resulted in higher compensation
costs. Though the state’s ability to
automatically apply offsetting savings
by assuming reductions in non-science
courses has been limited by the courts, the
courts noted that offsetting savings could

exist.
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e Revenue Limits Pay for Teacher Salaries
and Other Graduation Requirements.
Revenue limit funding is the state program
most closely aligned with paying teacher
compensation, with revenue limit funding
covering the vast majority of teacher
compensation costs. In addition, the state
effectively uses revenue limit funding to
cover all the other high school graduation
requirements that it established at the
same time as the second science course
requirement. This funding is available
for districts to cover costs for the second

science course.

Aligning State and Federal BIP Requirements
Would Increase Flexibility and Reduce Costs.
The Governor’s proposal to better align state and
federal BIP requirements has several positive
features. First, the proposal recognizes that since
the state enacted its BIP requirements over 20
years ago, many changes have been made to
federal law that strengthen protections for all
SWDs. As a result, the requirements in state
law provide relatively few additional benefits.
Moreover, state law is more prescriptive in terms
of the types of assessments and BIPs that districts
must develop, whereas federal law allows for a
broader spectrum of options. At the same time,
the Governor’s proposal retains a few key state
requirements that offer stronger protections than
federal law, such as the prohibition on using
emergency interventions that involve physical
discomfort. Finally, the Governor’s proposal has
the advantage that it would significantly reduce
the associated mandate costs.

Some Education Mandates Proposed for
Suspension Similar to Local Government
Mandate . .. Among the six mandates the
Governor proposes to suspend, four (Brendon
Maguire Act, Absentee Ballots, California Public

Records Act, and Sex Offenders: Disclosure by
Law Enforcement Officers) relate closely to the
equivalent local government mandates. To the
extent applicable, the state generally applies the
same policy across local government agencies;
otherwise, the state could adopt conflicting
policies across different sectors of government.
Absent a clear rationale for treating agencies
differently, similar treatment ensures consistency
in policy.

. . . But Others Have Education-Specific
Considerations. The remaining two mandates have
certain aspects unique to schools and community
colleges. For the Mandate Reimbursement Process
mandate, schools and community colleges have
the option to participate in the block grant
instead of filing claims for reimbursement.
Therefore, suspending this mandate for LEAs
would provide an even greater incentive for
them to participate in the block grant instead of
filing claims. For the Open Meetings/Brown Act
Reform mandate, Proposition 30 (passed by the
voters at the November 2012 election) eliminated
the state’s obligation to pay for this mandate
but did not eliminate the requirement that local
agencies perform the activities. This has different
implications for LEAs compared to other local
governments. This is because the state is not
required to suspend a mandate for LEAs in order
to avoid paying down prior-year claims, as it is
required to do for local governments.

Several Considerations Regarding Pupil
Suspensions/Expulsions Mandate. The CSM
estimates that this mandate will cost a little over
$1 million annually. On the one hand, it seems
likely that districts would perform the mandated
activities even if they were not required to do so
under state law. For example, a student brandishing
a knife at others would most likely be expelled by
a school board. On the other hand, the mandate

relates to pupil safety, which we believe generally
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provides a strong justification for retaining a state-
mandated activity. Moreover, the mandate is closely
related to an existing mandate that has been active
for many years and was included in the block grant

last year.

Recommendations

Reject Adding Graduation Requirements
and BIP to the Block Grant. While we appreciate
the Governor’s attempt to try to address the
costs of these two mandates, we recommend the
Legislature reject his proposal to include them in
the block grant since (1) considerable uncertainty
remains regarding whether their cost will be
much higher or much lower than the proposed
$100 million augmentation, and (2) funding for
the second science course mandate largely would
be associated with non-high school students, to
whom the mandate does not apply.

Consider Strengthening Offset for
Graduation Requirements Mandate. Though we
think the existing statutory provision offsetting
the costs of the science mandate is appropriate
for the reasons discussed earlier, the state
could strengthen the language going forward.
Specifically, the state could designate that first call
on the future increases in per-student funding for
high school students that would occur under the
Governor’s proposed K-12 funding formula is for
the science mandate.

Adopt Proposed Statutory Changes for
BIP. We recommend the Legislature adopt
the Governor’s proposal to align state BIP
requirements more closely with federal
requirements. This approach would provide
districts with additional flexibility in addressing
behavioral problems while at the same time
maintain certain stronger student protections
not included in federal law. Moreover, though
state costs for the BIP mandate are subject to

considerable uncertainty due to ongoing litigation,
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the proposal would reduce state costs for the
mandate in the event the state loses in court.

Take Mixed Approach on Proposed
Mandate Suspensions. Given their similarity
to corresponding local government mandates,
we recommend conforming to the actions taken
for local governments for the Absentee Ballots,
Brendon Maguire Act, California Public Records
Act mandates, and Sex Offenders: Disclosure
by Law Enforcement Officers. We recommend
suspending the Mandate Reimbursement Process
since it would provide an additional incentive for
LEAs to participate in the block grant. For the
Open Meetings/Brown Act Reform mandate, we
recommend rejecting the proposal to suspend it
but adopt the proposal to remove it from the block
grant, given the changes made by Proposition 30 that
eliminated the state’s reimbursement obligation.

Place New Pupil Suspension/Expulsions
Mandate in School Block Grant. We recommend
the Legislature place the new mandate in the block
grant since the mandate is intended to protect public
safety. This action is consistent with last year when
the Legislature placed the similar existing mandate
in the block grant.

Budget Effects of LAO Recommendations.
Our recommendations have two main budgetary
implications. First, rejecting the Governor’s
proposal to add $100 million to the block grant
means that this money would be available for
other purposes within Proposition 98. We discuss
how these funds could be used as part of the
alternative Proposition 98 package laid out later in
this report. Second, our approach on suspending
certain mandates and placing the new pupil
suspension/expulsions mandate within the block
grant for schools would have partly offsetting fiscal
implications, with the savings from suspending the
mandates greater than the increased cost of adding
the pupil suspensions/expulsions mandate. The net

associated savings, however, would be small. For
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community colleges, we estimate the savings from

the suspensions also would be minor. Given the

SPECIAL EDUCATION

The Governor’s budget includes two notable
changes to the way the state funds services for
SWDs. Specifically, the Governor proposes to (1)
modify the state’s formula for allocating special
education funds and (2) consolidate funding
currently provided for some specific special
education activities. Below, we provide an overview
of the state’s current approach to funding special
education, describe the Governor’s proposed
changes, assess the strengths and weaknesses of the
Governor’s proposals, and offer recommendations
for how the state could improve its approach to

funding special education services.

Background

Federal Law Requires
School Districts to Provide

Special Services to SWDs.

Figure 12

fiscal effects are small, we recommend not making

any adjustments to the block grants at this time.

the student that documents which special education
services the school will provide. (Throughout this
section, we use the term SWD to refer to students
who have formally qualified to receive special
education services.)

Special Education Services Supported by
Categorical Funds. Billions of dollars are allocated
to LEAs for the basic educational components—
including teachers, instructional materials, and
academic support—provided to all students,
including SWDs. As shown in Figure 12 the
average costs of educating a SWD, however, are
more than double those of a mainstream student—
approximately $22,300 compared to $9,600. To the

degree SWDs require additional services beyond

Special Education Categorical Funds Support Much of the

“Excess Costs” of Educating Students With Disabilities

Federal law requires public

schools to make special efforts
to educate students who $25,000
have disabilities. Specifically,

the federal Individuals with

Disabilities Education Act

(IDEA) requires that LEAs

provide “specially defined

20,000

15,000

instruction, and related
services, at no cost to parents, 10,000
to meet the unique needs of a

child with a disability.” Once 5.000
schools have determined that ’

a SWD requires additional

educational support, they
develop an Individual

Education Program (IEP) for

Nondisabled Students

Statewide Average Spending Per Pupil, 2010-11

Local General
Purpose

Excess Costs

Special
Education
Categorical®

Total Total

Base Support Base Support

Students With Disabilities

2 Includes state funding, a relatively small amount of local property tax revenue, and federal funds.
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what mainstream students receive, LEAs receive
special education categorical funds that cover
much of the “excess costs.” (These categorical funds
are comprised of state, LPT, and federal monies.)
Because special education categorical funds
typically are not sufficient to cover the costs of all
IEP-required services, LEAs spend from their local
general purpose funds to make up the difference.
In 2010-11, categorical funding covered 61 percent
of special education excess costs. The remainder of
our discussion focuses on these categorical funds.

Funds Allocated to Special Education Local
Plan Areas (SELPAs), Not Directly to LEAs.
Because economies of scale often improve both
programmatic outcomes and cost-effectiveness,
the state distributes special education categorical
funds to 127 SELPAs (rather than to the
approximately 1,000 LEAs in the state). Most
SELPAs are collaborative consortia of nearby
districts, COEs, and charter schools, although
some large districts have formed their own
SELPAs, and three SELPAs consist of only charter
schools. (Additionally, one unique SELPA consists
solely of court schools in Los Angeles County.)
Single-district SELPAs typically receive funding
directly from the state and offer or contract
for special education services on their own. In
contrast, consortia SELPAs work internally to
decide how best to divvy up special education
funding for all the SWDs in their region. In most
cases, consortia SELPA members opt to reserve
some funding at the SELPA level to operate some
shared, regionalized services, then distribute the
remainder to LEA members to serve most of their
own SWDs locally.

Most Funds Allocated to SELPAs Based
on Overall Student Population, Not Number
of SWDs. Prior to 1998, California distributed
special education funds using a “cost-based”
model—essentially funding individual SELPAs
based on the costs they incurred serving SWDs.
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Beginning in 1998-99, California switched to a
“census-based” approach for distributing most
special education funds. This methodology
allocates special education funds to SELPAs
based on total ADA, regardless of SWD counts
or the SELPA’s special education expenditures.
The census-based funding approach implicitly
assumes that SWDs—and associated special
education costs—are spread fairly evenly
throughout the overall student population.

Funds Allocated Using AB 602 Formula.
California’s census-based formula for distributing
special education categorical funds to SELPAs
commonly is referred to as the “AB 602” formula
after the authorizing legislation. The AB 602
formula incorporates (1) state categorical monies,
(2) a relatively small amount of LPT revenues
that flow through the state’s categorical program,
and (3) federal IDEA funds. In 2012-13, the state
allocated about $2.9 billion in state and LPT funds
and $1 billion in IDEA monies through the AB
602 formula. The amount of AB 602 funding each
SELPA receives from each source varies based on
four key factors: (1) historical AB 602 per-pupil
rates, (2) total ADA, (3) federal allocation
formulas, and (4) historical LPT revenue
allocations. Figure 13 illustrates the basic process
for determining each SELPA’s AB 602 allocation.

AB 602 Funding Rates Vary Across SELPAs.
The first step in determining a SELPA’s AB 602
allocation is identifying its unique per-pupil
funding rate. When the state first transitioned
to the AB 602 formula in 1998-99, each SELPA’s
per-pupil rate was derived based on how much
it had received under the old cost-based special
education funding model. Because SELPAs had
structured services in varying ways—including
some that hired more special education staff and
opted for more costly student placements—there
was some discrepancy amongst these rates. While

the state made some investments in equalizing
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AB 602 rates over the ensuing years, large
discrepancies remain. Individual SELPA per-ADA
rates range from about $570 to about $1,090,

with a statewide weighted average rate of about
$660. As shown in Figure 14 (see next page), the
majority of pupils—about 60 percent—attend
LEAs that receive between $630 and $659 per
ADA.

Total AB 602 Allocation Calculated by
Multiplying Per-Pupil Rate by Total ADA. While
some additional calculations are made for SELPAs
that have gained or lost ADA since the prior year,
the second step in determining each SELPA’s
AB 602 allocation is to multiply each SELPA’s
unique per-pupil funding rate by its total ADA.

In the illustration displayed in Figure 13, the rate
($650 per ADA) multiplied by total ADA (50,000)
yields an AB 602 funding total of $32.5 million.

Federal Fund
Allotments Based on
IDEA Formulas. The
third step in calculating
each SELPA’s AB 602

Figure 13

federal funds are allocated based on the census-
based “population” component, providing all
SELPAs the same per-pupil rate ($99 in 2011-12).
The other two components of the formula differ
across SELPAs based on historical conditions and
student characteristics. Consequently, the overall
amount of federal special education funds each
SELPA receives per pupil also varies. In 2011-12,
individual SELPAs’ IDEA funding ranged from
a per-ADA high of $248 to a low of $104, with a
statewide weighted average rate of about $175.
Amount of LPT Revenues Used for Special
Education Partially Based on Historical
Allocation Patterns. The fourth step in calculating
a SELPA’s AB 602 allocation is determining how
much LPT revenue it will receive for special
education. The amount each SELPA receives

varies based on local property wealth and the LPT

Basic Process for Determining
Each SELPA's AB 602 Allocation

allocation is determining

Example:

how much federal funding
it will receive based on

a set of IDEA formulas.
Each SELPA’s specific
federal fund allotment is
calculated based on three
factors: (1) a “population
amount” based on total
SELPA enrollment,

(2) a “base amount” related
to how many SWDs the
SELPA served in 1999, and
(3) a “poverty amount”
based on the number of
students in the SELPA
receiving free or reduced

price meals. The bulk of

Determine Unique Per-Pupil Rate
(based on historical factors)

Y

Multiply by Total ADA
(yields total AB 602 allotment)

Y

Calculate Federal Allocation
(based on federal formulas)

Y

Determine Applicable LPT Revenue
(based on historical factors)

Y

Allocate State General Fund
(makes up the difference)
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$650 per ADA

$650
X
50,000 ADA = $32,500,000

-$10,000,000

-$5,000,000

$17,500,000

SELPA = Special Education Local Plan Area; ADA = average daily attendance; and LPT = local property tax
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allocation for special education in the mid-1970’s.
(Legislation implementing Proposition 13 in 1978
essentially locked in place the allocation shares that
local jurisdictions had used in 1977.) Some SELPAs
located in areas of high property wealth also receive
additional LPT revenues known as “excess ERAF”
(Education Revenue Augmentation Fund). The
LPT revenues, however, do not increase a SELPA’s
overall AB 602 allocation, but rather serve as an
offset to how much state General Fund the SELPA
ultimately receives. In 2011-12, just over half of the
state’s 127 SELPAs received some amount of LPT
revenues for special education. For the 74 SELPAs
receiving LPT revenue, funding rates varied from
a per-ADA high of $700 to a low of $17, with a
statewide weighted average rate of about $110.

State General Fund Makes Up Difference After
Other Funds Are Applied. The fifth and final step
in calculating a SELPA’s AB 602 allocation is to

determine how much the state General Fund will

Figure 14

Special Education Per-Pupil Funding Rates Vary

contribute. The state provides sufficient funds to
“make up the difference” after accounting for the
SELPA’s federal funds and LPT revenues. In the
illustration shown in Figure 13 the state General
Fund contributes just over half of the SELPA’s
overall AB 602 funding.

Modification to State Allocation Formula
Has Led to Complications. The state’s AB 602
formula originally was designed to be relatively
straightforward—blending federal, LPT, and
state funds interchangeably to fund a total SELPA
amount. The funding calculation grew more
complicated in 2005-06, however, when the state
responded to changes in federal law by modifying
how the formula operates in some situations.
Specifically, federal law now prohibits a state
from using federal funds to pay for COLAs or
growth adjustments that are required by state
law. Consequently, the state now goes through a
complex annual calculation for SELPAs that grow

or decline in ADA
from one year to the

next. Specifically,

Percent of Statewide Average Daily Attendance, 2011-12

70%

60

50

40

30

20

the state provides a
funding rate of $465
per ADA—referred

to as the “Statewide
Target Rate” (STR)—to
fund new SELPA

ADA and to compute
COLAs. (Please see
nearby box for more
discussion of the STR.)
The state, however,
uses a SELPA’s unique
blended rate (state

plus federal funds,
averaging roughly
$660 per ADA) to
.

— == fund existing ADA and
Lessthan ~ $600-620  $630-659  $660-689  $690-719  $720-749  More than 8
$600 $750 apply reductions when
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a SELPA declines in ADA. This discrepancy has led
to a gradual “ratcheting down” of funding rates in
some SELPAs. Additionally, the state made other
modifications (also due to changes in federal law)
that resulted in complicated calculations to ensure
year-to-year increases in federal funds are treated
separately from all other AB 602 adjustments.
Somewhat Different Approach Used to Fund
Charter-Only SELPAs. The state funds the three
charter-only SELPAs somewhat differently from
the process described above, in that the state
and federal funding formulas operate completely
separate. In contrast to traditional SELPAs, how
much charter SELPAs receive in federal funding

pursuant to the IDEA formulas is not used as an

The Statewide Target Rate (STR)

offset in calculating how much they receive in state
aid, and the blended state and federal per-pupil
funding approach is never used. Each year, the
state calculates how much state General Fund to
provide to charter SELPAs based on the uniform
STR of $465 per ADA. This same STR is used as
the basis for (1) adding funding if the SELPA grows
in ADA, (2) providing a COLA, and (3) decreasing
funding if the SELPA declines in ADA. Any federal
funds the charter SELPAs receive pursuant to the
IDEA formulas are in addition to this state AB 602
allocation. (Because LPT revenues are allocated
based on historical county patterns and charter
SELPAs are relatively new entities, they do not

receive LPT revenues for special education.)

The STR Originally Intended to Help Equalize AB 602 Rates to Statewide Average. To address
funding disparities in per-pupil rates across Special Education Local Plan Areas (SELPAs), the state

designed the AB 602 formula with a component that would slowly equalize rates to the STR. The

STR was designed to reflect the statewide average rate in 1997, adjusted for cost-of-living adjust-

ments (COLAs), if provided. Each time a SELPA grew in average daily attendance (ADA), the new
ADA was funded at the STR, not the SELPA’s unique per-pupil rate. For SELPAs with unique rates

below the STR, this had the effect of gradually increasing their overall per-pupil rates towards the
STR. (For example, if a SELPA had 100 students funded at an AB 602 rate of $575 per ADA and
grew by 10 students funded at an STR of $600, the next year its unique AB 602 base rate would
be $577 per ADA.) For SELPAs with unique rates above the STR, this had the effect of gradually
decreasing their overall per-pupil rates towards the STR. (For example, if a SELPA had 100 students
funded at an AB 602 rate of $625 per ADA and grew by 10 students funded at an STR of $600, the
next year its unique AB 602 rate would be $622 per ADA.)

AB 602 Modification Reduced STR, Disrupted Equalization Efforts. When the state modified
the AB 602 formula in 2005 in response to changes in federal law, it calculated a new STR by

removing the average amount of per-pupil federal funds SELPAs received. Because federal funds

have not been removed from funding rates for all components of the AB 602 calculation, the STR no

longer functions as a method of equalizing all SELPA rates to a statewide average. Rather, because
all SELPAs’ unique blended state and federal AB 602 rates are above the new STR, the STR now has
the effect of ratcheting down funding rates for essentially all growing SELPAs, not just those funded
above the statewide average. Since 2007-08 (the last year the state provided a COLA), the STR has

been set at $465.
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Dedicated Special Education Grants for factors. In addition to the grants displayed in the

Specific Purposes. In addition to their annual figure, some LEAs receive funding through the
AB 602 allotment, SELPAs receive allocations of

state and federal funding for more specific purposes.

state’s Home-to-School Transportation program to
support IEP-required busing for SWDs.

As described in Figure 15, some of these special Federal and State Funds Also Support
education categorical programs are available to all State-Level Initiatives. In addition to the grants
SELPAs, whereas participation for others is limited listed in Figure 15, state and federal funds are

based on specific eligibility criteria or historical used for various initiatives designed to support

Figure 15

Some Special Education Funding Is Provided to SELPAs for Specific Purposes

2012-13 (In Millions)

Program Description State Federal Totals
Mental health services Allocated to all SELPAs to provide educationally necessary $348.2 $69.0 $417.2
mental health services to SWDs.
Out-of-Home Care Allocated to those SELPAs whose regions contain LCls, based 158.1 — 158.1
on the assumption that LCls will have higher rates of children
qualifying for special education services.
Preschool services Allocated to some SELPAs to provide services to SWDs ages —A 102.0 102.0
three through five.
Infant services Allocated to some SELPAs to provide services to SWDs ages 732 14.4 87.6
birth through two.
Program specialists and  Allocated to all SELPAs to provide regionalized services. 91.4 — 91.4
regionalized services Includes additional funds ($2.7 million) provided to small
SELPAs that contain fewer than 15,000 students.
WorkAbility | LEA Allocated to some SELPAs to provide SWDs with vocational 29.5 = 29.5
Project training and job placement.
WorkAbility | Vocational ~ Allocated to some SELPAs to provide SWDs with vocational 10.1 — 10.1
Education Project training and job placement.
LID equipment Allocated to all SELPAs to purchase materials and equipment 13.2 = 13.2
for students with LIDs.
LID services Allocated to all SELPASs to provide specialized services to 1.7 = 1.7
students with LIDs.
LID ROCPs Allocated to LEAs that run vocational programs for high 5.3 = 5.3
schoolers with LIDs.
Extraordinary cost pool Available for SELPAs that face extraordinary costs due to 3.0 — 3.0
students placed in nonpublic schools.
Extraordinary cost pool  Available for very small SELPAs that face extraordinary costs 3.0 — 3.0
for mental health due to student placements related to mental health needs.
Staff development Allocated to all SELPASs to train and prepare staff and parents 25 = 25
that work with SWDs.
Other Three small grants provided to certain SELPASs for specific 1.7 0.3 2.0
purposes.
Totals $740.8 $185.7 $926.4

& Many SELPAs also use some of their base AB 602 funds to provide preschool services to SWDs, however, specific expenditure data are not available.
b An additional $37 million in federal Individuals with Disabilities Education Act Part C funding and $238 million in state funding is allocated to Regional Centers to provide services
to infants with developmental delays.
SELPA = Special Education Local Plan Area; SWDs = students with disabilities; LCI = licensed children’s institution; LEA = local educational agency; and LID = low-incidence
disability; and ROCP = Regional Occipational Center or Program..
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and improve the state’s special education delivery
system. In particular, the 2012-13 Budget Act
included $4.5 million ($3.4 million in federal funds
and $1.1 million in state funds) to provide special
education-related professional development and
technical assistance activities to LEAs around the
state. The CDE contracted with Napa COE to run
these activities through the California Services

for Technical Assistance and Training (CalSTAT)
project. Additionally, the budget provided $200,000
for CDE to research cross-cultural assessments.
(These funds relate to a 1979 court case that required
the state to develop methods other than intelligence
quotient tests for assessing learning disabilities,

particularly for African-American students.)

Governor’s Proposals

The Governor’s budget includes two notable
changes to the way the state funds special
education. Specifically, he proposes (1) changing
how SELPAs’ AB 602 rates are calculated and
(2) combining eight special education categorical
grants in various ways.

Removes Federal Funds From State’s AB 602
Formula. The Governor proposes to delink the
federal and state special education allocation
formulas completely. Under this approach, a
SELPA’s IDEA funds no longer would serve as an
offset to its state allocation. Instead, each SELPA’s
state AB 602 allocation would be calculated
independently based on a state-only per-ADA rate.
(Under the Governor’s proposal, a SELPA’s LPT
revenues would continue to count as a contributing
revenue to make up this state allotment.) Because
the new per-ADA rates would be derived by
subtracting federal funds from SELPAS’ blended
AB 602 rates—which differ based on historical
factors—the new rates also would vary across
SELPAs. Separately, each SELPA would continue
to receive federal allocation pursuant to the IDEA

formulas. This approach would treat all SELPAs

similarly to how charter-only SELPAs are funded
under current law.

Rolls Two Special Education Grants Into the
AB 602 Formula. As displayed in the top row of
Figure 16 (see next page), the Governor proposes
to consolidate two grants—Program Specialists
and Regionalized Services (PSRS) and staff
development—into the AB 602 base. Currently,
roughly $90 million in PSRS funds are set aside for
regional SELPA activities. Small SELPAs located in
less populous areas of the state receive $2.7 million
in supplemental PSRS funding. Additionally,
SELPAs currently receive $2.5 million specifically
to conduct staff and parent training activities.
The Governor’s proposal would change current
law by allowing all associated funds to be used for
any special education purpose, at the discretion
of the SELPAs’ LEA members. The SELPAs could
choose to continue dedicating the same amount
for regional and staff development activities or
allocate a share of these funds to member LEAs
to help cover the costs of IEP-required student
services. Currently, PSRS funds are allocated on
a per-ADA basis, but at historical and slightly
different per-pupil rates—similar to AB 602. The
staff development grant currently is allocated
on a per-SWD basis, so adding it to the AB 602
ADA-based formula would represent a change in
how future funds are distributed.

Consolidates Six Grants Into Three. Figure 16
also shows how the Governor would consolidate six
special education grants into three larger grants.

Specifically, he proposes to:
o Combine Two WorkAbility Grants. The

proposal would consolidate two discrete
grants supporting Work Ability, a vocational
education program that serves SWDs in
middle and high schools. The proposal
would not alter the allowable uses or current
recipients of the funds, as the two grants

already are administered as one program.
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Combine Two Low-Incidence Disabilities
(LID) Grants. The proposal would
combine discrete grants for LID specialized
services and LID equipment and materials.
(LIDs are defined as hearing impairments,
vision impairments, and severe orthopedic
impairments.) The proposed change would
allow SELPAs to use the combined funds
on any mix of services or equipment costs,
provided the funds still were targeted for
students with LIDs.

Merge Assessment Research Grant Into
Technical Assistance Grant. The proposal
would eliminate the grant currently
dedicated to researching how best to
assess students from different cultural
backgrounds, and shift the funding to
increase a grant that CDE currently uses
for CalSTAT statewide technical assistance
activities. The proposal would leave it

to CDE’s discretion whether to require

Figure 16

CalSTAT to dedicate a share of the funding
for activities related to cross-cultural
assessments, or to allow the funds to be

repurposed for other activities.

Governor’s Proposals Improve
System, but Could Go Further

We believe the Governor’s proposed changes
to special education funding would lead to notable
improvements in the system, yet do not go far
enough towards addressing existing problems.

Proposed Change Would Make State’s
Allocation Formula Simpler and More
Rational . . . The Governor’s proposal to fully
remove federal funds from the state’s special
education allocation formula would simplify a
system that has grown exceedingly complicated
since 2005. Modifying the state’s allocation formula
in this way would create a consistent, rational
funding policy for growing and declining ADA, as

well as avoid complications in years when federal

Governor Proposes to Consolidate Some Special Education Grants

2013-14 Proposed Amounts (2012-13 Amounts Adjusted for Growth and COLA)

Proposed Changes Affected Grants

Programmatic and Distributional Effects

Add two grants to AB 602 formula

supplement for small SELPAs
($2.7 million).

o Staff development ($2.5 million).

Combine two WorkAbility grants
for vocational education
activities

lion).

Project ($10.3 million).

e LID equipment ($13.4 million).
* LID services ($1.7 million).

Combine two grants for serving
students with LIDs

Combine two grants used for
statewide activities assistance ($1.1 million).
* Development of cross-cultural

assessments ($200,000).

* Program specialists and regionalized
services (PSRS) ($90.3 million) and

o WorkAbility | LEA Project ($29.5 mil-

* Statewide training and technical

Would allow SELPAs to use funds for any special
education purpose, rather than restricting for
regionalized activities and staff training. Would
not change distribution of PSRS funds, but would
distribute staff development funds based on ADA
rather than counts of SWDs.

Would not have any programmatic or distributional
effects.

» WorkAbility | Vocational Education

Would allow SELPAs to change mix of spending
between services and equipment for students with
LIDs. Likely would not have any distributional effect.

Could increase technical assistance activities
(currently run out of Napa COE) by $200,000. Could
change nature of activities related to cross-cultural
assessments.

COLA = cost-of-living adjustment; SELPA = Special Education Local Plan Area; ADA = average daily attendance; SWDs = students with disabilities; LEA = local educational

agency; LID = low-incidence disability; and COE = county office of education.
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funds increase. Moreover, simplifying the current
formulas would help policy makers and the public
better understand special education funding
policies. Developing such an understanding could,
in turn, facilitate future efforts to assess and
address needed improvements to those policies.

.. . But Maintain Unjustified Differences
Across SELPAs’ AB 602 Funding Rates. Through
his Local Control Funding Formula (LCFF), the
Governor proposes to gradually equalize general
purpose and other categorical funding rates across
school districts. In contrast, the Governor has no
proposal to address existing differences in special
education funding rates. While the proposal to
remove federal funds from the AB 602 calculation
would clarify each SELPA’s state funding rate,
it would not make significant progress towards
eliminating the disparities among those rates. No
policy rationale exists for these disparities, and
leaving them in place means that SELPAs with
historically lower per-pupil rates receive less state
funding to meet the same responsibilities as those
with historically higher rates.

Proposed Consolidations of Special Education
Grants Would Somewhat Increase Local
Flexibility . . . We believe the Governor’s proposal
to roll two stand-alone special education grants
into the AB 602 formula is a good first step towards
increasing SELPAs’ flexibility. Currently, the PSRS
and staft development grants fund activities that all
SELPAs must perform. As such, allocating the funds
on an equal per-ADA basis and allowing SELPAs to
determine how much to spend on these activities,
weighed against other special education priorities,
makes sense. Moreover, this particular component of
the proposal is consistent with the Governor’s overall
K-12 funding approach that removes most spending
requirements, including those related to staff
development. Consolidating funds for researching
cross-cultural assessments into more broad statewide

capacity-building efforts also seems reasonable.

... But Miss Opportunity to Have Greater
Impact. Unlike his broader approach to
restructuring K-12 funding, the Governor proposes
to maintain numerous discrete special education
grants and requirements. We believe many of
these spending restrictions lead to inefficiencies
and constrain SELPAS’ abilities to prioritize
local needs. To begin with, two of the grant
consolidations the Governor proposes would have
only minimal effects. Combining the two LID
grants would make relatively minor changes to
existing spending parameters. Because the two
WorkAbility programs essentially already are
jointly administered, their consolidation would not
result in any increased spending discretion at the
local level. This program seems particularly worthy
of more substantive reform. Federal law requires all
LEAs to offer activities designed to help high school
SWDs transition to adult life, but only a small
percentage of LEAs receive additional Work Ability
funding to do so, and those that do must conduct
a prescribed set of vocational education activities
at a relatively high per-student cost. Moreover,
the Governor’s proposal misses opportunities
to consolidate other special education grants
and reduce associated spending restrictions. For
example, in a given year a particular SELPA may
have fewer SWDs requiring mental health services
and more who require speech and language
therapies—but currently each SELPA receives a
funding allocation that remains fixed and restricted

only for providing mental health services.

Recommendations

As detailed below, we recommend the
Legislature build upon the Governor’s proposals
but also make a couple of additional improvements.

Adopt Governor’s Proposal to Fully Delink
State and Federal Allocation Formulas. Because
it would make the state’s special education funding

approach simpler, more rational, and more
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understandable, we recommend the Legislature
adopt the Governor’s proposal to remove federal
funds from the state AB 602 formula.

Provide Additional Funds to Equalize AB 602
Funding Rates in Tandem With LCFF Rates. We
recommend the state adopt a plan for equalizing
special education funding rates that is aligned
with whatever approach it adopts for equalizing
general education rates. For example, in 2013-14,
the Governor proposes to provide about 10 percent
of the funding needed for districts to reach their
new per-pupil target rates under his proposed
LCFF formula. Should the Legislature choose to
adopt this approach, we recommend the 2013-14
budget also provide about 10 percent of the funds
necessary to equalize AB 602 rates. We recommend
similar alignment between general education and
special education equalization efforts in future
years. We recommend adopting a target AB 602
rate at the level where 90 percent of ADA in the
state receives the same rate—$535. (The state has
used the 90" percentile target to equalize revenue
limits in the past.) We estimate equalizing to this
target rate would cost approximately $300 million.
As such, we recommend the Legislature increase
special education funding by $30 million—or
about 10 percent of the total equalization cost—in
2013-14.

Update STR to Reflect New Equalization
Target. In addition to providing funds to equalize
AB 602 rates, we recommend updating the STR
from $465 (which reflects an outdated statewide
average rate) to $535 (which represents the rate for
the 90" percentile of ADA). Under this approach,
all new SELPA ADA would be funded at $535. (The
SELPAs would continue to experience funding
reductions for declines in ADA based on their
unique AB 602 state rate.) This would ensure
the STR operates as it was originally envisioned
when the AB 602 formula was designed—to

gradually increase overall per-pupil rates for
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SELPAs funded below the equalization target and
gradually decrease overall rates for SELPAs funded
above the target. In contrast, leaving the STR at
$465—as proposed by the Governor—effectively
would establish a much lower equalization target.
Figure 17 illustrates the differences in AB 602
calculations and the STR under the various models
we have discussed.

Maximize Flexibility by Consolidating
Additional Special Education Categorical
Programs. To empower local SELPAs with
additional flexibility over how best to serve their
SWDs, we recommend the Legislature adopt
a more expansive approach to streamlining
special education funding than that proposed
by the Governor. Our approach, displayed
in Figure 18 (see page 40), is consistent with
our recommendations—and the Governor’s
proposals—for increasing local discretion over
other K-12 funds. In addition to adopting the
Governor’s proposed grant consolidations, we

recommend the following changes:

e  Add Mental Health Funding to AB 602
Base Grant. All SELPAs are required to
provide IEP-related mental health services,
and the associated funding already is
allocated on a per-ADA basis. As such, our
recommendation to consolidate this grant
into the SELPA’s base funding would not
change any SELPA’s allocation. Rather, the
change would provide SELPAs with greater
discretion to target special education funds
for the needs of their local SWDs (whose
mental health needs may change from

year-to-year).

e Continue Providing Additional Funding
for Small SELPAs. While we recommend
adopting the Governor’s proposal to roll
the PSRS grant into the AB 602 base, we

recommend continuing to provide some
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additional funding to exceptionally small,

geographically isolated SELPAs that cannot

flexibility and equalize funding across
all SELPAs serving high school SWDs.

take advantage of economies of scale. Under this approach, the funds would
be allocated based on a SELPA’s ADA in

*  Combine WorkAbility Grants into grades 9-12 and could be used to provide

“Transition Services” Funding
Supplement, Allocate to All SELPAs. As
discussed earlier, the Governor’s proposed
consolidation of the two WorkAbility

grants would have virtually no effect on

any transition service for SWDs in those
grades. (Transition services is an area
where the state has been flagged by federal
review as needing improvement.) Because

reallocating these funds across all SELPAs

the existing program. Maintaining this .
XISHNg prog J would decrease per-pupil rates compared

categorical program, with its specific to the existing grants, the Legislature

requirements and uneven statewide . . . . .
q could consider increasing funding for this

articipation rates, seems counter to the . o .
P p new grant in the future should it wish

restructuring approach the Governor to enable SELPAs to continue offering

is applying to K-12 education. We Work Ability-like services.

recommend adopting a more consistent

approach, which would increase local

Figure 17
lllustration of Four AB 602 Funding Models?

Per-Pupil Funding Rates for:

Existing ADA

New ADA Lost ADA Effects

Uses blended rate for

L $660 +$600 -$660 ’
Original Model SELPA's unique Blended STR SELPA's unique L) CTT TP EIe
(1998-2005) blended rate blended rate el Bl
Equalizes to blended STR.
Uses state rate for
Current Model $660 +$465 -$660 growing SELPAs and blended
(2006-Present) SELPA’s unique State STR® SELPA’s unique rate for declining SELPAs.
blended rate blended rate ~ Ratchets down per-pupil rates
for growing SELPAs.
Uses state rate for both
Governor’s $475 +$465 -$475 growing and declining
Proposed Model SELPA’s unique State STR SELPA’s unique SELPAs similarly.
state rate state rate Equalizes per-pupil rates
down to low STR.
s e e Uses state rate for both
+ = growing and declining
I\Lnﬁ(;eFIlecommended SELPA’s unique Updated state STR SELPA’s unique SELPAs similarly.
state rate state rate Equalizes per-pupil rates

to 90t percentile.

a Simplified display with illustrative rates.

b Funded with a combination of state and federal funds. In all other cases shown, “state” is funded only with state funds (and “blended” is funded
with a combination of state and federal funds).

ADA average daily attendance; SELPAs = Special Education Local Plan Area; and STR = Statewide Target Rates.
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Add LID ROCP Funding to LID Block
Grant. The state currently provides
funding for students with LIDs to
participate in ROCPs. The per-pupil rates
are quite high (86,199 per visually impaired
ADA, $3,549 per deaf ADA, and $1,964 per
orthopedically impaired ADA) because
these students require more intensive
assistance. Given all other state funding

for ROCP has been subject to categorical

to participate in this specific program
seems illogical. Instead, we recommend
combining the funds with the other two
LID grants and distributing the funds

on an equal rate for each student with a
LID. Under this approach, educators can
dedicate the funds to the most appropriate
educational program for the student—be
it an ROCP-like program, other CTE

program, or other activity.

flexibility since 2009 and the Governor is

. . e Combine Two Extraordinary Cost Pools
proposing to permanently eliminate ROCP

. . : (ECPs). The state currently maintains two
programmatic requirements and funding,

continuing to earmark funds for SWDs

Figure 18
LAO Alternative for Consolidating Special Education Grants
2013-14 Proposed Amounts

Affected Grants Governor’s Proposal LAO Recommendation

Changes to Base Funding

* Program specialists and regionalized services ~ Adds PSRS and staff development to
(PSRS) ($90.3 million) and supplement for AB 602 base funding. No proposed
small SELPAs ($2.7 million) change for mental health funding. base. Continue providing some

* Staff development ($2.5 million) supplemental AB 602 funding for small
* Mental health funding ($426 milllion) SELPAs.

Transition Services

* WorkAbility | LEA Project ($29.5 million) Combines, does not change allocation or ~ Combine into new “Transition Services”
* WorkAbility | Vocational Education Project program requirements. funding supplement, remove specific
($10.3 million) program requirements, change
distribution to allocate equal amount
per ADA in grades 9-12.

Adopt Governor’s proposal, but also
add mental health funding to AB 602

LID Programs

* LID materials ($13.4 million)
* LID services ($1.7 million)
* LID ROCP ($5.3 million)

Combines LID materials and services. No  Adopt Governor’s proposal, but also

proposed change for LID ROCP. combine LID ROCP funding into new
“LID Block Grant,” remove ROCP-related
requirements.

Statewide Activities

» Statewide training and technical assistance Combines.
($1.1 million)
e Cross-cultural assessments ($200,000)

Adopt Governor’s proposal.

Extraordinary Cost Pools

* For NPS placements ($3 million) None. Combine, adopt uniform set of eligibility
* For NPS placements (mental health) criteria for subsidizing high-cost
($3 million) student placements.

SELPAs = Special Education Local Plan Area; LEA = local educational agency; LID = low-incidence disability; ROCP = Regional Occupational Center or Program;
and NPS = nonpublic school.
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ECPs with similar but distinct eligibility
criteria. Individual SELPAs can apply for

a share of these funds if they experience
exceptionally high costs associated with
placing students in specialized schools. The

Governor did not propose changes to this

ADULT EDUCATION

The Governor’s budget proposes a number
of changes to adult education in California. In
particular, the Governor proposes to (1) eliminate
school districts’ adult education categorical
program and consolidate all associated annual
funding into his new K-12 funding formula,
(2) create a new $300 million CCC categorical
program for adult education, and (3) shift school
districts’ apprenticeship categorical funds to a new
CCC apprenticeship categorical program. Below, we
provide background on the state’s adult education
system, describe the Governor’s proposals, provide
an assessment of these proposals, and offer an
alternative package of recommendations for

improving adult education.

Background
Adult Education Has Multiple Purposes and

Providers. In contrast to collegiate (postsecondary)
education, the primary purpose of adult education
is to provide persons 18 years and older with the
precollegiate-level knowledge and skills they need
to participate in civic life and the workforce. Under
state law, adult education also can serve various
other purposes, including offering enrichment
classes to older adults and providing instruction
on effective parenting techniques. Adult schools,
which are operated by school districts, and
community colleges are the main providers of adult

education in California.

structure; however, we believe streamlining
the application and approval process would
maximize effective use of these funds.
Specifically, we recommend combining the
two pools and applying one uniform set of

eligibility criteria.

Community Colleges Can Offer Adult
Education on “Credit” or “Noncredit” Basis.
Figure 19 (see next page) shows that both adult
schools and community colleges are authorized to
offer courses in each of ten instructional areas. The
figure also shows that, in six of these ten categories,
community colleges can offer instruction on a
credit or noncredit basis. For example, community
colleges can choose to offer English as a second
language (ESL) and “health and safety” instruction
(which consists largely of exercise and fitness
classes) as either credit or noncredit. In addition,
community colleges offer a number of noncredit
vocational courses and certificate programs (such
as certified nurse assisting, culinary arts, and
welding) whose content is very similar or identical
to credit instruction.

Adult Schools Historically Funded Through
a Categorical Program. Prior to 2008-09, the
state provided funding for adult schools through
a categorical program that provided a uniform
per-student funding rate (2,645 per ADA in
2007-08). In early 2009, the Legislature removed
the categorical program requirements and allowed
school districts to use adult education funding
(along with funding associated with many
other categorical programs) for any educational
purpose. (This flexibility is currently authorized
through 2014-15.) Based on our survey of school
districts, only between 40 percent to 50 percent

of the $635 million nominally provided in annual
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Proposition 98 adult education funds likely is now

being spent on adult education. Given the current

funding rules, school districts effectively determine

their own per-student funding rate.

CCC Adult Education Funded Through
Apportionments. In contrast, community colleges
receive general-purpose apportionment monies
to fund instruction, with colleges independently
deciding the mix of credit and noncredit
instruction they deem appropriate. Current law
establishes one funding rate for credit instruction
and two funding rates for noncredit instruction.

The funding rates are as follows:

e  Credit. In 2012-13, the funding rate for
each full-time equivalent (FTE) student
in credit coursework is $4,565. Colleges
receive this funding rate regardless of
whether the instruction is collegiate or

precollegiate/adult education.

e  “Enhanced” Noncredit. Chapter 631,
Statutes of 2006 (SB 361, Scott), established
an enhanced funding rate for noncredit

instruction in elementary and secondary

education, ESL, and vocational instruction.

In 2012-13, this rate is $3,232 per FTE

e  Regular Noncredit. All other noncredit
courses (such as home economics) receive
$2,745 per-FTE student.

We estimate that in 2011-12, community colleges
spent approximately $1.4 billion in apportionments
on adult education coursework—about $1.2 billion
for credit instruction and about $200 million for
noncredit instruction.

Estimate Over 1.5 Million Students Served
in 2009-10. Though enrollment data have been
incomplete since categorical flexibility was adopted
in 2009, we estimate adult schools and community
colleges provided adult education instruction to at
least 1.5 million students (headcount) in 2009-10,
which translates into about 550,000 FTE students.
Figure 20 shows that the CCC system provides
the largest share of adult education in the state,
primarily through its credit program.

Student Outcomes Comparable at Adult
Schools and CCC Noncredit. While the state lacks
a single data system that allows for comprehensive
comparisons between adult schools and community
colleges, a recent study by Comprehensive Adult
Student Assessment Systems (CASAS) can supply
insights into comparative student outcomes. Data
from CASAS indicate that students in adult schools

student.
Figure 19
Adult Education Includes a Wide Array of Instructional Areas

Adult CCC CCC

Instructional Area Schools Noncredit Credit
Adults with disabilities X X X
Apprenticeship X X X
Vocational education? X X X
Immigrant education (citizenship and workforce preparation) X X
Elementary and secondary education X X X
English as a second language X X X
Health and safety? X X X
Home economics X X
Older adults X X
Parenting X X

& Also referred to in statute as career technical education.
b Includes exercise and fitness classes.
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and CCC noncredit programs generally have similar
demographic characteristics (such as age, gender,
and ethnicity) and perform nearly equal. For
example, between 2005-06 and 2008-09, about half
of the students in each segment’s cohort advanced at
least one instructional level, with another 40 percent
of students showing learning gains within the same
instructional level. About 10 percent of students

in each segment did not demonstrate any notable
progress.

Separate Pot of Funding Linked to
Apprenticeship Programs. Schools districts and
community colleges also each receive a relatively
small amount of state funding for apprenticeship
programs—a type of adult education instruction
related to job training. In 2012-13, school districts
are receiving $15.7 million and community colleges
are receiving $7.2 million in associated funding.
Under current law, school districts must use their
apprenticeship categorical funds only for related
instruction. In contrast, under current law, CCC’s
apprenticeship categorical
program is part of a Figure 20
larger “flex item,” which

allows districts to transfer

and secondary programs—the instructional areas
authorized under the act. A total of 169 adult schools
and 17 community colleges (along with 38 other
providers such as county libraries) received WIA
funding. The CDE administers the federal program
on behalf of the state.

Adult Education Suffers From a Number
of Problems. In a recent report, Restructuring
California’s Adult Education System
(December 2012), we identified a number of major
problems and challenges with adult education.
Specifically, our report found the current system of
adult education to have: (1) an overly broad mission;
(2) unclear delineations between adult education
and collegiate studies at CCC; (3) inconsistent and
conflicting state-level policies at adult schools and
CCC (concerning funding, faculty qualifications,
fees, and student placement tests); (4) widespread
lack of coordination among providers; and
(5) limited student data, which makes oversight
difficult.

Community College Credit Instruction
Accounts for Large Share of Adult Education

apprenticeship funds
to any other categorical
program (such as facilities
maintenance or transfer
education programs). Adult Schools?
CDE Administers
Federal Adult Education
Program. A primary
source of federal funding
for adult education is the
Workforce Investment
Act (WIA). In 2011-12,
the state was allotted a
total of $91 million in
WIA funding to support

CCC Noncredit

Full-Time Equivalent Students in Adult Education Courses, 2009-10

CCC Credit

@ Total is somewhat understated because not all adult schools reported enroliment data for 2009-10.

ESL and adult elementary
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Governor’s Proposal

The Governor’s budget would make a number
of changes to adult education, as described below.

Folds School District Adult Education
Categorical Funds Into K-12 Funding Formula.
For the budget year, the Governor proposes
to eliminate school districts’ adult education
categorical program and consolidate all associated
annual funding ($635 million Proposition 98
General Fund) into his proposed K-12 funding
formula. Though there would no longer be any state
requirements pertaining to adult schools, school
districts would be permitted to continue operating
adult schools (using general-purpose state funds,
federal WIA funds, and fee revenue).

Creates a New $300 Million CCC Categorical
Program for Adult Education. The Governor
then provides a base Proposition 98 General Fund
augmentation of $300 million to create a new
adult education categorical program within CCC’s
budget. These new funds would be distributed
to CCC districts using a formula based on the
total number of students they served in the prior
fiscal year (adult education as well as collegiate
instruction). The administration also would change
current law by not providing a specific per-student
rate for instruction using these categorical program
funds; rather, the CCC Chancellor’s Office would
have the authority to set the funding rate. The
Governor’s plan would allow community colleges
to use these monies to provide instruction
directly or contract with school districts (through
their adult schools) to provide instruction. The
administration has indicated that it will evaluate
the need for funding increases in future budgets.

Limits CCC Apportionments to Credit
Instruction Only. The Governor further proposes
to restrict CCC apportionments to credit
instruction. The approximately $200 million
currently spent on noncredit instruction would

remain in CCC’s apportionments and would be
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available to colleges to provide credit instruction.
Since the Governor does not propose to make any
changes to what constitutes credit instruction,
however, community colleges still would be
permitted to use apportionments to provide adult
education by offering such instruction on a credit
basis.

Shifts School Districts’ Apprenticeship
Categorical Funds to CCC. The Governor also
proposes to shift funding from schools districts’
apprenticeship categorical program into a new
CCC apprenticeship categorical program (which,
unlike CCC’s current apprenticeship categorical
program, could be spent only on apprenticeship
instruction). The administration indicates that
school districts, however, would continue to be
permitted to administer apprenticeship programs.
The administration has not yet clarified how school
districts would be funded for these activities.

Focuses Adult Education on Core Mission
for CCC. Under the Governor’s proposal, state
support for adult education at the community
colleges would be narrowed from ten instructional
areas to six instructional areas, with four areas
(health and safety, home economics, older adults,
and parenting) eliminated. (While they would not
be able to claim apportionments for instruction
in these four areas, community colleges still
could provide opportunities for students to take
these classes—as many already do—through
“community services education,” which are fully
supported by student fees.) By contrast, school
districts would continue to be permitted to
use their state funding to offer whichever adult
education courses they so choose.

Does Not Propose to Change WIA
Administrator. The Governor proposes for CDE to
retain responsibility for administrating the WIA
program on behalf of the state.
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Governor’s Plan Has Major Problems

Given adult education’s numerous and
significant challenges, we believe the Governor
should be commended for identifying adult
education as a high priority to address. We also
find merit with his proposal to focus state support
on CCC adult education programs that advance
the core goals of civic engagement and workforce
training. We think the Governor’s overall
approach for adult education, however, has serious
shortcomings, as discussed below.

Many Community Colleges Would Face
Significant Challenges in Assuming New
Responsibilities for Adult Education. Under
the Governor’s plan, school districts would
be permitted to provide adult education. By
permanently eliminating adult schools’ dedicated
funding stream and repealing all associated statute
relating to adult education, however, a number of
school districts likely would discontinue offering
adult education. To the extent this were to happen,
responsibility for providing adult education would
fall to community colleges. Yet, as discussed in
our December report, community colleges vary
significantly in terms of the amount and type of
adult education they offer and the extent to which
they consider adult education to be part of their
educational mission. While all community colleges
offer at least some adult education instruction, the
vast majority focus on remedial math and English
courses for students seeking a college degree,
rather than literacy, high school diploma, and other
programs designed for less-advanced students. As
such, a number of community colleges likely would
face significant challenges in expanding their
mission to administer programs and serve students
with whom they have had very limited familiarity
and experience to date.

If Adult Schools Continue to Operate on Their
Own, Longstanding Problems Would Remain.
Though adult schools and community colleges

generally cover the same geographic areas, over
time state policies have created two markedly
different systems for the two providers. As a result,
there is a notable lack of consistent standards for
providers, faculty, and students. For example,
students in a similar vocational training program
(such as medical assisting) may be required to pay
anywhere from no enrollment fees to thousands
of dollars depending on whether they enroll at
an adult school or community college. Moreover,
as our December report found, adult schools and
community colleges often work independently
from one another at the local level. This lack of
coordination results in fragmented pathways for
students seeking to transition from adult education
to collegiate studies. To the extent that certain
school districts chose to continue funding adult
education, we are concerned that the Governor’s
proposal would do nothing to address these
outstanding problems.

Governor’s Proposal Would Do Nothing
to Address Irrational Funding Structure for
Adult Education. As discussed in our December
report, funding levels for adult education are
inconsistent and lack a rational policy basis.
Since flexibility was enacted, per-student funding
rates for adult schools have varied by school
district. And, despite containing content that
is often very similar or even identical, adult
education courses at CCC are funded at different
rates depending on whether a college decides
to offer them on a credit or noncredit basis. The
Governor’s proposal does nothing to address
these discrepancies. That is, because he does not
propose to distinguish between collegiate education
and adult education, community colleges would
continue to be permitted to offer approximately
$1.2 billion of adult education on a credit basis
(through apportionments) while providing other
adult education instruction through a categorical

program at a funding rate to be determined by
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the CCC Chancellor’s Office. Figure 21 shows how
adult education could continue to be funded at
different rates depending on which provider—adult
schools or CCC—offered such instruction and
whether the courses were offered by CCC on a
credit or noncredit basis.

Fewer Students Likely Served in Adult
Education. The exact effect of the Governor’s
proposal on adult education enrollment levels is
not possible to determine, as school districts and
community colleges could respond in various ways.
We believe, however, that the Governor’s proposal
could result in between 30,000 to 50,000 fewer
FTE students served statewide in the budget year
as compared with the current year. This estimate
is based on three factors: (1) school districts
likely would serve fewer adult students given all
associated state funding would be permanently
folded into the K-12 funding formula, (2) shifting
all existing CCC noncredit apportionment funding
to the higher credit rate also would result in notably
fewer students served, and (3) these drops would
be only somewhat offset by the students served
through the new CCC adult education categorical
program.

Proposed Method of Allocation Would Not
Address Local Service Disparities. As discussed
in our December report, after multiple years of
budget cuts and categorical flexibility, considerable
variation exists at the local level in terms of the

availability of adult education instruction. For

Figure 21
Governor’s Proposal Would Not Address

Inconsistent Funding Policies for Adult Education

example, some adults live in areas of the state in
which adult schools still offer literacy and high
school diploma programs, while others live in
areas in which school districts have significantly
reduced such instruction (or closed their adult
school altogether). By proposing to allocate the
$300 million in new monies to community college
districts based on the total number of CCC
students they served in the prior year, the Governor
would not provide any assurance that adult
education funding is aligned with relative program
need.

Ongoing Data Problems Are Not Addressed.
The December report also found that data on
adult education are generally poor. For example,
ever since school districts were permitted to
spend adult education categorical funds on other
educational purposes, the state has been unable
to identify the number of students served and the
amount spent annually on adult education. In
addition, only a handful of community colleges
report to the CCC Chancellor’s Office the number
of noncredit certificates (such as skills certificates)
earned by students. Another notable problem is
that adult schools’ and CCC’s data systems are not
coordinated because they use different student
identification numbers. As a result, tracking
student transfers from adult schools to CCC (or
other postsecondary institutions) is very difficult.
Because of these data gaps, the public’s ability to
hold providers accountable for performance is

significantly impaired.
The Governor’s proposal
fails to address this issue,

however, as there would

Per-Student Funding Rates

be no requirement (or

. incentive) for providers to
Governor’s Proposal

201213
Instruction at adult schools Determined by each district
CCC credit adult education $4,565
CCC noncredit adult education $3,232

CCCCO = California Community College Chancellor's Office.
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begin reporting even these

Determined by each district

$4.565 basic enrollment, funding,

Determined by CCCCO and outcomes data.



2013-14 BUDGET

Proposal to Shift Apprenticeship Funds to
CCC Has Problems. Like other types of adult
education, school districts and community colleges
share responsibility for providing apprenticeship
instruction. Employers provide on-the-job training
to apprentices (and pay their wages and benefits)
and enter into partnerships with individual
educational providers for formal classroom
instruction. Though proposed trailer bill language
would allow school districts to continue operating
apprenticeship programs, the administration has
not determined whether they would be eligible to
access categorical program funds. To the extent
school districts were excluded from this funding,
the Governor would effectively limit the options
that employers have to enter into such agreements.
It is unclear why this would be advantageous either
to employers or students. Moreover, it is unclear
to us why the Governor would create a second
apprenticeship categorical program for CCC
given his stated intent to streamline funding for
education.

No Justification for Different Treatment of
State-Supported Instructional Areas. Under
the Governor’s proposal, both adult schools and
community colleges would continue to be allowed
to use state funding for adult education. Yet,
community colleges would be restricted to using
their state support for core instructional areas (such
as literacy programs) while adult schools would be
permitted to offer various noncore programs (such
as home economics and fitness courses for older
adults) using state funding. We do not understand
the policy rationale for treating these providers
differently as regards to the type of subsidized

instruction they can provide.

LAO Recommendations

In light of the above assessment, we
recommend the Legislature take a number of

actions to improve adult education in California.

Because we find that adult schools and community
colleges each have comparative advantages for
delivering adult education, we recommend an
alternative approach from the Governor’s that
builds upon the strengths of each provider and
creates the foundation for a more focused, rational,
collaborative, responsive, and accountable system.

Focus on Core Adult Education Mission. We
recommend the Legislature approve the Governor’s
proposal for CCC to focus state support on six
instructional areas. We also recommend the
Legislature focus on the same six instructional
areas for adult schools.

Clearly Delineate Precollegiate and Collegiate
Education at CCC. We recommend the Legislature
work with the administration to develop consistent
delineations of noncredit and credit instruction
at the community colleges. To the extent
precollegiate-level coursework is shifted from
credit to noncredit, districts would be eligible for
less apportionment funding. The Legislature could
decide to keep CCC funding at the same level,
however, which would allow community colleges to
accommodate additional students (either in adult
education or collegiate courses).

Resolve Inconsistent and Conflicting Adult
Education Policies. To further achieve consistency
of standards for adult schools and community
colleges, we recommend the Legislature and
Governor address policy differences concerning
(1) faculty qualification requirements, (2) fees,
and (3) student placement tests. Specifically, we
recommend the Legislature amend statute so
that faculty no longer need a teaching credential
to serve as an instructor at an adult school. By
aligning policy for adult schools with that of the
community colleges, instructors could readily
teach adult education courses with both providers.
In addition, we recommend the Legislature
consider levying a modest enrollment fee (such as

$25 per course) for students in adult schools and
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noncredit CCC programs. We also recommend the
Legislature amend statute to allow CCC faculty to
place students into adult education courses based
on assessment results (as faculty at adult schools
currently are permitted to do) and require that
adult schools use only assessment instruments that
have been evaluated and approved for placement
purposes (as community colleges are required
to do).

Reject Governor’s Categorical Program
Proposals. We recommend the Legislature
reject the Governor’s proposals to (1) eliminate
school districts’ adult education categorical
program, (2) create a new $300 million CCC adult
education categorical program, (3) allow the CCC
Chancellor’s Office to determine the per-student
rate for funds in the categorical program, and
(4) allocate categorical funds to community colleges
on a formula basis. Instead, we recommend the
Legislature (1) restore adult education as a stand-
alone categorical program for school districts,
(2) provide up to $300 million for the reconstituted
program, (3) provide adult schools with the same
noncredit funding rate that community colleges
receive, and (4) allocate funds to school districts
based on the amount of General Fund monies they
are currently spending on adult education.

Recommend Allocating Future Resources in
Ways That Promote Both Access and Success.
To foster more cooperation among providers and
make the adult education system more responsive

to local needs, in future years we recommend the

Legislature: (1) allocate base adult education funds
to providers on a combination of enrollment and
performance, (2) make new funding available on

a regional basis based on relative program need,
and (3) promote collaboration among providers
by adopting common course numbering for adult
education.

Reject Transfer of Apprenticeship Funds to
CCC. We also recommend the Legislature reject
the Governor’s proposal to shift funds from school
districts’ apprenticeship categorical program to
a new categorical program within CCC’s budget.
Instead, we recommend that school districts’
apprenticeship categorical funds be shifted to
and consolidated within the reconstituted adult
education categorical program we recommend
above (resulting in a total of $315.7 million in
funding for the categorical program). This would
give school districts more flexibility to determine
the appropriate mix of adult education programs
they offer.

Improve Data State Receives. To improve
public oversight of adult education going forward,
we recommend the state begin collecting consistent
data from adult schools and CCC. Such data would
include enrollment levels, student learning gains
in ESL and elementary and secondary education
courses, and vocational certificates earned by
students. Lastly, we recommend the Legislature
promote a coordinated data system by clarifying
its intent that adult schools and CCC use common

student identification numbers.

COMPARING GOVERNOR'’S PLAN
AND LAO RECOMMENDATIONS

Below, we summarize the major fiscal
differences between the Governor’s Proposition 98
budget plan and the LAO recommendations we

discuss throughout this report. Although we
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recommend the Legislature use the Governor’s
basic budget approach and generally dedicate
newly available Proposition 98 funding for paying

down deferrals and transitioning to a new school
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funding formula, we have some recommendations
that differ from the Governor’s specific proposals.
Figure 22 summarizes these major differences.
LAO Recommendations Free Up More Than
$300 Million Proposition 98 Funding. Most
notably, we recommend a different treatment of
Proposition 39 revenues and expenditures. As
we discussed earlier, although this treatment
reduces the minimum guarantee by $260 million,
it frees up $190 million in Proposition 98 monies
that can be used for operational purposes. In
addition, we recommend rejecting the Governor’s
proposal to add the Graduation Requirements
and BIP mandates to the schools mandates block

grant, thereby freeing up $100 million. We also

recommend rejecting the Governor’s proposal

to provide $16.9 million to CCC for various
technology projects. We believe most of the
Governor’s associated objectives could be achieved
largely within existing resources, though we note,
given available funding, the Legislature could
provide one of the higher education segments
with $1 million to administer a competitive

grant program to redesign and share more online
courses, particularly courses commonly required
for degrees. (Online education is discussed in our
companion report, The 2013-14 Budget: Analysis
of Higher Education Budget.) Altogether these
recommendations free up more than $300 million

in Proposition 98 operational funding.

Figure 22

Major Differences Between Governor’s Proposition 98 Budget and LAO Recommendations

Issue

Governor’s Proposal

LAO Recommendation

Treatment of
Proposition 39 revenues

Energy efficiency projects

Adult education

CCC general purpose funds

K-12 mandates

Special education equalization

CCC technology initiatives

Includes all Proposition 39 revenues in the
Proposition 98 calculation.

Provides $450 million to schools and
community colleges on a per-student basis
for energy efficiency projects. Counts these
expenditures towards the Proposition 98
minimum guarantee.

Provides $300 million to create a new CCC
adult education categorical program.

Provides an unallocated $197 million
for priorities to be determined by CCC
Chancellor’s Office.

Provides $100 million to add Graduation
Requirements and Behavior Intervention
Plans (BIP) to mandates block grant.

No proposal.

Provides $16.9 million (unspecified mix of
ongoing and one time) to (1) develop 250
new online courses, (2) adopt a common

learning management system (LMS), and
(3) expand credit-by-examination options.

Excludes $450 million in Proposition 39 revenues
set aside for energy efficiency projects from the
Proposition 98 calculation.

Provides $450 million to California Energy
Commission to allocate funds on a competitive
basis among all public agencies. Excludes these
expenditures from the Proposition 98 minimum
guarantee.

Restructures adult education system in an
alternative way that provides for greater
transparency, consistency, coordination, and
accountability.

Designates additional funding for existing
obligations, including paying down CCC deferrals.
If further funding provided, links with specified
objectives, including meeting enrollment and
performance expectations.

Does not add $100 million to block grant.
Strengthens offset language for Graduation
Requirements mandate. Makes statutory changes
to BIP mandate to align better with federal law.

Provides $30 million to equalize special education
funding rates.

Provides $1 million in one time, non-Proposition 98
funds to modify existing online courses for use

by faculty across the state. Encourages CCC to
adopt a common LMS using existing resources.
Withholds recommendation on credit-by-
examination proposal pending more information.
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Freed-Up Funds Offset by $30 Million
Recommended Increase in Special Education
Funding. As discussed in more detail in the
“Special Education” section of this report, we
recommend the Legislature provide $30 million
to equalize AB 602 per-pupil funding rates. Taken
together, our recommendations would free up a net
of more than $275 million in Proposition 98 funds.

Adult Education Recommendation Differs
in Many Ways From Governor’s Proposal. As
we discuss in the “Adult Education” section of
this report, we recommend the Legislature reject
the Governor’s approach to “Adult Education”
restructuring. We lay out an alternative approach
under which the state would spend roughly the
same total amount for adult education. Compared
to the Governor’s budget, however, our alternative
likely would serve additional adult students at lower
cost. Under our alternative, both school district-run
adult schools and CCC would be funded directly to
provide adult education, and the same rules would
apply to them. Perhaps most notably from a fiscal
perspective, our alternative would fund virtually
all adult education at the enhanced noncredit adult
education rate (which is lower than the CCC credit
rate but higher than the 2007-08 adult school rate).
Our alternative also would take a considerable
amount of CCC credit instruction that in practice
is adult education and officially reclassify it as
noncredit adult education. These changes would
free up considerable CCC funding that could be
used to serve additional CCC students (either in
adult education or collegiate courses)—resulting in
more students served at a lower cost.

A Few Other Recommendations Have No
Net Effect on Proposition 98 Spending. A few of
our other recommendations also differ from the
Governor’s proposals but do not result in additional
Proposition 98 costs or savings. Most notably, for
special education, we recommend the Legislature

consolidate a few additional programs not included
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in the Governor’s consolidation package. Specifically,
we recommend the Legislature add student mental
health funding to AB 602 base funding allocations,
add another program to a consolidated grant for
students with LIDs, and consolidate the state’s two
extraordinary cost pools (for which the Governor
has no proposal). Regarding transitional services for
high school age SWDs, we recommend an approach
that uses the same amount of funding but allocates
in a manner allowing a greater number of SELPAs
to provide such services. Taken together, our more
extensive set of special education recommendations
would provide SELPAs with greater flexibility in
meeting the needs of SWDs at no additional cost.
Apart from the Graduation Requirements and BIP
mandates, our other mandate recommendations also
vary somewhat from the Governor’s proposals. In
particular, we recommend adding one new mandate
(Pupil Suspensions and Expulsions II) to the schools
block grant and suspending one fewer mandate
(Open Meetings/Brown Act Reform) compared to
the Governor’s plan. Given the minor fiscal effect
associated with all these differences, we recommend
no corresponding change in total funding for the
schools block grant.

Base Augmentations for CCC Could Be
Decided Within Context of Broader Higher
Education Budget Plan. We recommend the
Legislature reject the Governor’s proposal to
provide CCC with an unallocated $197 million
base augmentation. Instead, we recommend the
Legislature make its spending decisions within the
context of the higher education budget package.

If additional funding is available, we recommend
the Legislature first address existing obligations,
such as paying down CCC deferrals, and then
linking any further funding to enrollment and
performance targets.

Recommend Waiting Until May to Build
Proposition 98 Budget Package. Because of the

significant uncertainty regarding General Fund
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revenues in both 2012-13 and 2013-14, developing

a specific Proposition 98 spending plan may be
premature until additional revenue information is
available in May. As we discussed earlier, higher
General Fund revenues in 2012-13 would result in a
roughly dollar-for-dollar increase in the minimum
guarantee. The 2013-14 minimum guarantee

also could change significantly compared to the

Governor’s estimates. Both changes could affect

the Legislature’s specific spending decisions for
each year. Regardless of the specific amounts
appropriated in each year, we recommend the
Legislature maintain the same basic priorities set
by the Governor: paying down one-time obligations
and providing funds to transition to a new funding

formula.
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SUMMARY OF LAO RECOMMENDATIONS

‘/ Paying Down Outstanding Obligations. Recommend a generally balanced multiyear budget approach similar to the
Governor’s plan that simultaneously pays down outstanding obligations and builds up base support. As part of this approach,
recommend eliminating school and community college payment deferrals by 2016-17—prior to the expiration of Proposition 30’s
personal income tax increases.

‘/ Timing. Recommend waiting until May to finalize the Proposition 98 budget package given significant uncertainty in General
Fund revenues in 2012-13 and 2013-14 and the potentially large corresponding swings in the Proposition 98 minimum
guarantee.

‘/ Redevelopment-Related Rebenching. Recommend annually updating redevelopment-related rebenching adjustments until
revenues begin to stabilize.

‘/ Proposition 39. Reject Governor’s proposal. Recommend the Legislature instead:
e Exclude Proposition 39 energy-related funds from Proposition 98 calculation and do not count Proposition 39 expenditures
toward minimum guarantee.
* Charge California Energy Commission (CEC) with administering a competitive grant process under which all eligible public
entities (including schools and community colleges) could apply for funds.
* Require CEC to develop grant evaluation process that takes into account facility needs and requires applicants to submit
certain energy audit data.

‘/ Mandates. Take the following mixed approach on Governor’s mandates proposals:

* Reject proposal to add $100 million and two mandates—Graduation Requirements and Behavioral Intervention Plans (BIP)—to
mandates block grant for schools. Consider requiring that future funding increases provided under the proposed K-12 funding
formula be used to offset teacher salary costs for Graduation Requirements mandate.

» Adopt proposed modifications to BIP mandate to align state requirements more closely with federal requirements.

» Adopt proposal to fund new mandate related to pupil suspensions and expulsions. Include this mandate in the schools block
grant.

» Adopt proposal to suspend five mandates. Reject proposal to suspend one mandate related to public meeting requirements.

‘/ Special Education. Adopt more expansive version of Governor’s two proposals. Specifically:
» Adopt Governor’s proposal to fully delink state and federal special education allocation formulas, but also (1) provide
$30 million to equalize per-pupil funding rates in tandem with equalizing general education per-pupil rates, and (2) change the
Statewide Target Rate to reflect the current 90th percentile (the rate at which 90 percent of students are funded at the same
rate, with the remaining 10 percent funded at higher rates).
* Instead of Governor’s proposal to consolidate 8 special education categorical grants into 4 larger grants, provide greater
flexibility by consolidating 12 grants into 5 larger grants with broader spending parameters.

‘/ Adult Education. Reject all but one of the Governor’s adult education proposals. Specifically, recommend the Legislature:

* Approve the Governor’s proposal to reduce the number of CCC’s authorized state-supported instructional programs from ten to
six. Focus state support on the same six instructional areas for adult schools.
Resolve inconsistent and conflicting policies regarding faculty qualifications, student assessment, and fees at adult schools and
community colleges. Also, provide a clear and consistent distinction at CCC between adult education and collegiate instruction.
Restore adult education as a stand-alone categorical program for school districts. Provide up to $300 million for the
reconstituted program. Allocate these funds to school districts based on the amount of General Fund monies they are currently
spending on adult education. Provide adult schools with the same noncredit funding rate that community colleges receive. Also,
consolidate school districts’ apprenticeship categorical funds within school districts’ reconstituted adult education categorical
program.
Gradually reallocate providers’ base budgets on basis of both enrollment and performance. Allocate new funds for adult
education based on regional needs.
Promote coordination by adopting common course numbering for adult education. Also, promote a linked data system for adult
schools and CCC.
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6600 UNIVERSITY OF CALIFORNIA
6610 CALIFORNIA STATE UNIVERSITY

Iltem 1: State Cash Management Related Language

Governor's Budget Proposal.  The January budget requests a combination of budget
bill provisional language (both UC and CSU) and budget trailer bill language (CSU only)
related to the state’s cash management needs.

v" The budget bill provisional language ensures the continuation of smoothing of
payments to UC and CSU that have been carried out the last three years. The
continuation of this policy would smooth payments over ten months with the
remaining amount owed remitted in the final two months of the year.

v" The budget trailer bill language authorizes DOF to defer up to $250 million of
CSU’s annual GF appropriation, payable in May or June of the same year. The
CSU deferral has been included in a separate cashflow budget trailer bill in
previous years.

v' The January budget proposes no change to the existing statutory $500 million
within-the-year deferral to UC, payable in May or June of the same year.

Background. These proposals are part of a larger state cash management strategy
and are necessary to cover the low points in the state’s cash position. While no new
education or other payment deferrals are incorporated in the January budget, which is
due to the improvement in the cash status, the proposed budget anticipates engaging in
internal and external borrowing.

The state’s receipts and disbursements of cash occur unevenly throughout the fiscal
year, with typical low points occurring in July, October, and November. As a
consequence, the GF borrows for cashflow purposes in most years, even though each
budget is balanced when enacted, and funds are repaid within the fiscal year.
Maintaining an adequate cash balance allows the state to pay its bills in a timely fashion.
Interest is paid on both internal borrowing (such as cashflow loans from special funds)
and for external borrowing (such as Revenue Anticipation Notes). Another cash
management tool of the state is the State Agency Investment Fund, which attracts
deposits from entities not otherwise required to deposit funds with the state. During
2012-13, there were deposits totaling approximately $1.7 billion combined into this fund
from UC and CSU.

Staff Comment. The Administration’s cash management strategy, as it pertains to UC
and CSU, simply memorializes current practices. Neither segment has expressed
concern with the proposed budget bill provisional and/or budget trailer bill language.

Staff Recommendation.  Approve the budget bill provisional and trailer bill language.
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6440 UNIVERSITY OF CALIFORNIA
6600 HASTINGS COLLEGE OF THE LAW
6610 CALIFORNIA STATE UNIVERSITY

Item 2: Performance Expectations and Annual Base Bu  dget Increases

Governor's Budget Proposal. The main component of the Governor's multi-year
budget plan for UC, CSU, and Hastings is annual unallocated base GF increases for the
segments. UC and CSU would receive $125.1 million GF each; Hastings would receive
$392,000 GF. The Governor loosely links these base increases with an expectation the
segments improve their performance but does not link them to enroliment expectations.
The four areas of improved performance are:

v Increased graduation and completion rates;

v Increased CCC transfer students enrolled at UC and CSU;
v Decreased time-to-degree; and

v Increased credit and basic skills course completion.

The Governor’s plan also provides the segments with more autonomy in funding debt
service, earmarks funding for several technology-related initiatives, caps the number of
state-subsidized college units, changes how the state funds retirement costs at CSU,
changes to active employee health premiums at CSU, and freezes tuition levels. All of
these items, except for those related to capital outlay and debt service/restructuring
which will be heard at the Subcommittee’s April 25 hearing, are in this agenda.

LAO Analysis. The Governor provides substantial unallocated base funding increases
to the institutions, with only a vague connection to undefined performance expectations.
Rather than encouraging the segments to address state-identified problems and
priorities, the Governor's approach gives the segments much broader authority to pursue
their top priorities. For example, the segments might decide to focus on more research,
their law and medical schools, or administrative support, even if at the expense of
broader public interests. Moreover, based on the segments’ own budget plans, the
segments likely would use augmentations primarily for employee compensation. As a
result, the augmentations would increase the cost per student. Given the almost
complete removal of funding requirements and the associated weakening of the
incentives segments have to focus on broader public interests, the Governor’s approach
could end up exacerbating existing problems rather than improving the system.

LAO Recommendation. Reject the Governor’s unallocated base increases, as they
would be very unlikely to promote systemic change, and the approach of providing equal
dollar amounts to each segment irrespective of its needs. Instead, the Legislature
should allocate any new funding to meet the state’s highest priorities. If more funding is
provided than needed to meet existing funding obligations, including for debt service and
retirement, the Legislature should link the additional funding with an expectation that the
segments develop and implement strategies to improve legislatively specified student
outcomes and meet identified cost-containment goals. Broad consensus already exists
on some key outcome goals, including improving student persistence, transfer, and
graduation; reducing costs; and maintaining quality. Moreover, the Legislature last year
passed legislation (SB 721) outlining a process that would enable the state to measure
progress and promote improvement in these areas through budget and policy decisions.
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Building on this foundation, the Governor and Legislature could establish specific
improvement targets and a system for reporting on the segments’ performance relative
to these targets. The Legislature should also establish enrollment targets (discussed in
detail in the next item in this agenda) to ensure that student outcome improvements do
not come at the expense of existing student access. These performance and enroliment
targets would send a clear signal to the segments regarding the state’s priorities and
expectations. Compared with unallocated increases of seemingly arbitrary amounts, this
approach would be far more likely to result in improved performance of the higher
education system.

Staff Comment.  Broadly speaking, the multi-year budget plan does not include any
specific goals or targets to hold the segments accountable. The plan also effectively
decreases legislative oversight and removes key budget tools that the Legislature uses
to guide higher education agencies and shifts that authority and autonomy to the
segments and/or Administration. This approach raises two broad questions for the
Legislature to consider: (1) what is the Legislature’s role in the multi-year budget plan;
and (2) where is the linkage to a defined accountability framework?

These two questions were discussed in detail by the full budget committee at its
February 14, 2013, hearing. At that hearing, the Administration testified that it was
beginning to lay out what the system of performance expectations for the four identified
priorities would look like, including how to evaluate performance towards achieving
goals. The Administration indicated that in the “next couple of weeks” it would be ready
to engage the Legislature in the details, including a discussion of the Legislature’s role.
At the time of the writing of this agenda, the Administration is still developing its proposal
and further information will be forthcoming at a future date.

On a bipartisan basis, the Legislature has been developing, supporting, and refining
proposals to create greater accountability for higher education since 2002. These
actions respond to a stated need for a public agenda and improved oversight of the
higher education segments. Being clearer about the goals and the measures will also
highlight and drive the budget and policy decisions necessary to support the state’s
higher education system in meeting the state’s goals.

SB 195 (Liu) is the most recent iteration of this effort. It is a reintroduction of Senate Bill
721 (2012), which is described above in the LAO recommendation. SB 721 was
approved by wide margins in both houses of the Legislature. It was subsequently
vetoed by the Governor due to process-orientated concerns about the leadership of the
working group established to identify the metrics that will measure progress towards the
identified goals. SB 195 addresses this process concern by requiring the Governor’s
Office of Planning and Research (as opposed to the LAO) to convene the working group.

It is a positive development that the Governor is focusing on higher education, looking to
improve outcomes, and identifying priorities such as reduced time-to-degree and
increased graduations. However, without any specifics in the budget, or a linkage to a
defined framework of broader policy goals developed in partnership with the Legislature
and a system for reporting on the segments’ performance relative to those targets
housed in statute, the multi-year budget plan is incomplete.

Subcommittee Questions. Based on the above comments, the Subcommittee may
wish to ask the following questions of the Administration, UC, CSU, and Hastings:
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1. DOF, what is the timeframe for when the Legislature will receive details about the
“system of performance expectations” for the four identified priorities included in
the January budget?

2. DOF, what is the Administration’s view of the Legislature’s role in this process?

3. The segments all report that their governing boards will be considering revised
budgets based on the proposed $125.1 million increase (each for UC and CSU)
and the $392,000 increase for Hastings. The amount of “revision” necessary
depends on the segment; i.e., UC and CSU governing boards adopted 2013-14
budgets totaling $584 million and $370 million, respectively.

a. UC and CSU, what is the status of the budgetary revision process for
your respective segment?

b. Hastings, the proposed increase of $392,000 is $63,000 short of what is
required solely for increased costs for employer retirement contributions
in 2013-14. How will your governing board address this?

Staff Recommendation.  Staff recommends that this issue be held open, pending
receipt of: (1) further information from the Administration about the system of
performance expectations; (2) further consideration of SB 195; and (3) the May
Revision.
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6440 UNIVERSITY OF CALIFORNIA
6610 CALIFORNIA STATE UNIVERSITY

Item 3: Budgetary Controls — Earmarks and Enrollmen  t Targets

Governor's Budget Proposals.  The January budget contains no earmarks of UC's and
CSU’s GF appropriations, except for new ones to address the Governor’s priority; i.e.,
$10 million provided to each segment to increase the number of courses available
through the use of technology.

The January budget also does not include enrollment targets for either UC or CSU,;
rather, the Budget Summary states that “enrollment based funding does not promote
innovation and efficiency or improve graduation rates. It does not focus on critical
outcomes, affordability, timely completion rates, and quality programs. Instead, it builds
on the existing institutional infrastructure, allowing public universities and colleges to
continue to deliver education in the high-cost, traditional model.”

Background. The UC and CSU are governed by independent boards that make various
decisions about how the universities will spend their resources, including the number of
faculty, executives, and other employees on the payroll and those employees' salary and
benefits; student tuition levels; and the amount of tuition revenue redirected to financial
aid, among other fiscal decisions. Further, UC has constitutional autonomy afforded by
the California Constitution, under which the Regents have "full powers of organization
and governance" subject only to very specific areas of legislative control, such as budget
act appropriations.

Given that significant budget authority has been delegated to UC and CSU, the
Legislature has historically relied on two primary budgetary control levers or “tools,”
earmarks and enrollment targets, to ensure that state funds are spent in a manner
consistent with the Legislature’s intent and that access is maintained. The use of these
tools has also ensured a clear public record and transparency of key budget priorities.

With regard to earmarks, typically the annual budget act includes a number of conditions
on UC's and CSU's GF appropriations. These earmarks have varied over the years in
keeping with the Legislature's and Governor's particular concerns at the time and have
covered such programs as nursing and medicine, AIDS research, and science and math
teaching initiatives. Due to the Governor’s vetoes, the Budget Act of 2012, for the first
time, included minimal earmarks in UC’s and CSU’s budgets. Figure 1 on the next page
details the earmarks included in the Budget Act of 2011.
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Figure 1 — Budget Act of 2011, UC and CSU GF Earmar ks (dollars in millions)

uc CsuU

Separately Scheduled General Fund Appropriations Separately Scheduled General Fund Appropriations
$8.7 Charles R. Drew Medical Program $3.0 Assembly, Senate, Executive, & Judicial Fellows Programs|
$9.2 AIDS research $65.5 Lease-purchase bond debt sernvice

$52.2 Student Financial Aid
$3.2 San Diego Supercomputer Center
$5.0 Subject Matter Projects
$15.0 UC Merced
$202.2 Lease-purchase bond debt senice
$4.8 Cal Institutes for Science & Innovation

Provisional Language Provisional Language
$2.8 Energy service contracts $2.7 Science and Math Teacher Initiative
$1.9 COSMOS $0.6 Entry-level master's degree nursing programs
$1.1 Science and Math Teacher Initiative $1.7 Entry-level master's degree nursing programs
$2.0 PRIME $0.4 Baccalaureate degree nursing programs
$1.7 nursing enrollment increase $3.6 Baccalaureate degree nursing programs
$3.0 2/12/09 MOU for senice employees $33.8 Student financial aid

$0.35 Txfr to Affordable Student Housing Rewvolving Fund

Source: Legislative Analyst’s Office

In the interim, i.e., post the 2012 Budget Act vetoes of nearly every earmark, informal
“side agreements” with UC have ensured continued funding for many of the earmarked
programs at the designated levels. However, this approach provides no public
transparency or accountability.

With regard to enrollment targets, historically UC’s and CSU’s budget have been tied to
a specified enrollment target. To the extent that the segments failed to meet those
targets, the state funding associated with the missing enrollment reverted to the GF.
Beginning with the Budget Act of 2011, enrollment targets have been included in both
the budget bill and/or in statute but without any penalty should UC or CSU fail to meet its
target in recognition of the overall reductions to their budgets.

Staff Comment. Absent the use of earmarks and enroliment targets, it is unclear what,
if any, levers or tools would remain that are as effective and would ensure that state
funds are spent in a manner consistent with the Legislature’s intent.

The earmarks in question, excluding those related to lease-revenue bond debt costs,
represented roughly two to five percent, respectively, of UC's and CSU's GF
appropriation in 2012-13. As such, it is arguable that these earmarks “constrain” the
segments; rather, they represent a fair balance between legislative priorities and
budgetary flexibility for UC and CSU. The inclusion of earmarks in the budget bill also
provides a clear public record of budgetary allocations and expectations. The
Governor's approach effectively eliminates this budgetary tool for Legislative priorities,
but creates a new earmark for his priority related to technology.

Enrollment levels are irrefutably a fundamental building block of higher education
budgets. The number of students enrolled is a direct measurement of the “access”
provided to higher education. Further, enrollment levels are a central cost driver for the
segments and drive other costs, such as state financial aid. For these reasons,
enroliment targets have been a major legislative concern.

With no target, as proposed by the Governor, UC and CSU will be empowered to make
their own decisions about how many students to enroll with the funding available to them
in 2013-14. For example, they could significantly reduce the number of students served,
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thus raising the amount of funding available per student. Or they could reduce the
number of undergraduates served, and use the funding to add a smaller number of
higher-cost graduate students. Enrollment decisions have implications not just for
educating students, but they also have a profound effect on the level of access provided
at each segment. For these reasons, the LAO recommends the Legislature reject any
proposal to eliminate enrollment targets.

Shifting control over spending priorities away from the Legislature, as the January
budget proposes, raises serious questions given that the universities and colleges are
statewide, public institutions. The LAO advised at the February 14, 2013, full committee
hearing on the Governor's Multi-Year Budget Plan for Higher Education that the
Legislature should be very cautious about ceding its authority to make key high level
decisions about the $4.5-plus billion GF that is spent each year on UC and CSU.

In reviewing these proposals, the Subcommittee may also wish to consider the broader
guestion about accountability. As discussed in the preceding item, in the absence of any
specifics in the budget, or a linkage to a defined framework of broader policy goals
developed in partnership with the Legislature and a system for reporting on the
segments’ performance relative to those targets housed in statute (such as in SB 195
[Liu]), it is premature to consider ceding further legislative authority.

Subcommittee Questions. Based on the above comments, the Subcommittee may
wish to ask the Administration, LAO, UC, and CSU the following questions:

1. DOF, does the Administration see the inconsistency in the budget containing no
legislative earmarks but including one for the Governor’s priority?

2. LAO, what are your recommendations here? Should the budget contain
earmarks? If so, on what basis should potential earmarks be evaluated?

3. DOF, with no enrollment target, what assurances does the Legislature have that
UC and CSU will continue to serve all students eligible for their institutions under
the Master Plan? What recourse is available if the segments fail to do so?

4. LAO, how would you propose to adjust UC and CSU enrollment targets given the
increased funding each would receive in 2013-14 under the multi-year plan?

5. UC and CSU, where are you in the Fall 2013 admission process; how does the
number of eligible applicants compare with this time last year?

6. UC and CSU, what are recent trends in the percentage of enrollment going to
graduate students? To non-resident students?

7. UC and CSU, what are your projections about spring semester transfer
admissions in the 2014 and 2015 academic years?

8. UC, in recent years you have expanded non-resident admissions, asserting that
there is excess capacity because the state has not funded enroliment growth. If
the multi-year plan is adopted, and state funding is no longer tied to enrollment,
how will that strategy work going forward; e.g., how will UC determine that it has
met California’s needs versus having “excess” capacity that can be made
available to non-residents?

Staff Recommendation.  Direct staff to develop a package of UC and CSU earmarks
for selected programs, and the LAO to report back to the Subcommittee by May 1, 2013,
its recommendations for 2013-14 enroliment targets for UC and CSU. State that it is the
intent of the Subcommittee to adopt both earmarks and enrollment targets for UC and
CSU in the 2013-14 budget at a future hearing.
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6440 UNIVERSITY OF CALIFORNIA
6610 CALIFORNIA STATE UNIVERSITY

Item 4: Total Cost of Education Reporting Language

Governor's Budget Proposal. The January budget requests budget trailer bill
language requiring both UC and CSU to report biennially to the Legislature and DOF,
beginning October 1, 2014, on the total costs of education, on a systemwide and a
campus-by-campus basis, segregated by undergraduate instruction, graduate
instruction, and research activities. Further, the proposed language requires the costs
be reported by fund source, including: (1) state GF; (2) systemwide tuition and fees; (3)
nonresident tuition and fees and other student fees; and (4) all other sources of income.
Finally, the language states that, for purposes of the report, undergraduate and graduate
research for which a student earns credit toward their degree program shall be included
under instructional costs.

Staff Comment. By adopting this trailer bill language, the Subcommittee will ensure
that it (as well as DOF and the LAO) receives, on a biennial basis beginning in Fall 2014,
detailed information about the total costs of education at UC and CSU. This information
is crucial to the Legislature’s work to continue making key high level decisions about
these statewide, public institutions. Delaying the first report until October 2014 also
allows UC and CSU ample time to plan and prepare for this new reporting requirement.

As the Subcommittee may also recall, the Budget Act of 2012 included Supplemental
Report Language (SRL) following up on State Audit Report 2012-105 that required UC to
report to the Legislature: (1) the recommendations of the systemwide working group
established to examine variations in funding across the system, and (2) how much GF
and tuition each campus spends per type of student (undergraduate, graduate, and
health sciences). UC reported on the first component but said it could not on the second
because there was no correlation between marginal cost funding per student provided
by the state and what a given campus might be allocated for each type of student. Itis
correct that the marginal cost amount is one rate that the system receives, while the
actual money flowing from the UC Office of the President to each particular campus per
FTES varies. That was the whole point of the Audit report and the SRL.

In considering this request, the Subcommittee may wish to consider several clarifications
to the language. First, depending on how UC and CSU each interpret their “costs of
education,” there are several components to “educational and general” costs that could
be left out. Additionally, greater clarity could be provided to the final sentence of the
language, as it is somewhat unclear what is being requested. It appears the basic intent
is to ensure that, when a faculty member is allocating his/her time, the amount of time
spent supervising students conducting research for credit would be counted as an
instructional cost as opposed to a research cost. If so, the language could be improved
to provide greater clarity.

Staff Recommendation. Adopt placeholder budget trailer bill language, including
potential clarifications as noted in the staff comment.
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6440 UNIVERSITY OF CALIFORNIA
6610 CALIFORNIA STATE UNIVERSITY

Iltem 5: Expanding the Availability of Courses thro ugh Use of Technology

Governor's Budget Proposal.  The January budget earmarks $10 million each for UC
and CSU to expand the availability of courses through the use of technology. Budget bill
provisional language specifies that:

v' The funding is for high-demand courses that fill quickly and are required for many
different degrees;

v Development of new courses that can serve greater numbers of students while
providing equal or better learning experiences is a priority;

v' The online courses are available systemwide regardless of a student’s “home”
campus; and

v Tuition fees will be the same as for regular courses.

The Governor's proposal also: (1) encourages UC and CSU to collaborate with the
community colleges and each other to offer online courses that will be available to
students between the three segments as well; (2) states intent that the funds will not be
used to support or enhance the self-support elements of their current online efforts, in
particular CSU Online and UC Online; and (3) expects the segments to report on how
the funds have been allocated.

Background. While the state’s colleges and universities have been providing distance
education for decades through university extension programs, online instruction for
credit towards undergraduate and graduate degrees has become a much more
prominent part of postsecondary education in recent years. At the same time, debates
have been sparked about quality assurances. Recent media reports have been focused
on the rapid rise of MOOCs (massive open online courses), which are online courses
aimed at large-scale participation and open access via the web. Though the design of
and participation in a MOOC may be similar to college or university courses, MOOCs
typically do not offer credits awarded to paying students at schools. However, that
aspect is changing as universities here, and nationally, are now examining opportunities
to use the MOOC platform for credit instruction, including the recently announced pilot at
San Jose State University using a MOOC platform for introductory and remedial classes.

UC reports that systemwide there are 225 fully online courses that can count toward UC
undergraduate degree programs, 116 offered through typical undergraduate offerings
and 109 available for credit through UC Extension. In addition, there are 110 graduate
online courses and three online masters programs, with several more going through the
approval process. Each UC campus either has completed, or is in the process of
developing, a strategic plan for online education.

CSU reports that its campuses offer over 15,000 online and hybrid courses and 84
hybrid and online degree programs. Online courses are available at all 23 campuses.
The CSU system maintains an updated database of all campus online and hybrid degree
programs and uses this site to market said programs. System efforts have also focused
on facilitating a coordinated effort to purchase, develop, implement, and support learning
management systems, which are the tools by which these courses are developed.
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LAO Analysis. There is no justification for earmarking $10 million each for UC and
CSU for the development of additional online courses. Each year the state provides
funds to UC and CSU to support their operational costs. The segments use these
monies to pay faculty to develop and deliver instructional content, and campuses
generally decide on their own whether that content is offered through face-to-face or
online courses. The segments have chosen to use their general purpose monies to fund
a considerable amount of online education. It is unclear why the segments require
ongoing augmentations to develop more online courses. However, there are significant
opportunities for the segments to share more of their current inventory of online courses.
This lack of sharing across campuses and segments has several disadvantages,
including duplicative spending of state resources and forgone opportunities to share
thoughtful coursework with other educators.

LAO Recommendation. A more cost-effective approach than the Governor’s would be
for faculty to make their content available to colleagues for reuse. To facilitate sharing,
the Legislature should provide one of the segments with a small portion of one-time
funding to administer a competitive grant program that would provide grants to faculty
(from any of the segments) to modify, as needed, their existing online curricula (or, to the
extent a need is identified by the Academic Senates of the three segments, to create a
new online course). To assure quality, courses would be reviewed by other faculty in the
field. Assuming an average grant amount of $20,000, a $1 million augmentation would
fund the modification or development of 50 open online courses.

As part of his online initiative, the Governor also has expressed an interest in increasing
opportunities for students to enroll in online courses offered at other campuses, though
he does not provide the segments with specific direction as to how to achieve this goal.
The state should address this issue, as the current cross-campus enrollment process is
disjointed and overly cumbersome for students. Currently, the segments are
investigating new systems to facilitate a more streamlined process of cross-campus
enroliment in online courses. To better assess the potential of these projects for
streamlining online pathways, the Legislature should ask the segments to provide
updates at spring budget hearings on their implementation plans and estimated costs.

Staff Comment. If the investment bears fruit as the Administration envisions, the net
result will be increased productivity and lower cost per degree for students and the state,
as well as increased access for other students. However, it is not clear that enough
structure is being provided to UC and CSU to ensure that the investment will bear fruit.
For instance, the Administration does not require either UC or CSU to submit a proposed
expenditure plan for the $10 million; rather, the budget bill language described above is
the only guidance provided. This creates a significant amount of flexibility for UC and
CSU, but raises concerns about whether the funds will be spent in a manner that will
produce desired outcomes. To this point, UC and CSU each respond with different
visions of how they are currently planning to use the $10 million earmark:

* UC indicates that it plans to hold an all-university working meeting this month to
consider how best to move forward with enhancing online education at UC. The
meeting will guide how the available funds can best be used and the Request for
Proposals selection process. Topics to be discussed at the meeting include: (a)
how best to develop online curriculum; (b) how to stimulate additional course
development both at the campus level and through UC Online Education; (c) how
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to use faculty oversight to ensure quality is maintained; and (d) what incentives
could be used to encourage faculty participation.

CSU indicates that it is planning a multi-pronged approach to address the various
types of bottlenecks experienced across the system and will use technology to:
(a) re-design courses with high failure rates, thus reducing the seats needed for
students repeating the course and allow students a faster path toward
graduation; (b) scale-up best practices in the use of hybrid teaching (combining
elements of online and in-person instruction), web-based “virtual laboratories”,
open source and electronic textbook use, and online teaching; and (c) upgrade
student systems to provide support through electronic advising, optimized
scheduling, and clearer degree pathways for all students. CSU also indicates
that it plans to have campuses respond to a Request for Proposals detailing their
plan for addressing bottlenecks and improving academic student services.

When comparing these proposals side-by-side, it is evident that CSU is farther along in
the development process. CSU’s proposal additionally contains elements of a student
services component, while that component remains unanswered as yet by UC.
Significantly, UC and CSU are also both not yet able to ensure that online courses are
available systemwide regardless of a student's “home” campus, which is one of the
requirements of the Governor’s proposal:

UC indicates that while it is feasible for a student to enroll in courses from
campuses other than his/her home campus, using a process called
“simultaneous enrollment,” it is a relatively inefficient and time-consuming
process. An initiative is underway to develop a technological intercampus
communications structure that will streamline the method of enrollment for
students across campuses, as well as facilitate the process by which non-home
campus courses are approved by faculty to count toward major and GE
requirements.

CSU indicates that it is in the process of developing this capability, based on
successful cross-registration protocols developed as part of the implementing the
Early Start Initiative (ESI), which enables students to take summer remediation
offered at a campus close to home even if the campus is not the student’s
freshman “destination” campus.

Subcommittee Questions. Based on the above comments, the Subcommittee may
wish to ask the Administration, UC, and CSU the following questions:

1.

DOF, how will the Administration determine if the funding was used as intended?
What metrics will be used, such as increased access or lowered cost, and how
will they be measured? Is the Administration concerned about supplantion?
DOF, the Administration’s approach is largely by “silo,” in that UC and CSU each
receive funding but cross segmental coordination is not required but encouraged.
Why this approach; i.e., should the focus of these funds be for the development
of courses that can be made available to matriculated students at each of three
public segments, and in areas defined as transferable lower division courses?
UC and CSU, please briefly summarize how your current credit online course
offerings focus on the high demand courses the Governor is targeting. Are these
courses defined as transferable lower division courses?

UC and CSU, what has your current online instruction for credit towards a degree
effort shown as to which students are likely to succeed online?
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5. UC and CSU, what is your implementation timeline generally for your online
proposal and specifically for cross campus enrollment? What is the estimated
cost to develop the cross campus enroliment capability?

6. UC and CSU, please expand on the student services components of your
respective approaches.

Staff Recommendation. Hold this item open, including the budget bill provisional
language earmarking the funding, pending receipt of the May Revision.
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6440 UNIVERSITY OF CALIFORNIA
6610 CALIFORNIA STATE UNIVERSITY

Item 6: Unit Caps on State-Subsidized Courses

Governor's Budget Proposal. The January budget proposes budget trailer bill
language to cap the number of units the state would subsidize per student at UC and
CSU. Under the proposal, students taking units in excess of the cap generally would be
required to pay the full cost of instruction.

v" In 2013-14 and 2014-15, the limit would be 150 percent of degree requirements,
which equates to 270 quarter-units at UC and 180 semester-units at CSU. The
limit would be reduced in 2015-16 and ongoing to the equivalent of about one
extra year of full-time attendance, or 125 percent of degree requirements.

v' The following course units are specifically excluded from counting against the
unit cap: (1) remedial courses; (2) advanced placement or international
baccalaureate units that were obtained while in high school or another secondary
school program; and (3) dual enrollment, college-level units obtained by the
student prior to receiving a high school diploma.

v" The UC and CSU governing boards would be required to adopt guidelines and
criteria for granting waivers on a case-by-case basis to students who exceed the
allowed cap “due to factors beyond their control” and allow these students to
continue to only pay state-supported systemwide tuition and fees.

v' The unit cap applies to all students, including those attending and enrolled prior
to 2013-14. The unit cap is also a “lifetime proposal;” i.e., it applies to former
students who might be returning to college later in life. Once a student exceeds
the unit cap (and is not grated a waiver), that student will have to pay the full
costs of those additional courses.

The Administration does not budget any savings from this proposal, either in 2013-14 or
in 2014-15.

Background. Currently there are no state level limits on the number of units the state
subsidizes per student.

SB 1440 (2010) improved the efficiency of transfer from CCC to CSU by requiring
community colleges to create two-year (60 unit) degrees (known as “associate degrees
for transfer”) that are fully transferrable to CSU. A student who earns such a degree is
automatically eligible to transfer to the CSU system as an upper—division (junior) student
in a bachelor's degree program. Though these students are not guaranteed admission
to a particular CSU campus or into a particular degree program, SB 1440 gives them
priority admission to a CSU program that is “similar” to the student’'s CCC major or area
of emphasis, as determined by the CSU campus to which the student is admitted. Once
admitted, SB 1440 students need only to complete two additional years (60 units) of
coursework to earn a bachelor's degree. By guaranteeing full credit for courses taken at
the CCC and limiting the number of additional units students may be required to
complete, SB 1440 also reduces excess unit—-taking.

UC reports several campus-specific efforts to reduce excess course-taking and improve
on-time graduation rates. For instance, UCLA pioneered “Challenge 45" whereby the
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campus asked all of the departments in Letters and Sciences to see if they could reduce
upper division BA/BS degree requirements to 45 units. More than 2/3rds of the
departments responded and now have major requirements at or much closer to 45 units.
Many campuses are also using degree audit systems which allow advisors and
departments to identify students who are missing required courses. Finally, a number of
majors at all the campuses are re-ordering sequences and prerequisites so students do
not get too far into majors before attempting difficult courses result in them changing
majors and having to take extra courses.

CSU has also engaged in a variety of efforts to reduce excess course-taking and
improve on-time graduation rates. CSU campuses have adopted strategies to improve
course availability, including block scheduling (assigning a fixed course schedule to
entering freshmen) and “four-year pledge programs” (which guarantee to full-time
students who follow a specified academic plan that they will be able to get the necessary
classes to complete a degree within four years). In January 2013, the CSU Board of
Trustees adopted a policy capping the number of units that campus programs may
require for a bachelor's degree to 120, with limited exceptions. Currently about 20
percent of CSU bachelor's degree programs require more than 120 units. In addition,
last fall, CSU administration proposed three new incentive fees to be assessed on: (1)
excess units (similar to the Governor’s proposal); (2) high unit load in a given term; and
(3) course repeats. Discussion of these three proposals has been deferred to a future
board meeting, but all three proposals would reduce excess unit—taking by students.

If in place in Fall 2013 as proposed by the Governor, a unit cap of 150 percent would
impact about 2,200 students at UC. Most of these students are multiple, physical
science, or engineering/computer science majors. CSU reports a similar number, or
2,100 students impacted by a 150 unit cap, which represents 1.5 percent of current
seniors. A unit cap of 125 percent would impact about an additional 6,700 students at
UC. CSU reports that 10,700 students, or 7.5 percent of seniors, would be impacted by
a unit cap of 125 percent.

LAO Analysis. If they work as intended, caps on state-subsidized units encourage
students to seek academic advising and develop academic plans in their first year of
college. Unit caps also discourage repeated changes of major and other student
choices that result in excess unit-taking yet still providing some room for students to
explore other subjects and add new skills. By promoting more efficient course-taking,
unit caps likely would reduce costs and improve on-time graduation rates. In addition,
unit caps could improve campus practices that contribute to excess unit-taking. The
proposed policy would create pressure for campuses to enhance academic advising and
ensure availability of required courses. It also would focus attention on course
articulation. Campuses also would need to track student progress toward degrees under
the proposed policy, providing valuable information for course scheduling as well as
student advising.

LAO Recommendation. Because it creates positive incentives for students and
motivates institutions to improve the efficiency of their academic programs, the
Legislature should adopt a cap on the number of state-subsidized units students can
accrue with the following specific provisions: (1) exclude from the cap units earned
through other agencies, by internal evaluation, and for unsubsidized courses as long as
they do not contribute to FTE student counts; (2) prohibit students from being allowed
additional state-subsidized units for double majors; (3) cap the number of failed and
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dropped courses the state subsidizes; (4) provide additional guidance regarding waivers
to avoid an excessive number of appeals; and (5) delay implementation until 2015-16 to
provide adequate notice to students and permit the segments to develop systems to
identify and monitor excess units as students enroll.

Staff Comment. The cap is intended to create an incentive for students to shorten their
time-to-degree, reduce costs for the state, and increase access to more courses for
other students. This is a legitimate goal, but ignores some of the realities of the current
situation, including most prominently the severe capacity issues brought on in large part
by state level budgetary reductions. Students should be able to take appropriate
courses and earn degrees in a timely fashion, but there needs to be shared
responsibility for doing so. As noted in the LAO analysis, campuses would need to
enhance academic advising and ensure availability of required courses. The Governor’s
proposal also would focus attention on course articulation. Yet, the Governor’'s proposal
contains no requirements or expectations of the segments for any of these student
services, but does create a hard penalty for students. It also changes the rules of the
game midcourse for all students currently enrolled, which raises a question of fairness.

Neither segment has carried out a systematic analysis to determine to what extent
“factors beyond a student’s control” have contributed to high numbers of units taken by
some students. Given this, and the fact that CSU begins early registration this month for
Fall 2013 enrollment, it is highly questionable that either governing board could adopt
the guidelines and criteria for granting waivers on a case-by-case basis by the start of
the upcoming fall term as proposed by the Governor.

The Administration does not budget any savings from this proposal, either in 2013-14 or
in 2014-15.

Subcommittee Questions. Based on the above comments, the Subcommittee may
wish to ask the Administration, UC, and CSU the following questions:

1. DOF, doesn't this proposal ignore the realities of the current situation including
the severe capacity issues brought on in large part by state level budgetary
reductions; e.g., does the Administration know how many students that would be
above the cap in 2013-14 are in that situation not due to “factors beyond their
control”?

a. UC and CSU, what other situations would be considered factors beyond a
student’s control? For instance, would it include inconsistent transfer
requirements and requirements of particular majors?

2. Students should be able to take appropriate courses and earn degrees in a
timely fashion, but there needs to be shared responsibility for doing so. DOF,
why is the only measureable component of the multi-year budget plan with
specific penalties directed at students?

3. UC or CSU, have you modeled how many students that would be above the cap
in 2013-14 are in that situation not due to “factors beyond their control™?

4. UC and CSU, is it feasible to expect that your respective governing boards could
develop waiver policies and have them in place for the 2013-14 academic term?

Staff Recommendation. Reject the budget trailer bill language.
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6440 UNIVERSITY OF CALIFORNIA
6600 HASTINGS COLLEGE OF THE LAW
6610 CALIFORNIA STATE UNIVERSITY

Item 7: Employer Pension Contributions

Governor's Budget Request. The January budget provides a $51.4 million GF
increase to fund the annual increase in costs for CSU’s required employer pension
contribution to the California Public Employees Retirement System (CalPERS). In
future years, and under proposed budget bill provisional and trailer bill language, CSU
will continue to receive annual GF adjustments based on the 2012-13 payroll level,
however, if CSU chooses to increase payroll expenditures above that level, CSU would
be responsible for the associated pension costs.

For 2013-14, UC has identified additional retirement costs of $67 million, due to an
increase in employer contribution rates and an increase in payroll. Hastings has
identified $455,000 in additional costs. The January budget does not identify any
funding for these costs. UC could cover them, however, with a portion of the proposed
base budget augmentation; Hastings could cover all but $63,000 of its costs with its
proposed base budget augmentation.

Background. CSU employees are members of CalPERS, the same retirement system
to which most state employees belong. Unlike most other state employees, the state
does not collectively bargain with CSU employees. Funding for the CalPERS system
comes from both employer and employee contributions. CSU’s employees currently
contribute either five or eight percent, depending on classification (most other state
employees contribute eight to eleven percent, depending on bargaining unit, and will all
contribute 50 percent of the normal cost of their pension per Chapter 296, the Public
Employee Pension Reform Act of 2012). Each year, as is the case with other state
departments, CSU's employer contributions to CalPERS are charged against its main
GF appropriation; the employer contribution is based on a percent of employee salaries
and wages that is determined by CalPERS. The budget annually adjusts CSU's main
appropriation to reflect any estimated changes in the employer contribution. CSU’s base
2012-13 budget of $1.9 billion contains $460 million for this purpose.

UC (and Hastings) employees are members of the University of California Retirement
Plan (UCRP). UCRP is separate from CalPERS and under the control of UC. UC not
only controls its pension costs but also sets benefits levels for its employees. Prior to
1990, the state adjusted UC's GF appropriation to reflect increases and decreases in the
employer's share of retirement contributions for state-funded UC employees. Starting in
1990, however, UC halted both employer and employee contributions because the
pension plan had become "super-funded.” This funding “holiday" lasted nearly 20 years
until the plan's assets had declined considerably and contributions once again became
necessary. In April 2010, both UC and its employees resumed contributions to the plan.
The Budget Act of 2012 provided $89 million to UC, and nearly $900,000 to Hastings,
specifically to cover increased retirement costs.

Hastings funds the employer’s share for its employees by making direct remittance to
UC. Hastings does not commingle funds as it is entirely separate from UC. The amount
that Hastings pays each year to UCRP is based on the annual payroll assessment rates
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as determined by the Regents. In this sense, Hastings is positioned similarly to CSU
and its relationship with CalPERS.

LAO Recommendation. The Legislature should adopt the CSU proposal.

In deciding how best to address UC'’s retirement costs, the Legislature has three main
issues to keep in mind: (1) cost control because UC, unlike other state agencies,
administers its own retirement plan; (2) payment obligation, as the state is not legally
obligated to provide funding for UC’s retirement costs; and (3) transparency for the state,
because identifying retirement costs would prevent UC from asserting in the future that it
did not receive funding for this purpose. For these reasons, the Legislature should
specify that $67 million of UC’s proposed 2013-14 base budget increase is for pension
costs. For Hastings, the Legislature should increase the Governor's proposed base
augmentation from $392,000 to $455,000 and designate the full amount for retirement.
In addition, and consistent with the approach taken in the Budget Act of 2012, the
Legislature should include language in the budget bill reiterating that the state is not
obligated to provide any additional funding for this purpose moving forward. Such
language is intended to reinforce that the state is not liable for these costs.

The Legislature may want to consider the universities’ retirement costs in light of this
legislation. This consideration would be useful since UC was specifically exempt from
Chapter 296, while the applicability of some provisions to CSU is still being determined.
In the future, the Legislature could consider providing the universities with funding for
retirement costs comparable with costs incurred by other public employers. Under this
approach, the universities would be responsible for any costs beyond that level.
Alternatively, the Legislature could consider encouraging the universities to change their
retirement plans to conform to other public employers by linking such changes with their
state appropriation.

Staff Comment. CSU has requested a modification to the Administration’s proposal to
instead use the 2013-14 payroll level as the base year. CSU is concerned that the
2012-13 payroll level is artificially low; CSU points to the fact that it is down 3,000
employees since the 2007-08 fiscal year. Setting aside the issue of which base year is
used, staff finds that the overall concept has merit. Absent the Governor’s proposal, the
alternative is that the state’s budget will continue to bear these costs yet have no control
over the salary/benefits and resulting pension costs (above the base year expenditure
level) that CSU negotiates with its employees.

With regard to UC and Hastings, the LAO raises a legitimate point. It is not an option for
UC and Hastings to make the required employer contribution to UCRP; the reality is that
this requirement is first call on the budget each year. Designating a portion of the base
budget augmentation (or in the case of Hastings, designating all of the base budget
augmentation) for UCRP, will improve budget transparency.

Staff Recommendation. Approve the CSU proposal in concept, withholding
determination of the “base year” pending receipt of further information from the
Administration. Pending receipt of the May Revision, hold open the LAO
recommendations to: (a) designate $67 million of the $125.1 million UC base budget
augmentation for UCRP and (b) increase Hasting's base budget augmentation by
$63,000 GF, to a total of $455,000, and designate all the funding for UCRP.
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6610 CALIFORNIA STATE UNIVERSITY

Item 8: CSU Health Care Plan Premium Rates Trailer  Bill Language

Governor's Budget Proposal. The January budget proposes budget trailer bill
language to provide CSU with the same statutory authority to negotiate or set employee
health care plan premium rates that is provided to the California Department of Human
Resources (CalHR) for other state employees.

The language does not specify what the CSU employer contribution rate should be;
rather, it provides that it cannot be less than an amount equal to 80 percent of the
weighted average of the total premium cost of the four health care plans with the highest
enroliment of state employees and 80 percent of the weighted average of the additional
premium cost for dependents (80/80 level).

By specifying that this item of compensation be negotiated through collective bargaining
like other compensation issues, the language would allow the CSU to impose changes
to health care plan premium rates as part of a last, best, final offer.

The Administration does not budget any savings from this proposal, either in 2013-14 or
in 2014-15.

Background.  State law in effect since 1991 specifies that CalHR shall establish
employer contribution amounts for health care plan premium rates for: (1) non-
represented state employees through administrative action and (2) represented state
employees through the collective bargaining process. State law allows that changes to
these rates can be imposed as part of a last, best, final offer. At present, state payments
for health care plan premium rates are at the 80/80 level; a minority of state employees
in selected bargaining units are at an 85/80 level. This translates to most state
employees contributing roughly 20 percent of the health care plan premium costs for
themselves (and any dependents).

CSU is governed by law that predates the above and sets a “default” requirement that
CSU health care plan premium rate payments for employees equal 100/90, whereby
CSU is paying 100 percent of the weighted premium cost for employees and 90 percent
for any dependents. This section may be superseded by negotiated bargaining
agreements, but in the absence of such agreements, the default formula prevails.
Finally, if the provisions of the negotiated bargaining agreement require the expenditure
of funds, the provisions may not become effective unless approved by the Legislature.

In 2012-13, CSU will spend an estimated $355 million on active employee health
premium rates.

A similar proposal was included as part of the 2012-13 May Revision but was not part of
the final budget. Last year concerns were raised about timeliness given that CSU was
actively bargaining with the majority of its represented employees. At present, all of
CSU'’s bargaining units are under contract until June 30, 2014.

Staff Comment. The Governor is raising a legitimate point about providing CSU with
the same tools as CalHR to better manage and negotiate the entirety of its personnel
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costs, including employee health care plan premium rates. However, at a basic level,
the statutory changes effectively provide CSU as an employer with greater leverage at
the bargaining table. It could be argued that allowing imposition of terms, including for
health care plan premium rates, provides an incentive for good faith bargaining.
However, CSU reports that it has never put this request (to change the 100/90
contribution share) on the bargaining table. How then in considering this proposed
trailer bill language can the Legislature be certain that existing law actually precludes
CSU from negotiating this issue with its represented employees when CSU has never in
fact attempted to bargain this issue?

The Administration does not budget any savings from this proposal, either in 2013-14 or
in 2014-15.

Staff Recommendation. Reject the budget trailer bill language.
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6440 UNIVERSITY OF CALIFORNIA
6600 HASTINGS COLLEGE OF THE LAW
6610 CALIFORNIA STATE UNIVERSITY

Item 9: Multi-Year Freeze of Tuition Fee Levels

Governor's Budget Proposal.  The January budget expects UC and CSU to maintain
current tuition and fee levels for the next four years. As a result, tuition fee levels would
remain flat for a six-year period (2011-12 through 2016-17).

Background. The Maddy-Dills Act previously required higher education fees to be: (1)
gradual, moderate and predictable; (2) limited increases to not more than ten percent a
year; and (3) fixed at least ten months prior to the fall term in which they were to become
effective. The policy also required sufficient financial aid to offset fee increases.
However, even with this policy, when the state faced serious budgetary challenges the
statute was “not withstood" in order to provide the institutions some flexibility in dealing
with the lack of state GF support. In 1996, the Act was allowed to sunset and, since that
time, the state has had no long-term policy in statute to set fees.

In the absence of a statutory policy, and while there is an implicit policy whereby
students and the state are expected to share educational costs, the relative proportions
have become dependent on the state's fiscal situation. As a result, fees have increased
steeply during difficult budget years and then gradually declined when the state's fiscal
situation improved and more GF support could be provided to UC and CSU.

Chapter 620 (2012) pertains to fees at UC and CSU. It does not contain a fee policy;
rather, it focuses on the process by which fee increases are considered by UC and CSU
in an effort to ensure transparency and accountability around the costs of educating
students and the uses of student fee revenues.

LAO Analysis. The full tuition level currently reflects about 55 percent of education
costs at UC and 46 percent at CSU. Because of financial aid, however, fewer than half
of students pay the full tuition rate. After accounting for state and institutional financial
aid, the average net amount paid by students currently covers about 30 percent of
education-related spending at the universities. When federal and private grants are
included, the student shares are even lower. These shares are very low compared with
other states.

The Governor’s proposal would extend for four more years UC and CSU tuition levels
that already have been in place for two years (2011-12 and 2012-13). While this would
help current students, it likely would increase volatility for future students. Extended
tuition freezes have been followed by periods of high annual tuition increases. The
proposal also would have the negative near-term effect of reducing the incentive
students and their families have to hold higher education institutions accountable for
keeping costs low and maintaining quality. Given the important role of tuition in higher
education budgets, a relatively low share of cost now borne by students and their
families, and likely negative consequences of an extended tuition freeze, there is not a
strong justification for having the state bear all higher education cost increases for the
next four years.
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LAO Recommendation. An extended tuition freeze would not be in the public’'s best
longer-term interests. Instead of an extended tuition freeze, the Legislature should
adopt a policy that bases tuition and fee charges at each of the public higher education
segments on a share of educational costs. Such a policy would provide a rational basis
for fee levels and a simple mechanism for annually adjusting them. It would recognize
explicitly the partnership between students and the public. It also would strengthen
accountability by giving students and their families an incentive to hold institutions
accountable for keeping costs low and maintaining quality. Though such a policy would
depend on the state providing its share of funding, it would be more likely than the
Governor's proposal to result in moderate, gradual, and predictable tuition increases
over time.

Subcommittee Questions. Based on the above comments, the Subcommittee may
wish to ask the Administration, UC, CSU, and Hastings the following questions:

1. DOF, what is your response to the LAQO’s recommendations, including
adoption of a policy that bases tuition and fee charges at each of the
public higher education segments on a share of educational costs?

2. DOF, what is your response to the LAO concern that a tuition freeze
would likely increase tuition fee volatility for future students?

3. Hastings, what are the budgetary impacts of a tuition freeze at your
institution?

4. UC and CSU, what are the components of a sound long-term policy on
tuition fees?

Staff Recommendation. This is an informational item.
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6440 UNIVERSITY OF CALIFORNIA
6610 CALIFORNIA STATE UNIVERSITY

Item 10: CCC Transfer Enrollments at UC and CSU

Background. The 1960 Master Plan for Higher Education includes a number of policies
for ensuring college access to the state's public higher education segments. A key
provision is the transfer function, which gives state residents an opportunity to begin
their postsecondary studies at CCC and eventually move to the UC or CSU to earn a
bachelor's degree. Unfortunately, the transfer process from CCC to the public
universities has never worked as well as intended. For years, the Legislature has
sought to make improvements. Despite these efforts, transfer students still must often
navigate a complex maze of requirements that vary across campuses. This can make it
very difficult for students to transfer successfully.

In an attempt to fundamentally reform the state's major transfer pathway (from CCC to
CSU), AB 2302 and SB 1440 (2010) were enacted into law. SB 1440 requires
community colleges to develop two-year (60 unit) associate degrees that are completely
transferrable to CSU. Students who earn such a degree are guaranteed admission in
the CSU system, and would be required only to complete two additional years (an
additional 60 units) of coursework to earn a bachelor's degree. AB 2302 further clarifies
that students who pursue the transfer pathway established by SB 1440 will be granted
admission priority over all other students and requests that UC participate in the new
transfer pathway.

In its spring 2012 report on the implementation of SB 1440, the LAO found that while
notable progress has been made on multiple fronts, the results fall short of the
legislation’s intent. The report made a number of recommendations to the Legislature to
provide additional guidance and statutory clarification to CCC and CSU on their
responsibilities, as well as continued oversight to track their progress.

In January 2012, UC submitted its required report under AB 2302. UC reported the
following, “given the specialized nature of UC’s degrees, the rigor of the upper-division
coursework, and the way in which degree requirements are tied closely to individual
campus research priorities, the University’'s participation in the associate degree
pathway will differ in some significant ways from the way in which the CSU will
participate. Namely, while UC is aiming to guarantee a comprehensive review for
admission to transfer students who have completed associate degrees for transfer in
similar majors, it will not be able to guarantee selection for admission. Furthermore, it
will not be able to guarantee that students will be able to graduate within 60 units after
transfer in all majors on all campuses.”

CSU reports that for Fall 2013, unduplicated applications for transfers total 112,013, a
15.5 percent increase over Fall 2012. This high increase is, in part, attributable to the
near-closure of transfer applications for Spring 2013. For Spring 2013, only nine CSU
campuses were open for transfer applications, and these were limited to SB 1440
applications.

With regard to fall semester transfer admissions, UC reports in Fall 2011, 28,412
students applied for transfer admission to UC, and 14,360 students enrolled. In Fall
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2012, of 26,772 applicants for transfer application, approximately 13,800 enrolled. In
Fall 2013, 26,423 students applied for transfer admission to UC. With regard to winter
and spring semesters transfer admissions, UC reports that since 2010 the only UC
campus that has been open for admission is UC Merced; therefore, the numbers are
small and are projected to remain so into the future. Inthe Winter 2011 and Spring 2012
terms, of 597 transfer applicants to UC, 353 enrolled. Figure 2 below displays UC
applications, admissions, and enrollment of CCC transfer students.

Figure 2
CCC Transfer Applications, Admissions, and
Enrollment to UC
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Staff Comment. As evidenced by both the Master Plan and AB 2302 and SB 1440, as
well as numerous other bills through the years, the transfer function remains a critical
priority for the state. It also links directly to the January budget, as one of the four
performance expectations proposed by the Governor is increased CCC transfer students
enrolled at UC and CSU. The Legislature also has before it SB 440, which is intended to
advance the recommendations contained in the LAO’s spring 2012 report on the
implementation of SB 1440.

By way of explanation for the recent trends as displayed in Figure 2, UC reports that
there has been a decline in applications from California resident CCC transfer students
(six percent decrease in Fall 2012 and one percent decrease in Fall 2013). UC is
working with the CCC Chancellor's Office to explain these decreases. One possible
explanation is that the last time UC saw a decline in applications from transfers in the
mid-2000s was due to a “pipeline” issue, i.e., students were unable to get the classes
required for transfer. Given budget cuts at the CCCs, this may well be the case,
although the CSU actually saw an increase in applications during this same time period.
The CCC Chancellor’'s Office also reports that its number of transfer ready students has
increased each year since 2011-12. UC offers a second theory, in that in both 2010 and
2011 the numbers were anomalously high and that the drops in 2012 and 2013 are a
“correction;” e.g., because of transfer enrollment constrictions at CSU in Spring 2010
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and the aforementioned closing of UC campuses to winter/spring transfers after 2009,
there was a subsequent spike in the number of applications to UC, which has now self-
corrected to normal levels.

Subcommittee Questions. Based on the above comments, the Subcommittee may
wish to ask UC and CSU the following questions:

1.

2.

UC and CSU, what do you see as your institutional responsibility for CCC
transfer?

UC and CSU, are CCC transfers evenly spaced across campuses or are they
focused at “less desirable” campuses? Are CCC transfer students being
displaced by admission of other groups of students?

CSU, the LAO’s 2012 report highlighted that some of your campuses are not
meeting the SB 1440 vision. How is this being addressed and how is the system
ensuring a consistent policy and approach across all of its campuses?

CSU, what other changes outside of SB 1440 have you done internally to
improve transfer function?

The point of SB 1440/AB 2302 was to create clear pathways for students. UC
reports that it offers students a “guarantee of comprehensive review for
admission” but this is not a guarantee of admission. How is UC participating in
the new transfer pathway and reducing confusing pathways for students; i.e.,
what changes have you made internally to improve the transfer function?

Staff Recommendation. This is an informational item.
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6440 UNIVERSITY OF CALIFORNIA
6600 HASTINGS COLLEGE OF THE LAW
6610 CALIFORNIA STATE UNIVERSITY

Iltem 11: Federal Sequestration: Higher Education |  mpacts

Background . The federal sequester is automatic, across-the-board, spending
reductions on many federal programs, intended to ensure $1.2 ftrillion deficit reduction
over 10 years. Generally speaking, the reductions are half from defense and half from
non-defense programs. The first set of reductions took effect March 1, 2013, impacting
mostly federal discretionary spending ($71 billion in cuts) and some mandatory
programs ($14 billion in cuts). Certain programs were exempted from the sequester,
including entittements and Pell grants for college students, among others.

Due to the sequester, all federally-funded education programs (other than Pell grants)
are subject to an automatic across-the-board reduction of roughly 5.3 percent. Students
will also see an increase in the origination fee charged for new federal student loans
taken after July 1, 2013. Additional reductions to education programs (including Pell
grants) will likely occur in Fiscal Years 2014 through 2021 due to stringent “caps” on so-
called discretionary-funded programs, which include all education programs (other than
student loans).

Staff Comment. The full impacts of the March 1 reductions are not yet known. CSU
estimated federal funding reductions in excess of $22 million for FY 2013. Important
programs subject to the cuts include campus-based aid programs; aid to minority-
serving institutions; TRIO and GEAR UP. Examples include: (1) Supplemental
Educational Opportunity Grants and Work-Study will lose up to $1.5 million, eliminating
awards for more than 1,400 students; (2) TRIO and GEAR UP will be cut by a combined
$2.1 million, curtailing services to approximately 3,300 students; and (3) funding for
improving teacher quality and reforming teacher preparation will be cut almost $500,000,
slowing the pace of improvement and innovation. UC will also be impacted by
reductions in these same campus-based aid programs, expecting “severe” cuts but did
not offer a dollar estimate of the impact.

With regard to federal research spending, UC estimates that more than $335 million in
federal support for UC research would be lost in FY 2013, with additional deep cuts
anticipated in the subsequent fiscal years, 2014 through 2021. UC researchers are
among the nation’s leading recipients of funding from the National Institutes of Health
(NIH), National Science Foundation (NSF), Department of Agriculture (USDA), NASA,
Department of Defense, and Department of Energy and other research agencies, all of
which are subject to sequestration. Funding cuts ranging from 8.2 to 9.4 percent in the
first year will disrupt UC researchers’ ability to contribute scientific discoveries and
innovations, and damage job creation and economic recovery in our state and nation.
For CSU, examples include a $2.6 million reduction from NSF; a $5.6 million reduction
from NIH; and $841,000 from USDA.

Subcommittee Questions.  The Subcommittee may wish to ask UC, CSU, Hastings,
and DOF for updated reports about the impact of the federal sequester.

Staff Recommendation. This is an informational item.
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ISSUE 1. LAO Report on Special Education

DESCRIPTION: The LAO will present highlights from its recent report entitled Overview of
Special Education in California. Published in January 2013, this report provides a “primer” on
special education programs that support our state’s students with disabilities. The LAO will also
provide highlights from one of its recent budget publications — The 2013-14 Budget --
Proposition 98 Education Analysis — that describes funding for special education programs in
our state. Both of these publications provide useful background for the Subcommittee in
considering upcoming issues in this agenda.

LAO Report -- Overview of Special Education in California. The Executive Summary of the
LAO overview report is included below. [Highlights added for key terms and figures.]

Special education is the “catch—all” term that encompasses the specialized services that schools
provide for disabled students. This report provides a comprehensive review of special
education—conveying information on applicable laws, affected students, services, funding, and
student outcomes.

e Public Schools Must Provide Special Support for Disabled Students. Federal law
requires schools to provide “specially defined instruction, and related services, at no cost to
parents, to meet the unique needs of a child with a disability.” The law requires schools to
provide disabled students with these special supports from age 3 until age 22, or until they
graduate from high school, whichever happens first. These services are in addition to what a
nondisabled student receives.

e About One in Ten California Students Receives Special Education Services. About
686,000 students with disabilities (SWDs) receive special education services in California,
comprising about 10 percent of the state’s public school enrollment. Specific learning
disabilities—including dyslexia—are the most common diagnoses requiring special
education services (affecting about 4 percent of all K-12 students), followed by speech and
language impairments. While the overall prevalence of students with autism and chronic
health problems still is relatively rare (each affecting 1 percent or less of all public school
students), the number of students diagnosed with these disabilities has increased notably over
the past decade.

e Special Education Services Vary Based on Individual Student Needs. Federal law only
requires schools to provide special education services to students with diagnosed disabilities
that interfere with their educational attainment. To determine a student’s need and eligibility
for special education, schools must conduct a formal evaluation process. If schools
determine that general education programs cannot adequately meet a disabled student’s
needs, they develop Individualized Education Programs (IEPs) to define the additional
services the school will provide. Each student’s IEP differs based on his or her particular
disability and needs. Specialized academic instruction is the most common service that
schools provide. This category includes any kind of specific practice that adapts the content,
methodology, or delivery of instruction to help SWDs access the general curriculum. Other
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commonly provided services include speech and language assistance and various types of
therapies for physical and psychological needs that may be impeding a SWD’s educational
attainment.  Although federal law encourages schools to educate disabled students in
mainstream settings, most (about three—quarters) of special education services are delivered
in settings other than regular classrooms.

e In General, the State Uses a Regional Structure to Organize Special Education.
Because economies of scale often improve both programmatic outcomes and cost—
effectiveness, special education funding and some services are administered regionally by
127 Special Education Local Plan Areas (SELPAS) rather than by the approximately 1,000
school districts in the state. Most SELPAs are collaborative consortia of nearby districts,
county offices of education (COEs), and charter schools, although some large districts have
formed their own independent SELPAs, and three SELPAs consist of only charter schools.

e The Excess Costs Associated With Providing Special Education Services Are Supported
by Federal, State, and Local Funds. Schools receive billions of dollars to provide a basic
educational program—including teachers, instructional materials, academic support, and
enrichment activities—for all students, including SWDs. The average annual costs of
educating a SWD, however, are more than double those of a mainstream student—
approximately $22,300 compared to $9,600. (It is important to note that most SWDs
require less severe, less costly services, whereas some students require intensive
interventions that cost notably more than $22,300 per year.) Schools receive categorical
funds to cover a portion of these additional, or “excess costs,” associated with addressing
students’ disabilities. Because federal and state special education funds typically are not
sufficient to cover the costs of all IEP-required services, however, schools spend from their
local unrestricted general funds to make up the difference. In 2010-11, special education
expenditures totaled $8.6 billion. State special education categorical funds covered the
largest share of these costs (43 percent), combined with spending from local general purpose
funds (39 percent) and federal special education funds (18 percent). Over the past several
years, a combination of increasing special education costs and relatively flat state and federal
special education funding has resulted in local budgets covering an increasing share of these
costs.

e Special Education Funds Allocated to SELPAs Based on Overall Student Population,
Not Number of Disabled Students. California relies primarily on a “census—based” funding
methodology that allocates special education funds to SELPAs based on the total number of
students attending, regardless of students’ disability status. This funding model implicitly
assumes that SWDs—and associated special education costs—are relatively equally
distributed among the general student population and across the state. The amount of per—
pupil funding each SELPA receives varies based on historical factors. In 2011-12, the
weighted statewide average per—pupil rate was $645 per student (including both state and
federal funds). After receiving its allocation, each SELPA develops a local plan for how to
allocate funds to the school districts and charter schools in its region based on how it has
chosen to organize special education services for SWDs.
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Mixed Academic Outcomes for Disabled Students. Some performance indicators suggest
SWDs generally are performing well, whereas other indicators are less encouraging. For
example, performance on standardized tests (including those specifically designed for
SWDs) has improved over the past several years, but a majority of SWDs still fail to meet
state and federal achievement expectations. As SWDs near the end of their time receiving
special education services, data show that about 60 percent of SWDs graduate on time with a
high school diploma and about two-thirds of SWDs are engaged productively after high
school (with about half enrolled in an institute of higher education and 15 percent
competitively employed within one year after high school).

LAO Report: The 2013-14 Budget -- Proposition 98 Education Analysis. Excerpts from the
LAO report are provided below. These excerpts provide an overview of the state’s current
approach to funding special education.

Federal Law Requires School Districts to Provide Special Services to SWDs. Federal law
requires public schools to make special efforts to educate students who have disabilities.
Specifically, the federal Individuals with Disabilities Education Act (IDEA) requires that
LEAs provide “specially defined instruction, and related services, at no cost to parents, to
meet the unique needs of a child with a disability.” Once schools have determined that a
SWD requires additional educational support, they develop an Individual Education Program
(IEP) for the student that documents which special education services the school will
provide.

Special Education Services Supported by Categorical Funds. Billions of dollars are
allocated to LEAs for the basic educational components—including teachers, instructional
materials, and academic support—provided to all students, including SWDs. The average
costs of educating a SWD, however, are more than double those of a mainstream student—
approximately $22,300 compared to $9,600. To the degree SWDs require additional services
beyond what mainstream students receive, LEAS receive special education categorical funds
that cover much of the “excess costs.” (These categorical funds are comprised of state, LPT,
and federal monies.) Because special education categorical funds typically are not sufficient
to cover the costs of all IEP-required services, LEAs spend from their local general purpose
funds to make up the difference. In 2010-11, categorical funding covered 61 percent of
special education excess costs. The remainder of our discussion focuses on these categorical
funds.
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Funds Allocated to Special Education Local Plan Areas (SELPAs), Not Directly to
Local Education Agencies (LEAs). Because economies of scale often improve both
programmatic outcomes and cost—effectiveness, the state distributes special education
categorical funds to 127 SELPAs (rather than to the approximately 1,000 LEAS in the state).
Most SELPAs are collaborative consortia of nearby districts, COEs, and charter schools,
although some large districts have formed their own SELPAS, and three SELPASs consist of
only charter schools. (Additionally, one unique SELPA consists solely of court schools in
Los Angeles County.) Single—district SELPAs typically receive funding directly from the
state and offer or contract for special education services on their own. In contrast, consortia
SELPAs work internally to decide how best to divvy up special education funding for all the
SWDs in their region. In most cases, consortia SELPA members opt to reserve some funding
at the SELPA level to operate some shared, regionalized services, then distribute the
remainder to LEA members to serve most of their own SWDs locally.

Most Funds Allocated to SELPAs Based on Overall Student Population, Not Number of
SWDs. Prior to 1998, California distributed special education funds using a “cost-based”
model—essentially funding individual SELPAs based on the costs they incurred serving
SWDs. Beginning in 1998-99, California switched to a “census—based” approach for
distributing most special education funds. This methodology allocates special education
funds to SELPAs based on total ADA, regardless of SWD counts or the SELPA’s special
education expenditures. The census—based funding approach implicitly assumes that
SWDs—and associated special education costs—are spread fairly evenly throughout the
overall student population.

Funds Allocated Using AB 602 Formula. California’s census-based formula for
distributing special education categorical funds to SELPAs commonly is referred to as the
“AB 602” formula after the authorizing legislation. The AB 602 formula incorporates (1)
state categorical monies, (2) a relatively small amount of LPT revenues that flow through the
state’s categorical program, and (3) federal IDEA funds. In 2012-13, the state allocated
about $2.9 billion in state and LPT funds and $1 billion in IDEA monies through the AB 602
formula.

The amount of AB 602 funding each SELPA receives from each source varies based on four
key factors: (1) historical AB 602 per—pupil rates, (2) total ADA, (3) federal allocation
formulas, and (4) historical LPT revenue allocations.

Somewhat Different Approach Used to Fund Charter-Only SELPAs. The state funds
the three charter—only SELPAs somewhat differently from the process described above, in
that the state and federal funding formulas operate completely separate. In contrast to
traditional SELPAs, how much charter SELPAs receive in federal funding pursuant to the
IDEA formulas is not used as an offset in calculating how much they receive in state aid, and
the blended state and federal per—pupil funding approach is never used.
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Each year, the state calculates how much state General Fund to provide to charter SELPAS
based on the uniform STR of $465 per ADA. This same STR is used as the basis for (1)
adding funding if the SELPA grows in ADA, (2) providing a COLA, and (3) decreasing
funding if the SELPA declines in ADA. Any federal funds the charter SELPAs receive
pursuant to the IDEA formulas are in addition to this state AB 602 allocation. (Because LPT
revenues are allocated based on historical county patterns and charter SELPAs are relatively
new entities, they do not receive LPT revenues for special education.)

SUGGESTED QUESTIONS:

1. LAO: Expenditures & Costs. Your overview report finds the average cost of educating a
student with disabilities is more than double those of a mainstream student -- approximately
$22,300 compared to $9,600.

a. What are the excess costs of special education? How have excess costs been affected
by recent revenue limit and categorical reductions?

b. What are the “misconceptions” with excess costs you identify in your report?

c. While special education is not included in the Governor’s proposed Local Control
Funding Formula, how will additional base and supplemental funding proposed by
the Governor affect students with disabilities? How will it affect excess costs?

2. LAO: Student Outcomes. Your overview report presents state level outcome data for
students with disabilities in public schools compared to other students.

a. How many students with disabilities are reaching proficiency or above on statewide
assessments?

How many students with disabilities are passing the CAHSEE by end of 12" grade?
How many students are graduating from high school with a diploma?
How many students are transitioning to college or career activities?

® o o T

What does the research suggest about improving outcomes for students with
disabilities?

3. LAO: State & Federal Accountability. The LAO overview report finds that 52 percent of
schools statewide met their Academic Performance Index (API) growth targets for students
with disabilities compared to 67 percent for students overall in 2011-12. However, your
report indicates that “these statistics exclude about half of the state’s LEAs (for AYP) and
almost 90 percent of schools (for AYP and API), as their populations for students with
disabilities are deemed too small to report as discrete groups for accountability calculations.”
What do large “subgroup sizes” mean for students with disabilities within our state and
federal accountability systems?
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DESCRIPTION: The Governor proposes to separate state and federal funding within the
special education funding formula in 2013-14 in order to address some funding inequities and to
make funding simpler and more transparent.

BACKGROUND: The current special education formula was created by AB 602 (Chapter 854,
Statutes of 1997). The AB 602 formula incorporates (1) state categorical funds, (2) a relatively
small amount of local property tax (LPT) revenues that flow through the state’s categorical
program, and (3) federal funds authorized under the Individuals with Disabilities Education Act
(IDEA).

In 2012-13, the state allocated about $2.9 billion in state and LPT funds and $1 billion in IDEA
monies through the AB 602 formula.

Funding is allocated to 127 Special Education Local Planning Areas (SELPAS). The amount of
AB 602 funding each SELPA receives from each source varies based on four key factors: (1)
historical AB 602 per—pupil rates, (2) total ADA, (3) federal allocation formulas, and (4)
historical LPT revenue allocations. In 2011-12, the weighted statewide average per—pupil rate
was $645 per student (including both state and federal funds).

After receiving its allocation, each SELPA develops a local plan for how to allocate funds to the
school districts and charter schools in its region based on how it has chosen to organize special
education services for SWDs.

Current Problems with the AB 602 Formula: The LAO recent publication — Proposition 98
Analysis — identifies two major problems with the AB 602 funding formula:

1. Modification to State Allocation Formula Has Led to Complications. The state’s AB 602
formula originally was designed to be relatively straightforward—blending federal, LPT, and
state funds interchangeably to fund a total SELPA amount. The funding calculation grew
more complicated in 2005-06, however, when the state responded to changes in federal law
by modifying how the formula operates in some situations. Specifically, federal law now
prohibits a state from using federal funds to pay for COLAs or growth adjustments that are
required by state law.

Consequently, the state now goes through a complex annual calculation for SELPAs that
grow or decline in ADA from one year to the next. Specifically, the state provides a funding
rate of $465 per ADA—referred to as the “Statewide Target Rate” (STR)—to fund new
SELPA ADA and to compute COLAs. The state, however, uses a SELPA’s unigque blended
rate (state plus federal funds, averaging roughly $660 per ADA) to fund existing ADA and
apply reductions when a SELPA declines in ADA. This discrepancy has led to a gradual
“ratcheting down” of funding rates in some SELPAs. Additionally, the state made other
modifications (also due to changes in federal law) that resulted in complicated calculations to
ensure year—to—year increases in federal funds are treated separately from all other AB 602
adjustments.
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2. AB 602 Funding Rates Vary Across SELPAs. When the state first transitioned to the AB
602 formula in 1998-99, each SELPA’s per—pupil rate was derived based on how much it
had received under the old cost—based special education funding model. Because SELPAS
had structured services in varying ways—including some that hired more special education
staff and opted for more costly student placements—there was some discrepancy amongst
these rates.

While the state made some investments in equalizing AB 602 rates over the ensuing years,
large discrepancies remain. Individual SELPA per—-ADA rates range from about $570 to
about $1,090, with a statewide weighted average rate of about $660. As shown in the LAOP
figure below, the majority of pupils—about 60 percent—attend LEAS that receive between
$630 and $659 per ADA.

Figure 14
Special Education Per-Pupil Funding Rates Vary
Percent of Statewide Average Daily Attendance, 2011-12

70%

10

. H HHEE =

Less than $600-629 $630-659 $660-689 $690-719 $720-742  More than
$600 $750

Source: Legislative Analyst’s Office.
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GOVERNOR’S BUDGET PROPOSAL: According to the Administration, the special
education funding formula has become unnecessarily complicated over time with certain formula
components creating funding inequities among special education local planning areas.

To address these issues, the Governor proposes to eliminate the integration of federal funds in
the state’s AB 602 formula calculation and treat state and federal funding streams separately for
funding purposes beginning in 2013-14. In so doing, the Governor proposes to:

v Delink state and federal funding by removing about $1.0 billion in federal IDEA funds
from the AB 602 formula and allocating these funds to SELPAs based upon federal
formulas.

v Revise the state AB 602 funding formula to SELPAs to reflect remaining state and local
property tax funds. The Governor would reduce the existing per- pupil AB 602 funding
rates for SELPAs to reflect the removal of federal funds.

Per the Administration, the changes proposed by the Governor will not affect funding set aside
for realignment of mental health services for special education students implemented last year.
More specifically the Governor continues $357 million in Proposition 98 General Fund and $69
million in federal funds for this purpose in 2013-14.

In addition, the Governor’s proposal would not change funding allocations for charter school
SELPAs. Instead, with the removal of federal funds from the AB 602 formula, charter and non-
charter SELPAs would be treated similarly.

LAO COMMENTS:

e Proposed Change Would Make State’s Allocation Formula Simpler and More Rational.
The Governor’s proposal to fully remove federal funds from the state’s special education
allocation formula would simplify a system that has grown exceedingly complicated since
2005. Modifying the state’s allocation formula in this way would create a consistent, rational
funding policy for growing and declining ADA, as well as avoid complications in years when
federal funds increase. Moreover, simplifying the current formulas would help policy
makers and the public better understand special education funding policies. Developing such
an understanding could, in turn, facilitate future efforts to assess and address needed
improvements to those policies.
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Governor’s Proposal Maintains Unjustified Differences Across SELPAs’ AB 602
Funding Rates. Through his Local Control Funding Formula (LCFF), the Governor
proposes to gradually equalize general purpose and other categorical funding rates across
school districts. In contrast, the Governor has no proposal to address existing differences in
special education funding rates. While the proposal to remove federal funds from the AB
602 calculation would clarify each SELPA’s state funding rate, it would not make significant
progress towards eliminating the disparities among those rates. No policy rationale exists for
these disparities, and leaving them in place means that SELPAs with historically lower per—
pupil rates receive less state funding to meet the same responsibilities as those with
historically higher rates.

LAO RECOMMENDATIONS: The LAO recommends the Legislature build upon the
Governor’s proposals, but also make a couple of additional improvements, as detailed below:

1. Adopt Governor’s Proposal to Fully Delink State and Federal Allocation Formulas.

Because it would make the state’s special education funding approach simpler, more rational,
and more understandable, the LAO recommends that the Legislature adopt the Governor’s
proposal to remove federal funds from the state AB 602 formula.

Provide Additional Funds to Equalize AB 602 Funding Rates in Tandem With LCFF
Rates. The LAO recommends the state adopt a plan for equalizing special education funding
rates that is aligned with whatever approach it adopts for equalizing general education rates.
For example, in 2013-14, the Governor proposes to provide about 10 percent of the funding
needed for districts to reach their new per—pupil target rates under his proposed LCFF
formula. Should the Legislature choose to adopt this approach, the LAO recommends the
2013-14 budget also provide about 10 percent of the funds necessary to equalize AB 602
rates. The LAO recommends similar alignment between general education and special
education equalization efforts in future years. The LAO recommends adopting a target AB
602 rate at the level where 90 percent of ADA in the state receives the same rate --$535.
(The state has used the 90th percentile target to equalize revenue limits in the past.) The
LAO estimates equalizing to this target rate would cost approximately $300 million. As
such, the LAO recommends that the Legislature increase special education funding by $30
million—or about 10 percent of the total equalization cost—in 2013-14.

Update STR to Reflect New Equalization Target. In addition to providing funds to
equalize AB 602 rates, the LAO recommends updating the State Target Rate (STR) from
$465 (which reflects an outdated statewide average rate) to $535 (which represents the rate
for the 90th percentile of ADA). Under this approach, all new SELPA ADA would be
funded at $535. (The SELPAs would continue to experience funding reductions for declines
in ADA based on their unique AB 602 state rate.) This would ensure the STR operates as it
was originally envisioned when the AB 602 formula was designed—to gradually increase
overall per-pupil rates for SELPAs funded below the equalization target and gradually
decrease overall rates for SELPAs funded above the target. In contrast, leaving the STR at
$465—as proposed by the Governor—effectively would establish a much lower equalization
target.

10




ISSUE 2. Special Education — Separation of State and Federal Funding

STAFF COMMENTS:

e Governor’s Proposal to Delink State and Federal Funds Fixes Addresses Unintended
Problems in Recent Years. Changes to the AB 602 formula needed to conform to new
federal laws in 2005-06 created some new problems for SELPAs. Specifically, the
bifurcation of funding for growth and cost-of-living adjustments distorted the funding rates
for purposes of growing and declining SELPAs. Under the Governor’s proposal, SELPAs
grow and decline reflecting state funding rates, instead of “blended” state and federal funded
rates under current law.

e Opportunity to Update STR as a Part of Delinking State and Federal Funds. The
Governor calculates the new State Target Rate by simply subtracting federal funds from
SELPAS’ blended AB 602 rates. While this calculation is fairly straightforward, the resulting
State Target Rate is about $10 per ADA below the new statewide average. For growing
SELPAs, this will equalize per pupil rates down to this lower State Target Rate. (Declining
SELPAs would lose funding based upon their unique state funding rates.)

e Very Small Costs Associated with Updating State Target Rate to Statewide Average.
Raising the State Target Rate of $465 per ADA to the statewide average of $475 per ADA,
results in a $10 per ADA increase for growing SELPAs. The Department of Education
estimates additional Proposition 98 costs of $1.2 million associated with this proposal. Staff
recommends that this small, additional cost be covered in 2013-14 and beyond. Due to other
offsetting budget adjustments, additional funding may not be required beyond currently
proposed levels in 2013-14.

e Failure to Equalize Special Education Funding Will Continue Serious Inequities for
SELPAs Statewide. AB 602 funding reforms enacted in the late 1990s commenced a
process of addressing significant, historical inequities in special education funding among
SELPAs statewide. Given the extent of these inequities, AB 602 set its goals on bringing all
SELPAs to the statewide average funding rate at that time. Recent changes in the formula
have distorted achievement of that goal. Large unjustified funding variations remain among
SELPAs. Per the LAO, per—-ADA funding rates for SELPAs range from about $570 to about
$1,090, with a current statewide weighted average rate of about $660.

e Special Education Equalization Consistent with Governor’s School Finance
Restructuring Proposal. The Governor’s Local Control Funding Formula (LCFF) proposes
to gradually equalize state revenue limits and most state categorical funding for school
districts statewide. While special education is not included in the Governor’s LCFF
proposal, there is no policy or fiscal reason for leaving special education out of the
equalization process. Special education is one of the state’s largest categorical programs.
Historical funding disparities for SELPAs are significant in size and impact. There is no
policy or fiscal reason for not addressing these inequities as a part of the Governor’s overall
plan. In fact, failure to address these inequities will undermine the Governor’s goals to
achieve greater equity in funding for our school finance system.
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STAFF RECOMMENDATIONS:

Staff recommends the following Subcommittee actions:

1.

Approve the Governor’s proposal to delink state and federal funding, but modify to establish
a new State Target Rate based upon recalculation of a new statewide average rate once
federal funds are removed. (This proposal could include costs of $1.2 million; however, it is
unclear at this time whether this will result in an actual increase in the Governor’s budget for
special education. If so, any such appropriation can be considered by the Subcommittee at
May Revise.)

Staff further recommends that the Subcommittee:

Consider adopting the LAQO’s equalization proposal as a part of the Proposition 98 package at
May Revise. [Under the LAO proposal, special education funding equalization (to the 90
percentile) would be adopted and aligned with whatever approach is adopted at May Revise
for equalizing general education funding rates.]

SUGGESTED QUESTIONS:

1.

What are the benefits of delinking state and federal special education funding within AB 602
per the Governor’s formula? Are there any negative consequences to delinking?

What are the costs of recalculating the AB 602 State Target Rate to reflect the updated
statewide average rate after removing federal funds from the formula?

What are the Administration’s thoughts about recalculating the AB 602 State Target Rate
under the Governor’s Proposal t?

What is the impact of different funding rates for SELPAs — which commonly range between
$100 and $150 dollars per ADA? Is it correct to assume that SELPAs with 50,000 ADA
could currently experience a $5-$7.5 million per year difference in funding due to funding
rate variations?
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DESCRIPTION: The Governor proposes to consolidate a number of separate special education
programs in 2013-14 in order to provide greater efficiencies and improve flexibility so that
funding can better meet student needs.

BACKGROUND: In addition to their AB 602 formula allocations, SELPAs statewide receive a
total of $926.4 million in funding for separate special education programs and calculations in
2012-13. Of this amount, $740.8 million is currently derived from state funding and $185.7
million from federal funding.

While not appropriated to SELPAS, some school districts and county offices of education receive
state funding $181.9 million through the Home-to-School Transportation program that is directed
specifically to transportation for severely disabled students and orthopedically impaired students.

GOVERNOR’S BUDGET PROPOSAL: According to the Administration, a number of
special program add-ons created over the years have resulted in both inefficiencies and a lack of
flexibility at the local level. To address these issues, the Governor proposes to consolidate
funding for a total of eight existing special education programs described below.

1. Rolls Two Special Education Grants Into the AB 602 Formula. The Governor proposes
to consolidate two grants -- Program Specialists and Regionalized Services (PSRS) and Staff
Development -- into the AB 602 base. The Governor’s proposal would allow SELPAs - and
their member districts -- to use these funds for any special education purpose.

Per the LAO, roughly $90 million in PSRS funds are currently set aside for regional SELPA
activities and a $2.7 million supplement for small SELPAs located in less populous areas of
the state. In addition, SELPAs currently receive $2.5 million specifically to conduct staff
and parent training activities.

Consolidated funds would be allocated to SELPAs based upon the AB 602 ADA formula.
PSRS funds are currently allocated on a per-ADA basis -- similar to AB 602. Staff
development grants are currently allocated on a per-SWD basis.

2. Consolidates Six Grants Into Three. The Governor also proposes to consolidate six special
education grants into three larger grants, as follows:

e Combine Two WorkAbility Grants. The proposal would consolidate two discrete
grants supporting WorkAbility, a vocational education program that serves SWDs in
middle and high schools. The two current programs include the WorkAbility 1 LEA
Project currently funded at $29.5 million and the WorkAbility | Vocational Education
Project funded at $10.3 million annually. The proposal would not alter the allowable
uses or current recipients of the funds, as the two grants already are administered as one
program.
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Combine Two Low-Incidence Disabilities Grants. The proposal would combine two
separate grants specifically directed exclusively for students with low-incidence
disabilities -- equipment and materials currently funded at $13.4 million and specialized
services currently funded at $1.7 million annually. Low incidence disabilities are defined
as hearing impairments, vision impairments, and severe orthopedic impairments. The
proposed change would allow SELPAs to use the combined funds on any mix of services
or equipment costs, provided the funds still were targeted for students with these low
incidence disabilities.

Merge Assessment Research Grant Into Technical Assistance Grant. The proposal
would eliminate the $200,000 annual grant currently dedicated to researching how best to
assess students from different cultural backgrounds, and shift the funding to increase a
$1.1 million state grant that the California Department of Education (CDE) currently
uses for California Services for Technical Assistance and Training (CalSTAT) statewide
technical assistance activities. The proposal would leave it to CDE’s discretion whether
to require CalSTAT to dedicate a share of the funding for activities related to cross—
cultural assessments, or to allow the funds to be repurposed for other activities.

LAO RECOMMENDATIONS:

1. The LAO recommends substantial approval of the following Governor’s proposals:

Roll Two Stand Alone Programs into AB 602, But Continue Providing Additional
Funding for Small SELPAs The LAO believes the Governor’s proposal to roll the
Program Specialists and Regionalized Services (PSRS) funds ($90 million) and Staff
Development Grant funds ($2.5 million) into the AB 602 formula is a good first step
towards increasing SELPAS’ flexibility.

However, the LAO recommends one modification to continue $2.7 million in PSRS
funding for exceptionally small, geographically isolated SELPAs that cannot take
advantage of economies of scale.

Per the LAO, PSRS and Staff Development grants currently fund activities that all
SELPAs must perform. As such, allocating the funds on an equal per-ADA basis and
allowing SELPAs to determine how much to spend on these activities, weighed against
other special education priorities, makes sense. According to the LAO, this particular
component of the proposal is consistent with the Governor’s overall K-12 funding
approach that removes most spending requirements, including those related to staff
development.
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Consolidation of Statewide Activity Funds. The Governor’s proposal to merge state
Cross Cultural Assessments into a broader statewide capacity-building effort also seems
reasonable to the LAO.

The 2012-13 budget provides $4.5 million ($3.4 million in federal funds and $1.1 million
in state funds) to provide special education—related professional development and
technical assistance activities to LEAs around the state. (The CDE currently contracts
with Napa County Office of Education (COE) to run these activities through the
California Services for Technical Assistance and Training (CalSTAT) project.)

Under the Governor’s proposal, the $200,000 for cross cultural would be added to these
statewide technical assistance activities. As background, the LAO notes that the funding
for cross-cultural assessments relates to a 1979 court case that required the state to
develop methods other than intelligence quotient tests for assessing learning disabilities,
particularly for African—American students.

2. LAO provides the following recommendations which build upon the Governor’s proposals:

Combine WorkAbility Grants into “Transition Services” Funding Supplement,
Allocate to All SELPAs. Per the LAO, the Governor’s proposed consolidation of the
two WorkAbility grants into a single $39.8 million grant would have virtually no effect
on the existing program. Maintaining this categorical program, with its specific
requirements and uneven statewide participation rates, seems counter to the restructuring
approach the Governor is applying to K-12 education.

The LAO recommends adopting a more consistent approach, which would increase local
flexibility and equalize funding across all SELPAs serving high school SWDs. Under
this approach, the funds would be allocated based on a SELPA’s ADA in grades 9-12
and could be used to provide any transition service for SWDs in those grades. (Per the
LAO, Transition services is an area where the state has been flagged by federal review as
needing improvement.)

Because reallocating these funds across all SELPAs would decrease per—pupil rates
compared to the existing grants, the LAO suggests that the Legislature could consider
increasing funding for this new grant in the future should it wish to enable SELPAs to
continue offering WorkAbility—like services.

Add Low-Incidence Disability ROC/P Funding to Low-Incidence Disability Block
Grant. The state currently provides funding for students with low-incidence disabilities
(LIDs) to participate in ROC/Ps. The per—pupil rates are quite high ($6,199 per visually
impaired ADA, $3,549 per deaf ADA, and $1,964 per orthopedically impaired ADA)
because these students require more intensive assistance.
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Given all other state funding for ROC/P has been subject to categorical flexibility since
2009 and the Governor is proposing to permanently eliminate ROC/P programmatic
requirements and funding, continuing to earmark funds for SWDs to participate in this
specific program seems illogical.

Instead, the LAO recommends combining $5.3 million in LID ROC/P funds with the
$15.1 million for the other two LID grants proposed for consolidation by the Governor
and distributing the funds on an equal rate for each student with a LID. Under this
approach, educators can dedicate the funds to the most appropriate educational program
for the student—Dbe it an ROC/P-like program, other CTE program, or other activity.

3. Maximize Flexibility by Consolidating Additional Special Education Categorical
Programs. To empower local SELPAs with additional flexibility over how best to serve
their SWDs, the LAO recommends the Legislature adopt a more expansive approach to
streamlining special education funding than that proposed by the Governor. The LAO
believes this approach is consistent with its recommendations—and the Governor’s

proposals

for increasing local discretion over other K-12 funds. In addition to adopting the

Governor’s proposed grant consolidations, the LAO recommends the following changes:

Add Mental Health Funding to AB 602 Base Grant. All SELPAs are required to
provide IEP-related mental health services, and the associated funding already is
allocated on a per—-ADA basis. As such, the LAO recommends consolidating this grant
into the SELPA’s base funding would not change any SELPA’s allocation. Rather, the
change would provide SELPAs with greater discretion to target special education funds
for the needs of their local SWDs (whose mental health needs may change from year—to—

year).

Combine Two Extraordinary Cost Pools (ECPs). The state currently maintains two
ECPs with similar, but distinct eligibility criteria. One ECP program covers the costs of
non-public school placements in general and is funded at $3 million; the other ECP
program covers mental health related non-public school placements and is currently
funded at $3 million annually. Individual SELPASs can apply for a share of these funds if
they experience exceptionally high costs associated with placing students in specialized
schools. The Governor did not propose changes to this structure; however, the LAO
believes streamlining the application and approval process would maximize effective use
of these funds. Specifically, the LAO recommends combining the two pools and
applying one uniform set of eligibility criteria.
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STAFF COMMENTS:

Governor’s & LAO Proposals Provide Opportunity to Simplify and Equalize Special
Education Funding Consistent with Governor’s General School Finance Restructuring
Goals. Historically, special education programs are inequitable and notoriously complicated.
In addition, many programs are outdated and therefore have become overly restrictive. As
noted by the LAO, current special education spending restrictions lead to inefficiencies and
constrain SELPAS’ abilities to meet student needs.

The Governor proposals take important, initial steps to consolidate several discrete special
education programs in order to equalize funding for special education and provides greater
flexibility for meeting student needs. The LAO offers additional proposals which build upon
the Governor’s proposals. All together, these changes start to make special education
funding easier to understand and as a result could increase engagement for students and
parents, educators, and state policymakers. Building more equitable and needs-based
funding systems are major goals behind the Governor’s new Local Control Funding Formula
—and reflected in several of the Administration and LAO proposals for special education.

Continuation of Set-Asides for Mental Health Funding Needed Until Transition
Complete. Heading into the third year of transition, the Governor’s 2013-14 budget
continues to set-aside funding for realignment of mental health services for special education
students — a major transition process that commenced in 2011-12. More specifically the
Governor continues $357 million in Proposition 98 General Fund and $69 million in federal
funds for this purpose in 2013-14. The LAO recommends consolidating these funds into the
base funding for SELPASs to give SELPAs greater discretion to target special education funds
based upon student needs. For example, with additional flexibility, SELPAs might be able to
boost other special education and related services to prevent the need for more intensive and
costly mental health services. SELPAs that invest more in early interventions may need to
set-aside less funding for mental health services. However, staff believes it is important to
continue set-asides for mental health services within the AB 602 formula until transition is
complete.

Not Clear About Basis for Separate Special Education Allocation for Home-to-School
Transportation Program.  Since the 1992-93 fiscal year, the Home-to-School
Transportation categorical program funding has been split between general home-to-school
and special education transportation. (Special education transportation is defined as
transportation for severely disabled and orthopedically impaired (SD/OI) students.) All
subsequent allocations of HTS funding have been based on the amount eligible districts
received in 1992-93.
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STAFF RECOMMENDATIONS:

Staff recommends the following Subcommittee actions:

1.

Approve the Governor’s proposal to add Program Specialists and Regional Services and Staff
Development Grant funds into the AB 602 formula, with one modification (per the LAO) to
continue a $2.7 million set-aside for small SELPAs.

Approve the Governor’s proposal to merge the Cross-Cultural Assessments Grant into the
Statewide Training and Technical Assistance grant.

Approve the Governor’s proposal to consolidate two WorkAbility grant programs into one
funding stream.

Approve Governor’s proposal to combine two programs for students with low-incidence
disabilities.

Adopt LAO proposal to combine two separate extraordinary cost pools and adopt a uniform
set of eligibility criteria for subsidizing high-cost student placements, with modification to
assure coverage for mental health services.

Staff further recommends that:

Staff work with DOF and CDE to consider the LAO proposal to change the combined
program from a competitive grant based program to a new more flexible Transition Services
funding supplement for all SELPAs based upon ADA for students in grades 9-12.

Staff work with the DOF and CDE to further consider the LAO recommendation to add low-
incidence funding for ROC/P programs into this consolidated grant at May Revise.

SUGGESTED QUESTIONS:

1.

What special education transition issues have been raised as a part of recent reviews by the
U.S. Department of Education?

How much funding within the state’s Home-to-School Transportation program is set aside
for students with disabilities? Why was funding separated out in the early 1990’s? How
many school districts and county offices receive this funding?
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DESCRIPTION: The Governor proposes an additional $100 million in Proposition 98 funding
in 2013-14 for the mandates block grant. The Governor would remove five mandates from the
block grant and include two additional programs — Behavioral Intervention Plans and Graduation
Requirements.

BACKGROUND: The LAO offers the following background information from its 2013-14
Budget Analysis — Proposition 98 Analysis, which details recent mandate budget reforms for
K-12 schools and community colleges. Most notably, the LAO provides a description and
update of the mandate block grants created for K-14 education in the 2012-13 budget.

Block Grant Alternative Created Last Year

Block Grant Intended to Address Some of the Problems With Reimbursement System.
To address some of the problems identified above, the Legislature and Governor created a
block grant as an alternative method of reimbursing school and community college districts.
Instead of submitting detailed claims listing how much time and money was spent on
mandated activities, districts now can choose to receive funding through the block grant. The
state included 43 mandates (and $167 million) in the block grant for schools and 17 mandates
(and $33 million) for community colleges.

Block grant funding is allocated to participating local educational agencies (LEAS) on a per—
student basis that varies by type of LEA, as different mandates apply to each type. Charter
schools receive $14 per student, while school and community college districts receive $28
per student. County offices of education (COEs) receive $28 for each student they serve
directly, plus an additional $1 for each student within the county. (The $1 add-on for COEs
is intended to cover mandated costs largely associated with oversight activities, such as
reviewing district budgets.) Due to concerns regarding the state’s constitutional obligation to
reimburse districts for mandated costs, the state also retained the existing mandates claiming
process for districts not opting into the block grant.

Block Grant Participation Relatively High in First Year of Program. As shown in the
figure below, most school districts and COEs and virtually all charter schools and community
college districts opted to participate in the block grant. These LEAS represent 86 percent of
K-12 students and 96 percent of community college students. Charter schools likely opted in
at such high rates because they have been deemed ineligible for mandate reimbursements
through the claims process. The lower participation rate for school districts and COEs could
be due to various reasons. Some might have continued claiming for reimbursements because
they calculated that they could receive more money that way (because of very high claiming
costs compared to others due to differences in salaries and staffing). Other districts and
COEs might not have participated due to transitional issues, such as terminating contracts
with companies that had been providing reimbursement services for them.
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Most Local Educational Agencies (LEAs) Opted Into Mandates Block Grants

2012-13
Percent in

Number in Block Corresponding

Block Grant Total Grant ADA?
Sty 67 72 93% 96%

colleges

Charter schools 877 946 93 91
School districts 634 943 67 86
County offices 35 58 60 87

@ Reflects average daily attendance (ADA) for K-12 LEAs. For community colleges, reflects full-time equivalent students.

Block Grant Left Some Issues Unanswered. Moving forward, the state left unanswered
how to include new mandates in the block grant. Specifically, the state did not address at
what point in the mandate determination process a new mandate would be included in the
block grant. The state also did not address how much funding to provide for new mandates.
(Though the block grant in 2012-13 provided levels of funding that were roughly similar to
how much schools and community colleges had been claiming for the included mandates, the
amounts were not directly tied to claims costs.) Additionally, the state did not address
whether adjustments would be made to the block grant in the future to account for any
changes in costs (such as for inflation).

GOVERNOR’S BUDGET PROPOSAL: The Governor proposes additional funding and
statutory changes related to two education mandates outside of the K-12 mandate block grant.

1.

Increase Mandate Block Grant Funding. The Governor provides an additional $100
million for the K-12 Mandate Block Grant, which will increase Proposition 98 funding for
the K-12 Mandate Block Grant from $167 million in 2012-13 to $267 million in 2013-14.

The Governor would remove five mandates from the K-12 block grant. School districts
submitted approximately $20 million in claims for these mandates in 2010-11, the latest year
for which complete data is available.

The Governor proposes to include two mandate programs that were not included last year —
Behavioral Intervention Plans (BIP) and Graduation Requirements.

The cost estimate recently adopted by the Commission on State Mandates places the costs of
the BIP mandate at about $65 million per year. As a result of these statutory modifications
proposed by the Governor, the Administration estimates that BIP mandate costs would drop
to about $7 million annually.
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Per the Administration, the remaining funds would cover the costs of the Science Graduation
Requirements mandate.

2. Modification of the Behavioral Intervention Plans Program. The Governor also proposes
to restructure the BIP program to align it with federal requirements and eliminate almost all
reimbursable costs for this program. In so doing, the Governor proposes trailer bill language
intended to modify the BIP mandate to continue protections for students with disabilities
while eliminating most costs. More specifically, the Governor proposes language to:

e Eliminate current regulations that require the use of specific behavior assessments and
specific behavioral intervention plans.

e Eliminate specific personnel and training requirements of current regulations

e Continue in statute student protections currently in state regulations that prohibit specific
interventions that would cause pain, discomfort, ridicule, humiliation, or trauma and that
guide the use of prone containment. [Electric shock was added to the list of
prohibitions.]

e Continue in statute current regulations that guide the use of emergency interventions and
emergency reports.

e Continue language in current law that offsets any state mandate costs within special
education appropriations.

3. No Changes to Science Graduation Requirement Proposed — But Governor’s Proposes
Elimination of Offset Language if New Funding Formula. The Governor does not
propose any changes to modify the Graduation Requirements program requirements, as is the
case for the BIP mandate.

As a part of trailer bill language for the new Local Control Funding Formula (LCFF), the
Governor proposes to eliminate current statute that would be make any costs for the science
graduation requirement offsetting to current revenue limits. Such language is necessary
because revenue limits are eliminated and replaced by the new formula. The Governor has
not offered other trailer bill language trailer bill language to replace this language if the
LCFF is adopted.
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LAO BACKGROUND
Graduation Requirements

Science Courses Required to Graduate From High School. In 1983, the state added greater
specificity to high school graduation requirements, including a provision requiring two years of
science (as well as three years of English, three years of social science, two years of
mathematics, two years of physical education, and one year of visual or performing arts or
foreign language). Though none of the other 12 high school graduation requirements became
state reimbursable mandates, the Commission on State Mandates (CSM)—the quasi—judicial
body that makes mandate determinations—determined the second year of science to be a
mandate. Specifically, CSM found that district costs could increase to (1) remodel or acquire
new space for additional science courses, and (2) staff and supply equipment for them. At the
same time, CSM found that offsetting savings could result from reductions in non-science
courses and any other funds districts receive to pay for the mandate could be applied as offsets.
Based on a sample of districts, CSM estimated costs for the mandate would be a few million
dollars annually.

Several Lawsuits Over Graduation Requirements Mandate. After districts began claiming
reimbursements, the state became involved in several lawsuits over many years regarding the
mandate. In one case, the courts limited the state’s ability to apply offsetting savings from
reductions in non-science courses by essentially requiring the state to find direct evidence that
the additional science course led to a reduction in other courses. Two additional lawsuits still
remain unresolved. In the first case, the state is suing CSM over the specific reimbursement
methodology it adopted to calculate the costs of the mandate. The state believes the
methodology adopted by CSM does not meet statutory requirements. The methodology also
significantly increases state costs—both prospectively and retrospectively. In the second case,
school districts are suing the state regarding whether revenue limits are an allowable offset for
covering science teacher salary costs. The Legislature amended state law to require this offset a
few years ago. (School districts recently amended this second lawsuit to include a charge that
the schools mandate block grant itself was illegal. Given the amendment, the suit essentially
restarts a process that can take several years to complete.)

Significant Uncertainty Over Reimbursable Costs of Graduation Requirements Mandate.
Currently, districts are claiming $265 million annually for the Graduation Requirements mandate
(more than what they claim for all other mandates combined). These costs, however, are based
on the reimbursement methodology that the state believes to be flawed. The costs also have not
been offset with revenue limits as required under state law. (The CSM has not yet included the
revenue limits offset in its reimbursement guidelines due to the pending litigation.) If the state
succeeds in having the reimbursement methodology changed and the revenue limits offset
applied, reimbursable claims would be significantly less than what districts are now claiming.
Due to this uncertainty, the state neither included the mandate in the block grant last year nor
provided any funding for reimbursement claims.
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Behavioral Intervention Plan Mandate.

Mandate Requires Planning and Other Activities for Certain SWDs. In 1990, the
Legislature enacted a statute directing the Superintendent of Public Instruction and the State
Board of Education (SBE) to implement regulations for how districts should respond when a
student with a disability exhibits behavioral problems. The SBE subsequently adopted
regulations requiring (1) a “functional analysis assessment” of the student’s behavior, (2) the
development of a positive BIP, (3) the development of emergency intervention procedures, and
(4) a few other related activities. The regulations also prohibited certain types of interventions
(such as seclusion and restraints). After these regulations were issued, CSM found these
activities to be a reimbursable mandate.

Also Significant Uncertainty Over Costs for BIP Mandate. The BIP mandate was not
included in the block grant last year nor was any money provided for reimbursement claims
since districts are not yet filing for reimbursement. Though the mandate dates back over two
decades, various legal challenges and settlement negotiations delayed CSM’s adoption of
reimbursement guidelines until just last month. At this time, it is still unclear how much districts
will claim for the mandate. Based on the reimbursement guidelines adopted by CSM, statewide
claims could total $65 million annually. The reimbursement guidelines require that these claims
be offset, however, by special education funding specifically designated in state law for the BIP
mandate. Enough special education funding is available to offset virtually all claims.
Uncertainty regarding the offset exists, however, because the state is currently being sued in
court over it as part of the same lawsuit regarding the offset for the Graduation Requirements
mandate.

LAO ANALYSIS

e Block Grant Increase Could Be Significantly More or Less Than Claims for Science
Course and BIP Mandates. Given the uncertainty regarding the costs of the Graduation
Requirements and BIP mandates, it is difficult to assess whether $100 million is an
appropriate amount to add to the block grant. On the one hand, if the state were to lose all
the various lawsuits involving these mandates, then the claims for the two mandates
combined could be over $300 million annually. On the other hand, if the state were to
prevail in court, then claims for the two mandates likely would be almost entirely offset with
Proposition 98 funding. From a state perspective, this means that the block grant
augmentation potentially is too large and the state might be *“overpaying.” From a district
perspective, this means that the block grant augmentation potentially is too small. In that
case, some districts might view this as a disincentive to participate in the block grant.
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Graduation Requirements Mandate Also Raises Serious Distributional Concerns.
Because the mandates block grant is distributed on a uniform per—student basis, districts that
serve different grade spans receive the same rate. For example, an elementary district
receives the same $28 per—student rate as a high school district. The Graduation
Requirements mandate raises serious distributional concerns since the mandate is so costly
and applies only to high schools. The LAO estimates that $63 million of the proposed
increase for the mandate would be distributed to districts for students not in high school. In
effect, many districts would receive a substantial amount for a mandate that does not apply to
them. These distributional issues would alter the incentives districts have to participate in the
block grant (either on a continuing basis or for the first time).

Current Law Approach to Offset Costs Reasonable. While we understand the Governor’s
desire to address the two mandate’s costs, we think the existing offset language for both
mandates already provides a reasonable approach. Notably, the state has been successful in
the past using offsets for several other education and local government mandates. Moreover,
in the case of BIP, CSM has already included the offset in its guidelines for reimbursements.
Though CSM has not yet included the offset for Graduation Requirements, we believe a
compelling case can be made to consider revenue limits an offset for this mandate for the
following reasons.

The State Did Not Require Districts to Lengthen School Day. When the state added
specificity to high school graduation requirements in 1983, the Legislature did not believe
costs would increase notably, as no change had been made to the length of the school day.
Furthermore, virtually all local teacher contracts do not pay science teachers higher salaries
than other teachers, such that a district could not reasonably make a claim that the second
science course resulted in higher compensation costs. Though the state’s ability to
automatically apply offsetting savings by assuming reductions in non-science courses has
been limited by the courts, the courts noted that offsetting savings could exist.

Revenue Limits Pay for Teacher Salaries and Other Graduation Requirements.
Revenue limit funding is the state program most closely aligned with paying teacher
compensation, with revenue limit funding covering the vast majority of teacher compensation
costs. In addition, the state effectively uses revenue limit funding to cover all the other high
school graduation requirements that it established at the same time as the second science
course requirement. This funding is available for districts to cover costs for the second
science course.
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Aligning State and Federal BIP Requirements Would Increase Flexibility and Reduce
Costs. The Governor’s proposal to better align state and federal BIP requirements has
several positive features. First, the proposal recognizes that since the state enacted its BIP
requirements over 20 years ago, many changes have been made to federal law that strengthen
protections for all SWDs. As a result, the requirements in state law provide relatively few
additional benefits. Moreover, state law is more prescriptive in terms of the types of
assessments and BIPs that districts must develop, whereas federal law allows for a broader
spectrum of options. At the same time, the Governor’s proposal retains a few key state
requirements that offer stronger protections than federal law, such as the prohibition on using
emergency interventions that involve physical discomfort. Finally, the Governor’s proposal
has the advantage that it would significantly reduce the associated mandate costs.

LAO RECOMMENDATIONS:

1.

3.

Reject Adding Graduation Requirements and BIP to the Block Grant. While the LAO
appreciates the Governor’s attempt to try to address the costs of these two mandates, the
LAO recommends the Legislature reject his proposal to include them in the block grant since
(1) considerable uncertainty remains regarding whether their cost will be much higher or
much lower than the proposed $100 million augmentation, and (2) funding for the second
science course mandate largely would be associated with non-high school students, to whom
the mandate does not apply.

Consider Strengthening Offset for Graduation Requirements Mandate. Though the
LAO thinks the existing statutory provision offsetting the costs of the science mandate is
appropriate, the LAO believes the state could strengthen the language going forward.
Specifically, the state could designate that first call on the future increases in per—student
funding for high school students that would occur under the Governor’s proposed K-12
funding formula is for the science mandate.

Adopt Proposed Statutory Changes for BIP. The LAO recommends the Legislature adopt
the Governor’s proposal to align state BIP requirements more closely with federal
requirements. This approach would provide districts with additional flexibility in addressing
behavioral problems while at the same time maintain certain stronger student protections not
included in federal law. Moreover, though state costs for the BIP mandate are subject to
considerable uncertainty due to ongoing litigation, the proposal would reduce state costs for
the mandate in the event the state loses in court.
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STAFF COMMENTS:

Governor’s Intent to Continue Important Education Mandate Reforms Commendable
— But Adding the Science Graduation Requirement to the Mandate Block Grant Does
Not Seem Like the Way to Go. Staff commends the Administration for their continued
efforts to address two expensive mandates that are not included in the K-12 mandate block
grant. Significant financing reforms — most notably mandate block grants — have been
enacted in recent years. These reforms were the result of initiatives from the Administration
— and considerable support from the LAO. That said, staff does not support providing an
additional $100 million to the block grant to support the Science Graduation Requirement per
the Governor’s proposal. This is a controversial and expensive mandate. Per the LAO,
districts are claiming $265 million annually for the Graduation Requirements mandate —
more than the entire amount of the current K-12 block grant. The K-12 mandate block grant
is experiencing strong initial success. Staff is concerned that adding the Science Graduation
Requirement mandate could undermine this success. As a result, staff recommends working
with DOF and LAO on other alternatives at May Revise.

Commission on State Mandates Decision on BIP Mandate. The Commission on State
Mandates acted in January 2013 to adopt reimbursement guidelines for the BIP mandate. For
prior-year claims only, the Commission adopted a Reasonable Reimbursement Methodology
(RRM) proposed by the claimants. This RRM was based upon cost estimates from a selected
sample of self-reported data from SELPAs identified by the claimants. Cost estimates from
the sample included significant outlier costs — that do not appear to have been fully explained
by the claimants or excluded by the calculations. Based on the RRM adopted by the
Commission, statewide claims for the BIP mandate for prior years is estimated at over $1
billion. While the Department of Finance raised serious questions about the representative
nature of the claimant’s proposed RRM methodology and its ability to accurately represent
the cost of the program, the Commission expressed concern it would be too burdensome and
difficult to require districts to submit actual claims for prior years dating back to 1993. At
the same time, the Commission did agree with some of the concerns expressed by the
Department of Finance about the RRM. For this reason, the Commission is requiring
districts to submit actual claims for current and future years.

STAFF RECOMMENDATIONS:

Staff recommends the following Subcommittee actions:

1.

Approve the Governor’s proposal to modify the BIP mandate, with changes to (1) add statute
to restate the federal mandate; and (2) add legislative intent language to reflect federal
statute. (Both of these revisions restore language included in AB 1476, as passed by the
Senate on August 24, 2012.)
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2.

Approve $230,000 in one-time federal special education carryover funds to Department of
Education in order to provide technical assistance and monitoring to local educational
agencies related to the provision of positive behavior intervention services. (This provision
was also included in AB 1476, as passed by the Senate on August 26, 2012).

Staff further recommends that the Subcommittee:

Hold open any action on the Governor’s proposal to add $100 million for the Behavioral
Intervention Plan and Science Graduation Requirements mandates. Direct staff to work with
DOF and LAO on alternative options to address funding for these two mandates. Staff
recommends that any action on these items be taken at May Revise as part of the overall
Proposition 98 package.

Consider the LAO recommendation to strengthen the offsetting language in current law for
the Science Graduation Requirement and align any changes to reflect decisions on the K-12
school finance structure at May Revise.

Direct staff to work with local government budget staff, DOF and LAO to explore options for
strengthening statutes guiding the utilization of Reasonable Reimbursement Methodology by
the Commission on State Mandates.

SUGGESTED QUESTIONS:

1. DOF: Does the Administration have concerns that adding the Graduation Mandate to the

block grant — without knowing if it is a mandate and not knowing the costs — could
undermine the success of the block grant?

CDE: Can the Department provide an update on school district and charter school
participation rates in the mandate block grant?

DOF: Has the Administration requested that the Commission on State Mandates reconsider
the Open Meetings Act mandate to reflect changes in Proposition 30? When does DOF plan
to make this request?
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DESCRIPTION: The Governor proposes to suspend six additional education mandates — to
conform to the approach taken on these mandates for local governments.
mandates apply to both K-12 schools and community colleges. The Governor also proposes to

provide reimbursement claims for one additional K-12 education mandate in the budget.

BACKGROUND:

The 2013-14 budget bill - as proposed by the Governor - includes the following items for

funding K-14 education mandates.

Agency/ltem

Purpose

Dollar Amount

K-12 Education

6110-295-0001

List of 41 education mandates and appropriation for
reimbursements claims for activities performed in
2011-12

$ 41,000

6110-296-0001

Mandate Block Grant for activities performed in 2013-
14

266,609,000*

6110-403 List of mandates suspended in 2013-14 NA

Community Colleges

6870-295-0001 List of 18 education mandates and appropriation for 17,000
reimbursements claims for activities performed in
2011-12

6870-296-0001 Mandate Block Grant for activities performed in 2013- 33,338,000
14

6870-296-0001 List of mandates suspended in 2013-14 NA

*Includes an $100 million augmentation to the Mandate Block Grant.

In addition, the Governor proposes trailer bill language to amend Government Code sections

related to mandate block grants and mandate suspensions as they related to his budget proposals.

GOVERNOR’S BUDGET PROPOSALS

1. Suspends Six Additional Mandates. The Governor’s budget continues to suspend the same
education mandates in 2013-14 that were suspended in 2012-13. The Governor further
proposes to suspend six additional education mandates in 2013-14, to conform to the
approach taken on these mandates for local governments. Five of these six mandates apply
to K-12 schools and community colleges, and one mandate applies only to the community

colleges, as listed below:
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K-14 Education:

Absentee Ballots. Requires that absentee ballots be provided to any eligible voter upon
request.

Brendon Maguire Act. Requires a special election (or the reopening of nomination filings)
when a candidate for office dies within a specified time prior to an election.

California Public Records Act. Requires the disclosure of agency records to the public
upon request. Also requires agencies to assist the public with their requests.

Mandate Reimbursement Process | and Il: Requires reimbursement for the costs of (1)
filing initial mandate test claims, if found to be a mandate, and (2) filing annual mandate
reimbursement claims.

Open Meetings/Brown Act Reform. Requires local governing boards to post meeting
agendas and perform other activities related to board meetings.

Community Colleges:

2.

Sex Offenders: Disclosure by Law Enforcement Officers. Requires law enforcement to
obtain, maintain, and verify certain specific information about sex offenders.

Includes Funding for Claims for New K-12 Pupil Suspension/Expulsion Mandate. The
Governor recognizes a new K-12 mandate related to pupil suspensions and expulsions in the
2013-13 budget. More specifically, the Governor adds this mandate to the budget bill item
that lists of mandates eligible to receive funding for mandate reimbursement claims.
However, the Governor does not propose to add this mandate to the block grant related to the
mandate.

This mandate relates to an existing mandate requiring districts to suspend or expel students
for committing certain offenses. The reimbursable costs are largely attributable to expulsion
and suspension hearings, including appeals. The new mandate pertains largely to offenses
not included within the purview of the original mandate. For example, the new mandate
includes the requirement that a school board expel a student who brandishes a knife at
another person.
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LAO RECOMMENDATIONS.
1. Mixed Approach on Mandate Suspensions.

v" The LAO recommends conforming to the approach taken by the local government
subcommittee on four of the six education mandates recommended for suspension by the
Governor given their similarity to corresponding local government mandates. These four
mandates include: three K-14 education mandates -- Absentee Ballots, Brendon Maguire
Act, Public Records Act -- and one community college mandate -- Sex Offenders:
Disclosure by Law Enforcement Officers.

The LAO recommends suspending the Mandate Reimbursement Process is that it would
also provide an additional incentive for school districts and community colleges to
participate in the block grant.

v The LAO recommends rejecting the Governor’s proposal to suspend the Open
Meetings/Brown Act Reform mandate, but recommends adopting a proposal to remove it
from the block grant, given the changes made by Proposition 30 that eliminated the
state’s reimbursement obligation for this mandate.

2. Recast the Public Records Act Mandate (CPRA). The LAO recommends the Legislature
recast the CPRA mandate provisions as optional best practices—eliminating the state’s
responsibility to reimburse school districts, community college districts, and local
governments for these activities. Under the LAO approach, each year a local government
would be required to either: (1) comply with the best practices or (2) announce at its first
regularly scheduled public meeting that the local government will not meet the best practices.
Per the LAO, this approach would facilitate discussions between local government officials
and residents about the costs and benefits of improved public access to local government
records.

3. Place New Pupil Suspension/Expulsions Mandate in School Block Grant. The LAO
recommends that the Legislature place the new mandate in the block grant — instead of
adding it to the funded mandates list per the Governor-- since the mandate is intended to
protect public safety. This action is consistent with last year when the Legislature placed the
similar existing mandate in the block grant.
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STAFF COMMENTS:

Should New Pupil Suspensions/Expulsions Be Included in Mandate Block Grant
Instead? The mandate relates to pupil safety, which provides strong justification for
retaining as a state—mandated activity. The Governor proposes to fund this mandate through
the regular claims reimbursement process. The mandate is closely related to an existing
mandate that has been active for many years and was included in the block grant last year;
however the Governor does not propose to add this to the block grant. The Commission on
State Mandates estimates that this mandate will cost a little over $1 million annually.

California Public Records Act (CPRA) Mandate. The Governor proposes to suspend this
mandate for local governments and K-14 education agencies. The LAO recommends to
recast this mandate — making it optional best practice — for local governments and K-14
agencies. Staff does not support either of these recommendations — since the mandate
provides access to public documents. Additionally, since the Commission on State Mandates
has not yet issued a statewide cost estimate, the annual state cost of funding the CPRA
mandate is uncertain. It may be premature to address this mandate in the budget this year.

STAFF RECOMMENDATIONS:

Staff recommends the following Subcommittee actions:

1. Suspend four mandates proposed by the Governor that have also been suspended for local
government agencies, including three K-14 education mandates and one community
college mandate as follows:

Absentee Ballots (K-14)

Brendon Maguire Act (K-14)

Mandate Reimbursements | & Il (K-14)

Sex Offenders: Disclosure by Law Enforcement Officers (Community Colleges)

2. Reject the Governor’s proposal to suspend the Open Meeting/Brown Act Reform
mandate for K-14 education — as recommended by the LAO -- since Proposition 30
eliminated the state’s reimbursement obligation for school districts and other local
agencies.

Staff further recommends that the Subcommittee:

e Hold open action on the Governor’s proposal to suspend the Public Records Act mandate
for K-14 education. Direct staff to work with DOF on alternatives to suspension. This
new mandate is not suspended for local government agencies in 2012-13.

e Hold open action on Governor’s proposal to add new Pupil Suspension/Expulsion
mandate to budget. Direct staff to work with DOF and LAO to develop funding options.

31




ISSUE 5. Education Mandates — New and Suspended Mandates

SUGGESTED QUESTIONS:

1. DOF: What guidelines is the Administration using for handling new mandates under the new
block grant system?

2. DOF: How is the Administration deciding which new mandates should be added to the block
grant and/or which should be subject to the traditional claims reimbursement process?

3. DOF/LAO: How many new K-14 education mandates are in the Commission of State
Mandates pipeline? Is there any preliminary evidence that the new mandate block grant is
slowing demand?
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DESCRIPTION: The LAO will provide some basic information on charter schools and funding
in California, as background for the evaluating the Governor’s charter school budget proposals
on the Subcommittee hearing agenda today. In so doing, the LAO will highlight finding from
their January 2012 entitled Comparing Funding for Charter Schools and Their School District
Peers.

GENERAL BACKGROUND:

Under current law, charter schools are public schools — covering any combination of grades
Kindergarten through 12 — that are initiated by parents, teachers, or community members through
a charter petition, which is typically presented to and approved by a local school district
governing board.

Current law also grants chartering authority to county boards of education and to the State Board
of Education under certain circumstances, such as the appeal of a petition’s denial by a school
district governing board or the direct approval of countywide benefit or statewide benefit charter
schools.

The specific goals and operating procedures for a charter school are detailed in the “charter”
agreement between the authorizing entity and the school’s organizers. While charter schools are
free from many of the state statutes and regulations that apply to school districts, they are subject
to the following conditions, as identified by the California Department of Education (CDE):

An existing private school may not be converted to a charter school.

A charter school must be nonsectarian.

A charter school may not discriminate, nor can it charge tuition.

No pupil can be required to attend a charter school, nor can teachers be required to work in a
charter school.

A charter school must have highly qualified, credentialed teachers in all core subjects.

e Charter schools must admit all students who wish to attend the school; however, if the
number of students exceeds the school's capacity, attendance shall be determined by a public
random drawing. Certain attendance preferences are available under state law.

According to CDE, there are currently about 1,054 charter schools and 8 all-charter districts
operating in California. As reflected by the following table, charter schools have been growing
by about 100 schools annually over the last couple of years. Nearly 470,718 pupils now attend
charter schools, which equates to about 7.57 percent of the public school pupil population
statewide.
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2010-11 2011-12 2012-13
Number | Funded | Number | Funded Numbers | Funded
ADA** ADA** ADA**
Charter Schools 902 | 343,070 975 | 393,732 1,054 448,937
Charter Districts* 8 6,992 8 7,032 8 7,173
TOTAL, Charters 910 | 350,062 983 400,754 1,062 456,110

*Charter district average daily attendance (ADA) included both block grant and revenue limit ADA.
**Numbers are from principal apportionment system and may not exactly match other sources.

As last reported, CDE identifies the following characteristics for individual charter schools
statewide:

e Approximately 82.5 percent are start-up schools, and the remainder are conversions of
pre-existing public schools.

e Approximately 77.4 percent are classroom-based or site-based, and the remainder are
either partially or exclusively non-classroom based (independent study).

e Approximately 70 percent are directly funded (i.e., have a separate account in the
county treasury), and the remaining 30 percent are locally funded (i.e., are included in the
budget of the chartering authority).

BACKGROUND: There are several state and federal resources that help charter schools obtain
school facilities, which are listed below. Some of these programs are the subject of proposals
included later in this agenda. These programs use different approaches to assist charter
schools with their facility needs, including loan, grants, and statutory requirements.

State Programs.

Charter School Revolving Loan Fund. The Charter School Revolving Loan Fund (CSRLF),
established in statute and created in the State Treasury, provides low-interest loans of up to
$250,000 to new, non-conversion charter schools to provide startup and initial operating capital
to assist schools in establishing charter school operations. Specifically, the loan helps meet the
objectives established in a school's charter, such as leasing facilities, making necessary
improvements to facilities, purchasing instructional materials and equipment, and expanding
programs.

SB 1759, Chapter 586, Statutes of 2000, established the Charter School Security Fund (CSSF)
to deposit interest payments on loans made to charter schools from the CSRLF. Funds deposited
into the CSSF are made available to the CSRLF to cover defaulted loans. The law requires the
DOF to monitor the adequacy of the fund and report annually to the Legislature on the need, if
any, to adjust the terms of the CSRLF and the Security Fund.
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Charter School Facility Grant Program. The Charter School Facility Grant Program was
established by SB 740, (Chapter 892; Statutes of 2001) as a non-competitive grant program to
provides assistance with facilities rent and lease expenditures for charter schools that meet
specific eligibility criteria. The program is targeted to schools and communities with high
proportions of economically disadvantaged students. Eligible applicants must have at least 70
percent of students enrolled at the charter school who are eligible for free or reduced-price meals
or the charter school must be physically located in an elementary school attendance area where at
least 70 percent of students enrolled are eligible for free or reduced-price meals. The charter
school must also give a preference in admissions to students who reside in the elementary school
attendance area. Eligible charter schools are funded $750 per unit of classroom-based average
daily attends, up to 75 percent of its annual facilities rent and lease costs for the school.

Proposition 39. Proposition 39, which passed in November 2000 and went into effect in 2003,
requires school districts to provide to each charter school having a projected average daily
attendance of at least 80 or more students from that district with "*facilities sufficient to
accommodate the charter school’s needs." Districts can provide charter schools with existing
facilities; use discretionary funds; or use other revenues, such as local school bonds, to satisfy
this requirement. The school district may charge the charter school a pro rata share of the
district's facilities costs which are paid with unrestricted general fund revenues, based upon the
ratio of space the charter school uses divided by the total space of the district.

Charter School Facilities Program (Bond Program). In 2002, AB 14 created the Charter
School Facilities Program (CSFP). This program is jointly administered by the California
School Finance Authority (CSFA) and Office of Public School Construction (OPSC). Through
the passage of Propositions 47, 55 and 1D, $900 million has been made available for the new
construction of charter school facilities or the rehabilitation of existing school district facilities
for charter schools that provide site based instruction. The CSFP funds 50 percent of project
costs as a grant, and the charter school is responsible for paying the 50 percent balance either
through a lump sum payment or through payments due on a long-term lease obligation. The
school district in which the project is located retains ownership of the project for the benefit of
the public education system. To qualify for funding, a charter school must be deemed financially
sound by the CSFA.
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Federal Programs

State Charter School Facilities Incentive Grants Program. This is a federal program
administered by CSFA through the State Treasurers Office. The program provides two five-year
funding rounds of $49.3 million and $46.1 million, respectively, to assist California charter
schools in meeting their facility needs. Charter schools may apply for this program along with
the Charter School Facility Grant program; however, charter schools that receive grant funds
authorized under either of those two programs may not receive funding in excess of 75 percent of
annual lease costs through either program, or in combination with either program, for any one
school year. Charters must meet a number of criteria including: being in good standing with the
charter authorizer; have provided at least one school year of instruction; and provide at least
eighty percent of the instructional time at the school site with an average daily attendance rate of
at least eighty percent based on the school’s most recent state attendance reports.

Qualified School Construction Bonds. This federal program allows charter schools to issue
tax-advantaged bonds. The program, which is administered by CSFA, was first established
under the federal ARRA program.

Credit Enhancement Program. This federal program increases credit-worthiness by making
debt payments if a school defaults. The program is administered by CSFA.

Public Charter School Grant Program (PCSGP). This federal program — administered by the
Department of Education -- provides start up and dissemination grants to new charter schools.
More specifically, the federal program provides both planning and implementation grants and
dissemination grants of up to $575,000 for new charter schools. Dissemination grants provide
funding to allow disseminate best practices likely to significantly improve academic achievement
in California's K-12 public education system. Grants are intended to provide startup and initial
operating capital to assist schools in establishing high quality, high performing charter school
operations.

STAFF COMMENTS: This is an informational item. While the remaining Subcommittee
agenda today covers a number of individual charter school issues proposed by the Governor,
staff notes that the Governor’s major school finance restructuring proposal — the Local Control
Funding Formula — includes charter schools in substantial, new ways. In addition, the new K-12
Mandate Block Grant — established in the current year — also benefits charter schools.
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SUGGESTED QUESTIONS:

1.

DOF/LAO: What are the benefits of the Governor’s proposed Local Control Funding
Formula for charter schools? How do these benefits compare to the benefits from the
Governor’s other charter school budget proposals that will be discussed in the agenda today?

LAO: What funding disparities were identified by your report on charter schools and
students?

DOF/LAO: How does the K-12 Mandate Block Grant change funding access for charter
schools?

LAO/LAQO: Have charter schools been able to access school facility bond funds?
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Instruction

DESCRIPTION: The Governor proposes trailer bill language to revise the current law funding
determination process for non-classroom-based instruction to streamline the process.
Specifically, the Governor’s proposal limits the determination process to the first and third year
of a charter school’s operation.

BACKGROUND: Current law regulates the provision of funding to charter schools that
provide instruction in non-classroom based settings.

Non Classroom Based Instruction Defined. Under current law, non-classroom based
instruction includes, but is not limited to, independent study, home study, work study, and
distance and computer-based instruction.

Non-classroom based schools differ from traditional schools in that they generally deliver
instruction outside the confines of the classroom setting. Non-classroom based instruction may
encompass homeschooling and various forms of independent study, including computer-based
instruction using software modules and teacher-directed distance learning. Non-classroom based
schools tend to serve somewhat different students from those found in other schools—that is,
students seeking personalized instruction and a pace tailored to their needs.

Number of Non-Classroom Based Schools. According to the California Department of
Education (CDE), most of the more than 1,062 charter schools receive full funding -- 100
percent of pupil average daily attendance (ADA). However, through a “determination” process
administered by CDE and the State Board of Education, a limited number of charter schools
statewide receive less than full funding based due to exclusions of their non-classroom based
ADA. Per CDE, a total of 210 charter schools were operating under funding “determinations”.
These schools are referred to as non-classroom based schools and are either partially or
exclusively non-classroom based (independent study) settings.

Of the 210 non-classroom based charter schools, only 11 schools receive less than full funding,
as indicated in the table below, and most student ADA for non-classroom based charter schools
is funded. An estimated 114,986 student ADA (97.6 percent) for non-classroom based charter
schools is being funded in 2012-13; only 2,795 student ADA (2.4 percent) is not being funded.

2010-11 2011-12 2012-13

Non-Classroom Based Charter Schools Student Student Student

— Funded & Non-Funded ADA ADA ADA ADA
Reported ADA -- 109,989 114,986
Funded ADA -- 107,090 112,191
ADA Not Funded 2,781 2,899 2,795
Number of non-classroom based schools 213 216 210
Schools funded at 100 percent 200 205 199
Schools funded at less than 100 percent 13 11 11
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In 2011-12, a total of 79 non-classroom based charter schools applied for 100 percent funding
per CDE. All but two charter schools were approved for full funding, and the remaining two
charter schools are still under review by the State Board.

SB 740 Determination Process. As enacted, SB 740 (Chapter 892; Statutes of 2001)
strengthened state oversight of non-classroom based charter schools and implemented state
funding reductions for schools failing to meet specific standards. In order for a charter school to
receive 100 percent ADA funding the school must meet the following conditions:

e Ensure the charter school's pupils are engaged in educational activities required of those
pupils, and the pupils are under the immediate supervision and control of an employee of the
charter school who is authorized to provide instruction to the pupils.

e Provide at least 80 percent of the instructional time at the school site.

e The charter school-site must be a facility that is used principally for classroom instruction.

e The charter school requires its pupils to be in attendance at the school site at least 80 percent
of the minimum instructional time required for pupils.

GOVERNOR’S BUDGET PROPOSAL: The Governor proposes trailer bill language to
modify the annual funding determination process for non-classroom-based instruction by
limiting it to the first and third years of operation for charter schools that maintain specific
minimum standards. Thereafter, charter schools would not be required to submit further funding
determinations unless one of the following conditions exists:

The charter school receives a notice to cure for financial issues.

The charter school receives an intent to revoke the charter.

The charter school receives an apportionment significant audit exception.

The charter school initiates a request for an additional funding determination for the
purpose of seeking a change to its current funding level.

Eal NS

Under current law and regulations, most non-classroom based charter schools are required to
submit funding determinations to the State Board of Education every two years. (Non-classroom
based charter schools with an Academic Performance Index rank of 6 or higher are required to
submit funding determinations every five years.)

According to the Administration, this change will reduce workload for staff at the California
Department of Education, State Board of Education, charter schools and charter authorizers. In
addition, the Administration believes this change will equalize funding disparities between
charter schools that offer non-classroom-based instruction and school districts that offer
independent study instruction.
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Instruction

LAO COMMENTS & RECOMMENDATIONS:

e Reject Governor’s Proposal. The Governor’s proposal would continue a process for charter
schools during their initial years of operation that includes restrictions on programmatic
flexibility, penalties for small changes in spending, and unclear effects of mitigating
circumstances. Moreover, charter schools in operation more than three years would receive
little oversight, even if the charter school changed its structure or enrollment significantly.
For these reasons, the LAO recommends rejecting the Governor’s proposal.

e Refine Funding Determination Process. The LAO recommends that the Legislature
continue to use a funding determination process but make several changes. Specifically, the
LAO recommends that the Legislature:

v

v
v

Eliminate the requirement that at least 40 percent of state and federal revenue be spent on
certificated staff salary and benefits. Also eliminate the student-teacher ratio requirement.
Retain the existing requirement for spending on instruction and related services.

Provide general guidelines for the types of mitigating circumstances that would be
accepted by SBE, such as unanticipated non-instructional costs, major one-time costs for
technology or infrastructure, and funds set aside to protect the school from possible
midyear budget reductions. Specify how those circumstances would affect the
calculations used to determine the charter school’s funding level.

Establish graduated funding reductions, such that a charter’s funding reduction is
proportional to the extent the spending threshold is missed.

Retain the requirements that schools receive a new funding determination every two to
five years.

Given that most aspects of the funding determination process are contained in SBE regulations,
the LAO recommends further that the Legislature change state law and direct SBE to adopt new
conforming regulations.

STAFF RECOMMENDATION: Staff recommends that the Subcommittee hold this issue
open for further evaluation and to consider the LAO alternative.

SUGGESTED QUESTIONS:

1. DOF: What are the problems with the current determination process that the Administration
is trying to address or streamline?
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DOF: To his credit, the Governor has developed an alternative to complete elimination of
the funding determination process proposed last year. Does the Administration have any
concerns about the loss of less frequent determinations?

DOF: The Administration believes the Governor’s proposal will equalize funding disparities
between charter schools that offer non-classroom-based instruction and school districts that
offer independent study instruction. Can the Administration provide more detail about this
comparison?

DOF: What are the costs of providing full funding to about eleven charter schools not
receiving full funding, per the Governor’s proposal?

CDE: What is the audit process for non-classroom based charter schools approved for
funding? How often are these charter schools audited?

CDE: What are the Department’s thoughts about the Governor’s proposal and LAO
alternative?
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DESCRIPTION: The Governor proposes several changes to the Charter School Facilities
Grant program beginning in 2013-14. First, the Governor proposes to transfer administration of
the program from the Department of Education to the California School Finance Authority, with
the State Treasurer’s Office. Second, the Governor proposes to expand program eligibility to
charter schools with non-classroom-based instruction, instead of limiting funding to classroom-
based instruction. Last, the Governor proposes to make changes to expedite program funding
payments to charter schools.

BACKGROUND: The Charter School Facility Grant Program was established by SB 740,
(Chapter 892; Statutes of 2001) as a non-competitive grant program to provide assistance with
facilities rent and lease expenditures for charter schools that meet specific eligibility criteria.

Specifically, the Charter School Facility Grant Program is targeted to schools and communities
with high proportions of economically disadvantaged students. Eligible applicants must have at
least 70 percent of students enrolled at the charter school who are eligible for free or reduced-
price meals or the charter school must be physically located in an elementary school attendance
area where at least 70 percent of students enrolled are eligible for free or reduced-price meals.
The charter school must also give a preference in admissions to students who reside in the
elementary school attendance area.

The charter schools are funded at $750 per unit of classroom-based average daily attendance or
up to 75 percent of its annual facilities rent and lease costs for the school, whichever is lower.
Under current law, if funds appropriated in the budget are insufficient to fully fund these
amounts, the Department of Education shall apportion available funds on a pro-rata basis.

Historically, the program was structured to reimburse eligible charter schools for their prior year
facilities rent and lease expenditures. In 2009-10, the program was converted from a
reimbursement-based to a grant-based program.

Funding History. The enacting legislation stated the Legislature’s intent to appropriate $10
million for the program for three years -- 2001-02, 2002-03, and 2003-04. However, funding for
the program was extended annually through the budget act after the three year time limit.

Funds for this program increased substantially with the transfer of funds from the phase out of
the Multi-track Year-Round Education (MTYRE) Operational Grant Program. Chapter 271
(2008) required all funds appropriated for the MTYRE program in 2007-08 — a total of $97
million -- to be transferred to the Charter School Facility Grant Program a rate of 20 percent each
year. The 2012-13 budget makes the final transfer payment of $15 million from MTYRE
program to the Charter School Facility Grant program

Beginning in 2008-09, the Charter School Facility Grant Program was subject to across-the-
board categorical reductions for most state categorical programs. Under current law, these
reductions will remain in place through 2014-15 — a total of seven years.
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With the final MTYRE funding transfer, total funding for the Charter School Facility Grant
program grew to $114.8 million in 2012-13. However, due to across-the-board reductions
currently in place for most categorical programs, the 2012-13 budget appropriates a total of
$92.0 million for the Charter School Facility Grant program.

GOVERNOR’S BUDGET PROPOSALS: According to the Governor’s proposed changes to
the Charter School Facilities Grant program are intended to equalize funding disparities between
charter schools that offer non-classroom based instruction and school districts that offer
independent study instruction, as well as provide much needed cash flow relief to charter schools
through the earlier apportionment schedule, as follows:

1.

3.

Program Transfer. The Governor proposes to transfer $92.0 million in Proposition 98
funding from the Department of Education for the California School Finance Authority to
reflect the program shift. Trailer bill language specifies that this amount shall be considered
the base level of funding for the program in subsequent fiscal years.

In addition, the Governor proposes to shift $175,000 in General Fund (Non-98) and 2.0
positions from CDE to CSFA to support the program transfer in 2013-14 and beyond.
However, it should be noted these state operations funds and positions are also intended to
cover the shift of the Charter School Revolving Loan Fund program from CDE to CSFA,
also proposed by the Governor. (See Agenda Issue #9.)

Coverage for Non-Classroom Based Instruction. The Governor’s budget proposes trailer
bill language to repeal provisions of current law which prohibit Charter School Facility Grant
funding for units of average daily attendance (ADA) generated through non-classroom based
instruction. Instead, proposed language disallows apportionments for *“non-instructional
facilities operated by non-classroom based charter schools”, but allows apportionments for
“portions of a charter school's facilities that are used to provide direct instruction and
instructional support to pupils enrolled in the school”.

Apportionment Schedule. The Governor proposes trailer bill language to require the CSFA
to apportion CSFG funding by August 31, of each fiscal year or 30 days after the enactment
of the annual budget act, whichever is later. Current law requires CDE to apportion funding
by October 1% of each fiscal year.

The Governor's proposal further requires that August apportionments be based upon prior
year data on pupil eligibility for free and reduced price meals for the schoolsite and prior year
rent or lease costs provided by the charter school to determine eligibility for the grant
program until current year data or actual rent or lease costs become known or until June 30 of
each fiscal year.
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If this data is not available, the Governor’s language directs CSFA to use estimates provided
by the charter school so the total rent and lease costs do not exceed the school’s total
advanced apportionment funding.

The Governor proposes these changes to expedite the apportionment schedule for the CSFG
program to address delays in payments to charter schools

LAO COMMENTS & RECOMMENDATIONS:

Program Transfer. The LAO recommends support of the Governor’s proposal.
Program Payments Schedule. The LAO recommends support of the Governor’s proposal.

Non-Classroom ADA. The LAO suggests that the Legislature consider an alternative
mechanism for expanding the facility grant program to include non-classroom based charter
schools. The LAO will provide additional detail on their recommendation at the hearing.

RECENT LEGISLATION:

SB 645 (Simitian). 2011-12 Session. This 2011 measure addressed a number of charter
school issues, including authorizing Charter School Facility Grant program funds to be
apportioned to charter schools providing non-classroom based instruction, if the charter
school operates facilities that provide direct instruction/support to pupils enrolled at the
school and meets all of the other existing eligibility requirements. Status: Held in Assembly
Appropriations.

Transfer of Grant Program to CSFA Appears Reasonable — If Parties Are Amenable.

STAFF COMMENTS:

More Information is Needed on Costs of Existing Program.

More Information is Needed on the Impact of Expanding CSFG Eligibility to Non-
Classroom Based Charter Schools. How many new schools will be eligible? How much
additional ADA will result? What are the costs.

STAFF RECOMMENDATIONS:

Staff recommends the following actions:

1.

Approve Governor’s proposal to transfer the Charter Schools Facilities Grant program to the
California School Finance Authority.
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Approve Governor’s proposal to transfer 2.0 positions and funding from the Department of
Education to the California School Finance Authority to support the transfer of the Charter
School Facilities Grant program.  Staff will work with DOF, LAO, CDE and CSFA to
determine if any staffing adjustments are needed at May Revise.

Approve the Governor’s proposal to expedite the payment schedule for the Charter Schools
Facilities Grant program, with modification recommended by LAO to specify full, annual
payment schedule in statute.

Hold open the Governor’s proposal on non-classroom based instruction open until May
Revise in order to further evaluate the costs of the proposal and available funding, and to
explore LAO recommendations more fully.

SUGGESTED QUESTIONS:

1.

DOF: Given the nature of non-classroom ADA — which presumably does not require school
facilities - why is there a need to provide additional facilities funding for these pupils?

CDE: What is the current annual cost of the Charter School Facility Grant Program and how
does it compare to the amount of funding appropriated for the program?

DOF: What are the costs of adding non-classroom ADA to the Charter School Facility Grant
program per the Governor’s proposal? Will additional costs be covered within current
appropriation levels?

DOF: What will the impact of ADA expansion be for charter schools currently served by the
program?

CDE: Please describe the apportionment schedule for the Charter School Facility Grant
program and indicate how it compares to allocations for most other school programs.

CDE/CSFA: s the Governor’s proposal to make first grant payments by August 31% each
year achievable for all charter schools, including schools new to the program?
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DESCRIPTION:  The Governor proposes to shift administration of the Charter School
Revolving Loan Fund program from the California Department of Education to the California
School Finance Authority in the State Treasurer’s Office beginning in 2013-14.

BACKGROUND: The Charter School Revolving Loan Fund (CSRLF), as established in statute
and created in the State Treasury. The CSRLF is comprised of federal funds obtained by the
state for charter schools, interest from loans issued to charter schools, and any other funds
appropriated or transferred to the fund through the annual budget process. Statute also
establishes the Charter School Security Fund (CSSF), which consists of revenue from interest
payments on loans

Administration of Loan Program. The CSRLF program is administered by the California
Department of Education (CDE). As such, CDE is authorized to provide loans to non-
conversion charter schools of up to $250,000 — over the lifetime of the charter school -- to
provide startup and initial operating capital in order to assist schools in establishing charter
school operations. Loans shall be used only to meet the purposes of the charter grant. Priority
for loans is given to new, non-conversion charter schools. Typically loans cover costs associated
with leasing facilities, making necessary facility improvements, purchasing instructional
materials and equipment, and expanding programs.

CDE may consider the following when determining whether to approve a school's loan
application:

soundness of the charter school's financial business plans;

availability of other sources of funding for the charter school,

geographic distribution of loans made from the Charter School Revolving Loan Fund;

impact that receipt of these funds will have on the charter school's receipt of other private

and public financing;

e plans for creative uses of the funds received, such as loan guarantees or other types of
credit enhancements;

e financial needs of the charter school; and,

e start-up costs for new charter schools, which is a priority for loans.

Loan Terms: CSRLF loans must be repaid within five years, beginning with the first fiscal year
after receipt of the loan. Loans shall be made at the interest rate earned by the money in the
Pooled Money Investment Account (PMIA) as of the date of disbursement of the funds to the
charter school. In the case of default of a loan made directly to a charter school, the charter
school is liable for repayment of the loan.

Loan Requests & Criteria: A loan request must be submitted by the school district or county
office of education that authorized the charter jointly with the charter school or a charter school
directly if the charter school is incorporated (charter schools that are incorporated have the
option to apply directly or jointly with the chartering entity).
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Loan Deposits. Under current law (EC Section 41367), funds in the CSSF shall be available for
deposit into the CSRLF, in case of default on any loan made from the CSRLF. Until amended
by the 2012-13 budget, the statute was silent regarding the transfer process and no transfer had
been made from the Charter School Security Fund (CSSF) to the CSRLF. The new statute
provides specific authority to transfer funds from the CSSF to the CSRLF.

Fund Balance. Under current law, the Department of Education is required to provide a detailed
fund condition statement for the CSRLF and CSSF by October 1% of each year. According to the
Department, the current balance for the CSFRL is $8.9 million and the current balance of the
CSSF is $4.3 million.

California School Finance Authority (CSFA). The CSFA was created in 1985 to oversee the
statewide system for the sale of revenue bonds to reconstruct, remodel or replace existing school
buildings, acquire new school sites and buildings to be made available to public school districts
(K-12) and community colleges, and to assist school districts by providing access to financing
for working capital and capital improvements.

Over the last 25 years, the CSFA has developed a number of school facilities financing programs
and most recently is focused on assisting charter schools to meet their facility needs. The CSFA
is a three-member board comprised of the State Treasurer, the Superintendent of Public
Instruction, and the Director of the DOF, and is administered within the Office of the State
Treasurer.

Current law authorizes the CSFA to issue lease-revenue bonds for the purpose of financing
working capital for school districts, county offices of education, community college districts, and
charter schools. This working capital is available to be used by these educational entities to pay
maintenance or operating expenses incurred in connection with the ownership or operation of an
educational facility, that could include reserves for maintenance or operating expenses, interest
for up to two years on any working capital loan, reserves for debt service and any other financing
costs, payments for the rent or lease of an educational facility.

GOVERNOR’S BUDGET PROPOSAL: The Governor's Budget proposes trailer bill
language to transfer administration of the CSRLF from the California Department of Education
to the California School Finance Authority in the State Treasurer’s Office beginning in 2013-14.
The Administration states that CSFA already administers similar programs. Per the
Administration, the proposed shift is intended to improve the efficiency of charter school
program administration and disbursement of funds to local charter schools.

The Governor proposes to shift $175,000 in General Fund (Non-98) and 2.0 positions from CDE
to CSFA to support the program transfer in 2013-14 and beyond. However, it should be noted
these state operations funds and positions are also intended to cover the shift of the Charter
School Facility Grant program from CDE to CSFA, also proposed by the Governor. (See
Agenda Issue #8.)
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LAO COMMENTS & RECOMMENDATIONS:

e The LAO supports approval of the Governor’s proposal to transfer administration of the
Charter School Revolving Fund to the CSFA in 2013-14.

STAFF COMMENTS:

e Charter Schools Loan Default Rate is Problematic. The LAO has raised concerns about
the current imbalance of the Charter School Revolving Fund due to a high loan default rate
and the small amount of revenues available to offset loan defaults. Funds generated from
interest payment on loans are supposed to offset the losses the state incurs when a charter
school cannot repay its loan (or closes and the state cannot recover associated funds).
According to CDE, the primary reason for loan default is the closure of some charter schools.
As of last year, the LAO reported the Revolving Fund has accumulated $5.7 million in losses
from the default of 38 charter school loans.

e 2012-13 Budget Language. As background, trailer bill language adopted in 2012-13
requires the CDE to monitor the adequacy of the amount of funds in the Charter School
Revolving Loan Fund and report annually to the DOF and the Controller on the need, if any,
to transfer funds from the Charter School Security Fund to the Charter School Revolving
Loan Fund. This new statute is intended to ensure that the interest payments collected in the
Security Fund can be transferred to the Revolving Loan Fund as the original law intended.

STAFF RECOMMENDATIONS: Staff recommends that the Subcommittee take the
following action:

1. Approve the Governor’s budget proposal.

SUGGESTED QUESTIONS:

1. DOF: Why does the Administration propose to transfer the Revolving Loan Program?
2. DOF: Will the transfer achieve efficiencies and/or better align programs?

3. DOF: Does the Administration believe the CSFA would be in a better position to improve
the loan balance and make the fund self-sustaining? Will CSFA be in any better position to
recoup funds from charter schools that default?

4. CDE: What are the Department of Education’s thoughts about the proposed transfer?
5. CSFA: What are the Treasurer’s Office thoughts about the proposed transfer?
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DESCRIPTION: The Governor proposes to extend for five years provisions of current law that
require school districts with surplus property to sell those resources first to charter schools before
selling those assets to other entities or disposing of them. The Governor also proposes to
permanently extend rules that provide exceptions on the use of proceeds from the sale of surplus

property.
BACKGROUND:

2012-13 Budget. The 2012-13 budget included trailer bill language to require a school district
seeking to sell or lease surplus property to first offer the property to any interested charter
school. The real property sold or leased must be used by the charter school for direct instruction
or instructional support. The new statute is operative for the 2012-13 only, and is limited to
surplus property identified after July 2, 2012.

GOVERNOR’S BUDGET PROPOSALS:

The Governor’s budget includes two provisions related to the sale and lease of surplus property,
and the use of proceeds from these sales, as follows:

1. Extends Requirement to Offer Surplus Property to Charter Schools for Five Years.
The Governor proposes to extend for an additional five years the requirement that school
districts give charter schools first call on purchase or lease of surplus property. Under
current law, this requirement is operative through June 30, 2013. The Governor’s proposal
would sunset on June 30, 2018.

2. Permanently Extends Exceptions for Use of Proceeds From Locally Purchased Property
Sales. The Governor proposes to eliminate the January 1, 2014 expiration date on the rules
pertaining to the sale of surplus property financed entirely with local funds. As a result,
districts would continue to be able to use proceeds from the sale of these properties for one-
time operating expenses permanently without forfeiting eligibility for new construction or
modernization funding through the School Facilities Program. Districts would continue to
forfeit eligibility for hardship funding through the School Facilities Program and Deferred
Maintenance Programs.
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LAO COMMENTS & RECOMMENDATIONS:

Modify Proposal to Provide Charter Schools First Call on Surplus Property. The LAO
recommends that the Legislature adopt the Governor’s proposal to provide charter schools
first call on surplus property, but with some key modifications. Specifically, the LAO
recommend that the state:

v" Require the charter school to use the purchased or leased property for instructional
activities or support.

v’ Require that before the property may be sold or used for any other purpose, it must be
offered for sale or lease to the school district that provided the property, followed by any
interested charter schools. Require that if one of these interested charter schools obtains
the property, it is likewise bound by these terms. (If the school district and other charter
schools decline the offer to purchase or lease, the property could be sold or leased to
another entity or used for any purpose.)

v Limit the price paid by a school district to reacquire property it provided to a charter
school to the price paid by the charter school, adjusted for inflation and the cost of any
construction that has occurred (or 5 percent of this amount for an annual lease). Establish
similar limits if the property is sold or leased to another charter school.

v Require charter schools to use proceeds from the sale or lease of surplus property for
capital outlay or maintenance costs (with the same exceptions as provided to school
districts).

v Require charter schools to maintain Field Act compliance for all buildings obtained from
a school district that are compliant on the date the charter school takes possession.

Reject Governor’s Proposal to Make Permanent Certain Exceptions for Use of
Proceeds From Surplus Property Sales. The LAO recommends that the Legislature reject
the Governor’s proposal to make permanent certain rules regarding the use of proceeds from
the sale of surplus property purchased entirely with local funds. Districts still would be
allowed, under existing law, to sell surplus property and use the proceeds for one-time
general purposes. Districts would have to consider this option carefully, however, since they
would forfeit their eligibility for state construction and modernization funds for at least five
years. Inthe LAO’s view, this higher stakes trade-off better protects the state from providing
future facility funding to a school district that has recently sold property and used the
proceeds for non-facility purposes.
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RELATED LEGISLATION:

AB 2434 (Block). 2011-12 Session. Existing law authorizes a school district that meets
prescribed requirements to deposit the proceeds from the sale of surplus school property,
together with any personal property located on that property, purchased entirely with local
funds, into the general fund of the school district and to use those proceeds for any one-time
general fund purpose. This flexibility is currently granted to school districts through January
1, 2014. This bill would extend the operation of this provision to January 1, 2019. Status:
Held in Assembly Appropriations.

STAFF COMMENTS:

Few, If Any, Charters Have Been Able to Buy or Lease Surplus Property in 2012-13.
According to DOF, few — if any — charter schools have been able to buy or lease surplus
property or facilities due to the one-year timeframe under current law. Extending the
program five years provides a reasonable timeframe to give charter schools a real chance to
participate.

STAFF RECOMMENDATION: Staff recommends the Subcommittee take the following
action.

1.

Approve the LAO alternative.

SUGGESTED QUESTIONS:

1.

DOF: Under the Governor’s proposal, are charter schools required to provide maintenance
and upkeep of any property purchased or leased from school districts?

DOF: Under the Governor’s proposal, what happens to purchased or leased property if a
charter school closes its operations?

DOF: Does the Governor’s proposal change how the sale of surplus property affects district
eligibility for state bond funding?
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DESCRIPTION: The Governor proposes three additional fiscal and policy changes for
charter schools. These separate proposals are presented in the items below.

Item 1. County-Wide Benefit Charter School Petitions

GOVERNOR’S BUDGET PROPOSAL.: The Governor proposes new statute to allow county-
wide benefit charter petitions to designate multiple sites as individual schools for purposes of
compliance monitoring, data reporting and collection, student performance data, oversight, and
apportionment.

Under current law, county-wide benefit charters — with approval from their charter authorizers —
can request school site designations for multiple school sites from the Department of Education.
The Governor’s proposal would allow county-wide benefit charters — with approval from their
charter authorizers — to make this designation.

Per the Governor, this language would allow county-wide benefit charter schools with multiple
sites to be treated the same as state-wide benefit charter schools with regard to designation of
individual schools.

LAO COMMENTS & RECOMMENDATION

The LAO recommends adopting the Governor’s proposal to authorize separate tracking of
countywide charter schools’ individual sites. Although countywide charter schools are operated
by a single entity, individual sites may serve different grade spans or student populations.
Different sites also could be more or less effective than other sites. As such, a countywide
charter school may want each site to be tracked separately for accountability purposes and be
able to apply directly for funding for each site. Although certain countywide charter schools
could receive additional funding from SGP or RLF due to the proposal, the LAO thinks this is
reasonable given that start-up costs are typically incurred on a per-site basis. Since SGP is
federally funded and RLF consists of a fixed pool of state funds, additional funding applications
are unlikely to increase state General Fund costs.

STAFF COMMENTS: The Governor’s proposal appears to conform treatment for county-
wide benefit chart school site designations with the practice for statewide benefit charter
designation.

STAFF RECOMMENDATION: Staff recommends that the Subcommittee take the following
action:

1. Approve the Governor’s budget proposal.
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SUGGESTED QUESTIONS:

1. CDE: What is the process for establishing school sites for county-wide benefit charters with
multiple sites?

2. CDE: Do you think statute is unclear with regard to determination of school sites for county
wide benefit charters with multiple sites? For statewide-benefit charter schools?

3. CDE: Can the Department of Education grant requests from county-wide charters for school
site designation? In other words, can CDE grant requests for CDS codes?

ltem 2. Delegation of State Board Oversight

GOVERNOR’S BUDGET PROPOSAL.: The Governor proposes changes to existing statute to
allow the State Board of Education -- by mutual agreement -- to delegate its oversight
responsibilities for a charter school it has approved to any local educational agency.

Under current law, the State Board has the authority to delegate oversight responsibility for
charter schools it has approved, but can only delegate to a local educational agency in the county
where the charter school is located or to the governing board of the school district that first
denied the petition.

According to the Administration, this language is necessary because it is difficult for the State
Board to identify local agencies willing to provide oversight of State Board approved charter
schools in all the counties where these approved charters are located.

Additionally, the Administration believes it is not reasonable to have local agencies that denied
the original petition conduct oversight of the state approved charter school.

LAO COMMENTS & RECOMMENDATION

The LAO recommends adopting the Governor’s proposal to allow SBE to delegate oversight to
any LEA in the state. For charter schools located in smaller counties, the options for delegating
oversight within the county may be very limited. By allowing SBE to delegate oversight to a
capable school district or county office outside of the county, the proposal would help ensure that
every charter school receives quality oversight. Given that oversight is currently managed by
CDE—which is located a considerable distance from some of the schools it oversees—the entity
selected as the oversight authority under the Governor’s proposal likely would not be located
further away from the charter school.
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STAFF RECOMMENDATIONS: Staff recommends the Subcommittee take the following
action.

1. Approve the Governor’s budget proposal.

Iltem 3. Multi-Track Attendance Accounting

GOVERNOR’S BUDGET PROPOSAL: The Governor proposes changes to existing statute
to specify the conditions under which charter schools can receive attendance funding for students
on multi-track school calendars.

The Governor’s proposal is intended to regulate multi-track attendance funding for charter
schools through statute — instead of through State Board waivers to streamline the process.

LAO COMMENTS & RECOMMENDATION: The LAO supports the Governor’s proposal.
The LAO views this proposal as technical.

STAFF COMMENTS:

e Governor’s Proposal Intended to Regulate Multi-Track Attendance through Statute &
Reduce State Board Waivers. The Department of Education has received 38 multi-track
waiver requests in the last three years. All of these requests have been approved by the State
Board of Education, typically on consent a vote.

e CDE Amendments Reflect Conditions for State Board Waivers. CDE recommends that
the Administration consider language that reflects the current requirements utilized by the
State Board of Education in granting waivers for charter schools with multi-track attendance.

STAFF RECOMMENDATIONS: Staff recommends that the Subcommittee take the
following action:

1. Approve the Governor’s proposal with amendments suggested by CDE placeholder
language.

SUGGESTED QUESTIONS:

1. DOF: Isthe Administration okay with the CDE alternative language?
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GENERAL BACKGROUND

Proposition 39 Raises Additional State Revenues and Designates Half the Funding
for Energy Projects. Proposition 39, the California Clean Energy Jobs Act of 2012,
requires most multistate businesses to determine their California taxable income using a
single sales factor method. (Previously, state law allowed such businesses to pick one of
two different methods to determine the amount of taxable income associated with
California and taxable by the state.) This change has the effect of increasing state
corporate tax revenue.

For a five-year period (2013-14 through 2017-18), Proposition 39 requires that half of the
annual revenue raised from the measure, up to $550 million, be transferred to a new
Clean Energy Job Creation Fund to support projects intended to improve energy
efficiency and expand the use of alternative energy (Proposition 39 text below).

"The sum of five hundred fifty million dollars ($550,000,000) shall be transferred
from the General Fund to the Job Creation Fund in fiscal years 2013-14, 2014-
15, 2015-16, 2016-17, and 2017-18. Moneys in the fund shall be available for
appropriation for the purpose of funding projects that create jobs in California
improving energy efficiency and expanding clean energy generation.”

Proposition 39 specifically requires that the funds maximize energy and job benefits by
supporting:

v Energy efficiency retrofits and alternative energy projects in public schools,
colleges, universities, and other public facilities;

v Financial and technical assistance for energy retrofits; and

v"Job training and workforce development programs related to energy efficiency
and alternative energy.

Proposition 39 also requires that funded programs be coordinated with the California
Energy Commission (CEC) and California Public Utilities Commission (CPUC) in order
to avoid duplication and leverage existing energy efficiency and alternative energy
efforts.

In addition, Proposition 39 states that the funding is to be appropriated only to agencies
with established expertise in managing energy projects and programs.

Proposition 39 Affects School Funding by Raising Proposition 98 Minimum
Guarantee. Proposition 98, passed by voters in 1988 and modified in 1990, requires a
minimum level of state and local funding each year for school and community college
districts. This funding level is commonly known as the Proposition 98 minimum
guarantee. Though the Legislature can suspend the guarantee and fund at a lower level, it
typically decides to provide funding equal to or greater than the guarantee. The
Proposition 98 guarantee can grow with increases in state GF revenues (including those
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collected from state corporate income taxes). Accordingly, the revenues raised by
Proposition 39 can affect the state’s Proposition 98 funding requirements.

Existing State Energy Efficiency and Alternative Energy Programs. In general,
energy efficiency refers to the installation of energy-efficient technologies or measures
that are designed to reduce energy usage and eliminate energy losses in buildings. Thus,
energy efficiency incentive programs aim to reduce energy usage while maintaining a
comparable level of service, thereby saving energy consumers money on their utility
bills. In comparison, alternative energy refers to energy that comes from “renewable”
sources, meaning sources that are not finite and do not use up natural resources like more
traditional forms of energy that rely on fossil fuels. Currently, California maintains over
a dozen major programs that are intended to support the development of energy
efficiency and alternative energy in the state. Over the past 10 to 15 years, the state has
spent a combined total of roughly $15 billion on such efforts.

Most Programs Maintained by CEC and CPUC. The various energy efficiency and
alternative energy programs are administered by multiple state departments, including
CEC and CPUC. Energy efficiency upgrades and retrofits have been supported through
programs at the CEC (such as Bright Schools and the Energy Conservation Program), as
well as through programs directed by the CPUC and administered by the state’s investor-
owned utilities (IOUs) (such as appliance rebate programs). Funding from these
programs has been allocated to various entities, including many school and community
college districts. In determining which projects to fund, the CEC and the 10Us provide
energy audits to evaluate what types of upgrades would result in the most cost-effective
energy savings; these programs also provide financing options for these upgrades.
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ISSUE 1: GOVERNOR’S PROPOSITION 39 PROPOSAL

Panelists: Department of Finance
California Department of Education
California Community College Chancellor’s Office

Proposal Summary: The Administration projects that Proposition 39 will increase state
revenue by $440 million in 2012-13 and $900 million in 2013-14. The Governor’s
budget proposal includes all revenue raised by Proposition 39 in calculating Proposition
98 funding, which has the effect of increasing the minimum guarantee by $426 million in
2012-13 and $520 million in 2013-14. The Governor appropriates $450 million of this
Proposition 98 funding in 2013-14 for a K-14 education energy efficiency program in
order to satisfy the energy efficiency requirements of Proposition 39 that commence in
that year. Of this amount, the Governor appropriates $400.5 million to the California
Department of Education (CDE) for allocation to K-12 school districts, charter schools
and county offices of education and $49.5 million to the California Community Colleges
Chancellor’s Office (CCCCO) for allocation to community college districts. The
Governor requires CDE and CCCCO to allocate these funds on a per student basis.

2012-13 Funding. The budget includes a $426 million increase in the Proposition 98
minimum guarantee for K-12 schools and community colleges as a result of new
revenues generated by Proposition 39 in 2012-13. The budget does not direct these funds
for any specific purpose.

The budget does not propose any funding for an energy efficiency program in 2012-13
since Proposition 39 does not require establishment of such a program until 2013-14.

The budget assumes $440 million in total Proposition 39 revenues in 2012-13, of which
$426 million is appropriated for Proposition 98 pursuant to Test 1 calculations utilized by
the Administration. The remaining $14 million in Proposition 39 revenues provides
General Fund savings in 2012-13.

2013-14 Funding. The budget provides a $520 million increase in the Proposition 98
minimum guarantee for K-12 schools and community colleges as a result of new revenue
generated by Proposition 39 in 2013-014.

The budget proposes to allocate all energy efficiency funding required by Proposition 39
within the $520 million in Proposition 98 funding provided under the Governor’s
proposal. Specifically, the budget proposes to expend $450 million of the $520 million in
Proposition 98 funds to establish a new Energy Efficiency Program for K-12 schools and
community colleges in 2013-14.

Of the $450 million proposed for the Energy Efficiency Program in 2013-14, $400.5
million (89 percent) is appropriated for K-12 school districts, charter schools, and county
offices of education and $49.5 million (11 percent) is appropriated for community college
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districts. The Department of Education and the Community College Chancellor’s Office
would be responsible for allocating funding on a per student basis within their respective
systems.

The budget estimates $900 million in total Proposition 39 revenues in 2013-14. Under
the Governor’s calculations, which assume Test 3 factors applied to total estimated
Proposition 39 revenues, the Proposition 98 minimum guarantee increases by $520
million in 2013-14. The budget proposes $380 million in remaining revenues as General
Fund savings in 2013-14.

2014-15 through 2017-18 Funding. The Governor proposes to continue energy
efficiency funding for K-12 schools and community colleges at $500 million for four
additional years, from 2014-15 through 2017-18. This assumes $1.0 billion in total
Proposition 39 revenues, with half provided for energy efficiency per the proposition
during this timeframe. (The Governor’s proposal is limited to these four years, since
Proposition 39 does not require energy efficiency funding beyond 2017-18.)

Parameters of the Proposition 39 Energy Efficiency Investment Program. Under the
Governor’s proposal, CDE and the CCCCO would issue guidelines for prioritizing the
use of the funds. The CDE and the CCCCO are required to consult with CEC and CPUC
in developing these guidelines. At a minimum, the guidance is required to reflect the
state’s energy “loading order,” and further specify that school and community college
districts give consideration to all of the following in the planning and design of their local
projects:

v’ Each project should be focused on in-state job creation and energy benefits;

v Each project should be cost effective, with total benefits exceeding project cost
over time;

v Each project should include documentation on project specifications, costs, and
projected energy savings; and

v’ Eligible projects may include technical assistance costs associated with the
identification, evaluation, and implementation of projects.

The state’s energy “loading order” guides the state’s energy policies and decisions
according to the following order of priority: (1) decreasing electricity demand by
increasing energy efficiency; (2) responding to energy demand by reducing energy usage
during peak hours; (3) meeting new energy generation needs with renewable resources;
and (4) meeting new energy generation needs with clean fossil-fueled generation.

School and community college districts would also be encouraged to partner as
practicable with the California Conservation Corps and local community conservation
corps programs in the design and implementation of local projects.

CDE and CCCCO State Operations. The Governor's budget proposes to provide CDE
with one permanent position ($109,000) to help implement and oversee the Proposition
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39 program. The Governor proposes no additional positions for the CCCCO for the
administration of Proposition 39.

Accountability Requirements. Upon project completion, school and community
college districts are required to report by October 1 of the subsequent fiscal year their
project expenditure information to CDE and the CCCCO, respectively. The CDE and
CCCCO would then compile these reports and transmit the information to the Citizens
Oversight Board by November 1 of each year for its review and evaluation. Proposition
39 funding received by school and community college districts would also be subject to
annual financial audits as required under current law.
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ISSUE 2: LAO’S ALTERNATIVE PROPOSITION 39 PROPOSAL

Panelist: Legislative Analyst’s Office

Proposal Summary: The LAO’s alternative proposes that all the Proposition 39
revenues required to be used on energy-related projects be excluded from the Proposition
98 calculation and not count spending from these revenues as Proposition 98
expenditures. In addition, the LAO proposes that the CEC should instead administer a
competitive grant process in which all public agencies, including school and community
college districts, could apply and receive funding based on identified facility needs.

Exclude Energy-Related Funding From Proposition 98 Minimum Guarantee. The
LAO alternative excludes from the Proposition 98 calculation all Proposition 39 revenues
required to be used on energy-related projects. This approach is consistent with the
LAQO’s view of how revenues are to be treated for the purposes of calculating the
minimum guarantee. This approach would reduce the minimum guarantee by roughly
$260 million.  Additionally, the $450 million to be spent on energy-related projects
should be reclassified as a non-Proposition 98 expenditure (though the state still could
choose to spend these monies on school and community college districts).

Alternative Increases Proposition 98 Operational Support by $190 Million. The
LAO alternative would result in $190 million in additional operational Proposition 98
support for schools and community colleges. This amount is the net effect of two factors.
On the one hand, by excluding Proposition 39 revenue from the Proposition 98
calculation, the minimum guarantee falls by $260 million in 2013-14. On the other hand,
by not using Proposition 98 funding for school energy projects, spending falls by $450
million relative to the Governor’s budget plan. Thus, maintaining spending at the revised
minimum guarantee would result in an additional $190 million in operational funding.
Under this approach, the $450 million still needs to be used for energy-related projects,
and it could be used for schools and community colleges to the extent the basic
provisions of Proposition 39 are met. From the state’s perspective, this approach
increases total state costs by $190 million and, thus, could result in reduced spending on
non-Proposition 98 General Fund programs.

Allocation via a Competitive Grant Process Led by the CEC. To ensure that the state
meets the requirements of Proposition 39 and maximizes energy and job benefits, the
LAO alternative designates the CEC as the lead agency, in consultation with the CPUC
and other experienced entities, for Proposition 39 Energy Funds. The CEC would be
directed to develop and implement a competitive grant process in which all public
agencies could apply for Proposition 39 funding on a project-by-project basis. In order to
ensure that the state maximizes energy benefits, this competitive process should consider
and weigh all factors that affect energy consumption. The LAO notes that the CEC could
create a tiered system that categorizes facilities based on a high-, medium-, and low-
energy intensity or need. Based on that categorization, funding should be provided to
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facilities with the greatest relative need in coordination with other existing energy
efficiency programs.

Require Applicants to Provide Certain Energy-Related Information. To qualify for
grant funding and assist CEC in evaluating potential projects, the LAO alternative would
require applicants to first have an energy audit to identify the cost-effective energy
efficiency upgrades that could be made, similar to the types of audits currently provided
through the CEC and the 10Us. As part of the application, facilities should also provide
information regarding the climate zone, size, design, and age of a building.
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ISSUE 3: TREATMENT OF PROPOSITION 39 REVENUES IN
CALCULATING THE PROPOSITION 98 MINIMUM
GUARANTEE

Panelists: Department of Finance
Legislative Analyst’s Office

Issue Description: The Governor and the LAO treat Proposition 39 revenues very
differently for purposes of calculating the Proposition 98 minimum guarantee. In so
doing, the Governor and LAO take very different approaches to the expenditure of
Proposition 39 revenues in the overall budget architecture beginning in 2013-14.

Comparison of the Governor and LAO Approaches:

Governor’s Approach. According to the Department of Finance (DOF), unless
expressly excluded, all proceeds from taxes deposited in the General Fund are used in the
calculation of the Proposition 98 minimum guarantee. Therefore, the Governor’s budget
proposal includes all of the estimated $900 million raised by Proposition 39 in the
calculation of the Proposition 98 minimum guarantee. This treatment has the effect of
increasing the minimum guarantee by $520 million in 2013-14. The Governor counts
$450 million of this Proposition 98 funding in satisfaction of the energy efficiency
funding required by Proposition 39, eliminating any need for Non-Proposition 98 funding
for this purpose. Therefore, the remaining $260 million in Proposition 39 revenues
provide savings in the form of General Fund offsets in 2013-14.

LAO Alternative Approach. According to the LAO, revenues are to be excluded from
the Proposition 98 calculation if the Legislature cannot use them for general purposes,
typically due to restrictions created by a voter approved initiative or constitutional
amendment. Therefore, the LAO excludes $450 million required to be used for energy
related projects under Proposition 39 from the Proposition 98 calculation. Applying the
Proposition 98 calculation to the remaining $450 million provides $260 million in
Proposition 98 funding in 2013-14. This is $260 million less than the $520 million in
Proposition 98 funding provided by the Governor.

In addition, the LAO would also reclassify the $450 million that must be spent on energy
related projects as Non-Proposition 98 expenditures, but assumes the state could still
choose to spend these funds on K-12 schools and community colleges.

Overall, the LAO approach would result in an additional $190 million in Proposition 39
expenditures for K-12 schools and community colleges in 2013-14. This would reduce
state savings by the same amount necessitating new non-Proposition 98 General Fund
reductions of $190 million in 2013-14.
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Figure 1 below displays the impact of the different approaches taken by the Governor and
LAO in the treatment of Proposition 39 revenues for purposes of calculating Proposition
98 funding and expending Proposition 39 funds.

Figure 1: Summary Impact of Different Treatment of Proposition 39
Revenues in Calculating the Proposition 98 Guarantee

2013-14 (In thousands) Governor LAO | Difference
Proposition 98 Funding
Operational funding for schools and $55,750 $55,940 $190
community colleges
Energy project funding, only schools and 450 0 -450
community colleges
Subtotals, Proposition 98 | ($56,200) | ($55,940) (-$260)
Non-Proposition 98 Funding
Energy project funding, all allowable 0 $450 $450
projects including schools and community
colleges
Total Spending $56,200 $56,390 $190
Source: LAO

LAO Concerns with Governor’s Approach:

e Varies Significantly From LAO’s Longstanding View of Proposition 98. The
Governor applies all revenue raised by Proposition 39 — including the revenue
required to be spent on energy-related projects — toward the Proposition 98
calculation. Per the LAO, the Governor's treatment of these revenues is a serious
departure from its longstanding view, developed over many years with guidance from
Legislative Counsel, of how revenues are to be treated for the purposes of Proposition
98. Per the LAO, the Proposition 39 voter guide reflected this interpretation by
indicating that funds required to be used for energy-related projects would be
excluded from the Proposition 98 calculation.

e Could Lead to Greater Manipulation of the Minimum Guarantee. The
Governor’s approach assumes that all tax revenues deposited directly into the General
Fund must be included in the Proposition 98 calculation, whereas any tax revenues
deposited directly into a special fund must be excluded from the calculation. The
LAO argues that the Governor's approach could lead to greater manipulation of the
minimum guarantee by opening the door to all types of accounting shifts. The LAO
notes that the state could, for example, require that all sales tax revenues be deposited
directly into a special fund rather than the General Fund, thereby excluding the
revenues from the Proposition 98 calculation. Per the LAO, this type of a shift could
undermine the meaningfulness of the guarantee and render it effectively useless in
setting a minimum funding requirement. The LAO believes that Proposition 98
minimum funding calculations should not rely on what fund they are deposited into,
but on their use. In the LAQO’s view, revenues are excluded if they are clearly
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removed from the Legislature’s control — typically by constitutional or voter-
approved action.

Subcommittee Questions: Based on the above comments, the Subcommittees may wish
to ask the following questions of DOF and LAO:

1. Major Reasons for Differences. Clearly, the Administration and LAO have two
different interpretations of how to calculate Proposition 98 funding from state
Proposition 39 revenues. What are the fundamental reasons behind each
interpretation?

2. Historical Examples. What other examples can both DOF and LAO point to that
support their interpretation of how Proposition 39 revenues should be treated for
purposes of calculating the Proposition 98 minimum guarantee?

3. Future Implications. What are the future implications of the Governor’s treatment
of Proposition 39 revenues for purposes of calculating Proposition 98? What are the
future implications for the LAQ’s approach?

4. State General Fund Savings. The LAO approach would increase operational
funding for K-14 education by $190 million, which would necessitate Non-
Proposition General Fund reductions of an equal amount in 2013-14? Does the LAO
have recommendations for achieving these savings?

Staff Recommendation. Hold this issue open.
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ISSUE 4:

ENERGY EFFICIENCY PROGRAM PARAMETERS

Panelists:

Department of Finance

Legislative Analyst’s Office
California Department of Education
California Community Colleges Chancellor’s Office

Issue Description: The DOF and LAO offer two different proposals to comply with
energy efficiency requirements outlined in Proposition 39 for expenditure of those
revenues, as displayed in Figure 2 below.

Figure 2: Summary of DOF and LAO Proposition 39 Energy Efficiency Proposals

Proposition 39 Terms

DOF Proposal

LAO Alternative

Control Entity

CDE and CCCCO.

CEC, in consultation with
the CPUC and other
experienced entities.

Allocation Method

Per-student basis.

Competitive grants.

Eligible Recipients

School and community
college districts.

All public agencies.

CEC and CPUC
Coordination

CDE and CCCCO are
required to consult with
both entities in the
development of guidelines

prioritizing use of the funds.

CEC is lead agency in
consultation with CPUC.

Energy Efficiency Retrofits
and Alternative Energy
Projects Specifics

Leverage Existing Energy
Efficiency Efforts

Guidelines will reflect the
state’s energy “loading
order,” and require further
specifications for project
planning and design,
including each project be:
(a) focused on energy
benefits; (b) cost effective,
with total benefits
exceeding project cost over
time; and (c) include
documentation on project
specifications, costs, and
projected energy savings.

Competitive process should
consider and weigh all
factors that affect energy
consumption. The CEC
could create a tiered system
that categorizes facilities
based on a high-, medium-,
and low-energy intensity or
need, whereby funding
should be provided to
facilities with the greatest
relative need in
coordination with other
existing energy efficiency
programs.
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Figure 2: Summary of DOF and LAO Proposition 39 Energy Efficiency Proposals,

continued
Proposition 39 Terms DOF Proposal LAO Alternative
Job Training/Workforce Each project should be Unclear.
Development Specifics focused on in-state job
creation.
Encourages coordination
with California
Conservation Corps.
Technical Assistance for Yes. Unclear.
Energy Retrofits Allowed
Control Entity Established | Unclear. Yes.
Expertise in Managing
Energy Projects and
Programs
Reporting Upon project completion, Unclear.
school and community
college districts report by
October 1 of the subsequent
fiscal year their project
expenditure information to
CDE and the CCCCO,
respectively.
Audits Expenditure of these funds | Applicants required to first

would be subject to existing
annual school and
community college district
financial audits as required
under current law.

have an energy audit to
identify the cost-effective
energy efficiency upgrades
that could be made. As part
of the application, facilities
should also provide
information regarding the
climate zone, size, design,
and age of a building.

State Operations Staffing
Resources

$109,000 and one position
to CDE; no additional
resources for the CCCCO.

Unclear.
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Subcommittee Questions: The Subcommittees may wish to ask the following questions
of DOF, LAO, CDE, and CCCCO:

1. Per-Student Versus Energy-Based Allocations. The allocation of Proposition 39
funds to K-12 school districts, charter schools, county offices of education, and
community college districts on a per student basis ensures that all districts receive
funding, but it could be at the exclusion of other eligible projects that potentially
could achieve a greater level of energy benefit.

a. What are other benefits/trade-offs of providing Proposition 39 revenues on a
per student basis?

b. Has the Administration assessed whether the per student allocation results in
funds flowing to districts that may not have as pressing energy retrofit needs
as other districts might have? Do charter schools have the same needs as K-12
school districts and county offices of education?

c. The Governor’s proposal has been criticized that it does not take into account
energy consumption differences; i.e., the need for energy efficiency projects
varies by district, with the need depending on the size, age, and climate zone
of the facilities in each district. Why aren’t these factors included in the
Governor’s proposal?

2. Focus on K-14 Education; Other Higher Education Segments Excluded. The
Administration identifies K-12 school facilities as the single largest capital outlay
investment made by the state since the mid-1990s. (The LAO reports that since 1998
the state has invested more than $30 billion in school bond funding to modernize and
construct K-12 facilities.) The state has also made significant capital outlay
investment in higher education facilities. (According to the LAO, the state has spent
an estimated $10.1 billion on higher education infrastructure in the last ten years.)

a. Why does the Governor’s proposal exclude the UC and CSU systems?

b. Are the UC and CSU systems just as well positioned to undertake projects that
would reduce their current utility requirements and expand the use of
renewable energy resources?

c. Would it be possible to include the UC and CSU systems in the Governor’s
plan and still maintain a substantial focus on K-12 schools and community
colleges?

3. Energy Needs of Other Public Facilities Not Included. Per Proposition 39, Clean
Energy Job Creation Funds shall be available for projects that create jobs in
California improving energy efficiency and expanding clear energy generation
including all of the following: public schools, universities and colleges, and other
public buildings and facilities.
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What savings could be achieved by expanding the Governor’s proposal to
include other state facilities, especially 24-hour facilities such as state
hospitals?

Did the Governor consider savings associated with municipal facilities,
including 24-hour facilities?

4. Consistency of Proposals with Intent of Proposition 39.

a.

Proposition 39 requires that monies from the Clean Energy Job Creation Fund
be appropriated only to agencies with established expertise in managing
energy projects and programs. Under the Governor’s proposal, how do the
Department of Education and the Chancellor’s Office comply with this
requirement?

Proposition 39 states that projects must be selected based on the number of in-
state jobs they would create and their energy benefits. How does the
Administration’s proposal comply with this requirement? How does the LAO
alternative comply with this requirement?

How does each proposal respond to the requirement that the total benefits of
each project be greater than total costs over time; i.e., what requirements
would be in place to ensure that facilities upgraded with Proposition 39 funds
remain in use long enough for the benefits to outweigh the costs?

Both proposals focus on energy efficiency. Proposition 39 allows for energy
upgrades (such as solar panel installation) that may, in some cases, have more
long term financial savings. Are these options allowable under the
Governor’s proposal or the LAO alternative?

How does each proposal incorporate the California Conservation Corps and
other existing workforce development programs to train and employ
disadvantaged youth, veterans, and others on energy efficiency and clean
energy projects?

5. Timetable for Proposals. Under both proposals, how quickly will the funding flow?

a.

b.

C.

What is the timeline for grant guidelines development and finalization?
What is the timeline for project start and completion?

What is the timeline for reporting to be completed?

6. Smaller K-12 School Districts. How does the Administration respond to the
concern that smaller school districts may carry funds over during the five-year life of
the program (to increase the total resources available for a project), effectively
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preventing use of the funds to immediately achieve benefits intended by Proposition
39. Does this concern argue for a minimum grant size for smaller school districts?

7. Accountability. Under the Governor’s proposal, school and community college
districts are required to report project expenditure information to CDE and the
CCCCO, respectively by October 1% of the following fiscal year. The CDE and
CCCCO would then compile these reports and transmit the information to the
Citizens Oversight Board by November 1 of each year for its review and evaluation.
Proposition 39 funding received by school and community college districts would
also be subject to annual financial audits as required under current law.

a. What accountability provisions, including reporting, are included in the LAO
proposal?

8. State Operations — Staffing.

a. Why does the Administration propose staffing resources only for the
Department of Education and not for the community colleges Chancellor’s
Office?

b. Under the LAO alternative, will the California Energy Commission need
additional staffing resources to implement the competitive grant program?

9. State & Local Savings. California’s K-12 system includes 962 districts and 9,895
schools, and it serves 6.2 million students. It has been reported that schools account
for nearly 12 percent of commercial energy consumption, and the 2011 General Fund
expenditures for utility bills at California public schools exceeded $1 billion — more
than was spent on school books and supplies, combined.

a. Has the Administration modeled the potential savings to local school and
community college district budgets under the Governor’s proposal?

b. Under Proposition 98, will local savings from the Governor’s proposal
produce savings for the state?

c. Under the LAO proposal, the state would lose $190 million in General Fund
savings compared to the Governor’s proposal. Could any of these additional
costs be offset by other state savings in the short-term or long-term? For
example, if energy efficiency funding were also provided for the CSU and UC
systems, could these investments result in the need for less funding?

Staff Recommendation. Hold this issue open.
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6870 CALIFORNIA COMMUNITY COLLEGES

Item 1: Elimination of the Community College Fund for Instructional
Improvement

Governor’s Budget Proposal. The January budget proposes budget trailer bill language
to repeal statute authorizing the Community College Fund for Instructional Improvement
and sweep the remaining fund balance of $863,000 to the GF.

Background. The Fund for Instructional Improvement (FII) was established in 1977 to
support alternative educational programs and services within the community colleges,
including, among others, programs addressing special learning needs of educationally
disadvantaged students, bringing visiting scholars to local districts, and instruction
involving internships and experiential learning opportunities. It consists of a revolving
loan program and a competitive grant program. Since its creation, the FIl has made
available a total of $31.6 million in grants and loans to carry out the purposes of the
original legislation. In 2004, due to the state budget constraints, the grant category was
zeroed out; no state funding has been provided since.

The Chancellor’s Office reports that the FIl has not been used in recent years due to the
lack of availability of grant funds. Historically speaking, the grant and loan funds were
used together. Loan funds were used to purchase equipment in conjunction with grant
projects due to a Title 5 prohibition on the use of grant funds to purchase equipment.
Without any grant funds available since 2004, the combination of grant/loan applications
vanished.

The Chancellor’s Office reports that the FIlI contains $800,000 in loan funds and
$200,000 in unexpended previous grant funds.

Staff Comment. The FIl appears to have served its purpose during its operation;
however, it has effectively been suspended since 2004. In the ensuing years, the
conversation has evolved. For instance, there is the work of the Student Success Task
Force to improve student outcomes, which resulted in 22 specific recommendations to be
accomplished through regulatory changes, system-wide administrative policies, local best
practices, and legislation. Additionally, the Legislature has enacted several pieces of
legislation specifying a number of priorities to fund once new resources become
available, such as a common assessment instrument for incoming students, additional
academic counselors to help students identify and make progress toward their educational
goals, and a system for electronic student transcripts to improve campus record-keeping
and efficiencies. As such, staff finds no compelling reason to continue the FFI.

Staff Recommendation. Approve budget trailer bill language to repeal the Community
College Fund for Instructional Improvement and sweep the fund balance of $863,000 to
the GF.

VOTE:
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6870 CALIFORNIA COMMUNITY COLLEGES

Item 2: Budget Protections for Estimates of RDA- and Proposition 30-related
Revenues

Governor’s Budget Proposal. The January budget proposes budget trailer bill language
to ensure that the CCC budget is held harmless and provided with a GF backfill should
revenues related to either Proposition 30 [Education Protection Account (EPA) Funds] or
the dissolution of Redevelopment Agencies (RDA) be less than estimated in 2013-14.
With regard to EPA Funds, the language also applies to 2012-13.

Background. Apportionment funding, which districts use for general purposes, comes
from three main sources: (1) enroliment fee revenues; (2) local property taxes; and (3) the
GF, with local property taxes and the GF accounting for CCC funding under Proposition
98. The enacted budget assumes a specified amount of fees and property taxes that will
be collected and retained by districts that year. The assumption about fee revenue is
based on estimates of the number of students who will pay fees and the number of
students who, because of their financial need, will receive a Board of Governor’s (BOG)
Fee Waiver. Based on these estimates, the enacted budget provides the necessary GF
support to meet the system’s apportionment amount.

Generally speaking, when systemwide fee revenues or local property tax receipts fall
short, the total amount of apportionment funding available to districts that year similarly
falls short. Unlike K-12, there is no automatic mechanism to backfill a community
college shortfall. Therefore, the system must contend with lower total funding that year
unless the Legislature and Governor decide to provide a GF backfill.

The Budget Act of 2012 provided for the first time a partial “backfill” to the CCC budget.
Budget trailer bill language was adopted to ensure that the CCC budget is held harmless
and provided with a GF backfill should offsetting local property taxes available to
districts due to the dissolution of RDAs not materialize in both 2011-12 and 2012-13.

Staff Comment. Given the continued “unwinding” of RDA and resulting uncertainties
about local property tax estimates, providing continued protection to the community
college budget is warranted.

With the passage of Proposition 30, an additional EPA revenue-related uncertainty has
emerged that warrants similar legislative consideration. With regard to timing, it is also
worth noting that Proposition 30 created a cash flow problem in 2012-13 due to the fact
that funds will not be transferred until June 2013, so districts will have to “front” cash to
operate their programs. In 2013-14 (and future years), EPA funding will be provided on
a quarterly basis, which is only a minor change to cash flow (districts currently receive
most of their state funding through smooth monthly payments).

Staff Recommendation. Approve placeholder budget trailer bill language to provide a
backfill of EPA Funds in both 2012-13 and 2013-14, and of RDA revenues in 2013-14.

VOTE:
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6870 CALIFORNIA COMMUNITY COLLEGES

Item 3: Multi-Year Budget Plan — Base Apportionment Increases and
Performance Expectations

Governor’s Budget Proposal. Under the January budget, the CCC would receive a
$197 million increase in base apportionment funding, with the allocation methodology to
be determined by the BOG. This is roughly a five percent increase over 2012-13; the
CCC budget is expected to then grow significantly over the subsequent three years of the
four year multi-year budget plan. This funding is linked to an expectation that the CCC
will improve their performance in the following four areas:

v" Increased graduation and completion rates;

v" Increased CCC transfer students enrolled at UC and CSU;
v Decreased time-to-degree; and

v" Increased credit and basic skills course completion.

Details regarding what the system of performance expectations for the four identified
priorities would look like, including how to evaluate performance towards achieving
goals, remain outstanding. The Administration’s current focus is UC and CSU; however,
the overall intent is to have the performance improvements also apply to the CCC. At the
time of the writing of this agenda, the Administration is still developing its proposal for
UC and CSU and indicates that further information will be forthcoming at a future date.

Background. Multi-year “funding agreements,” or “compacts” as they have been
previously called, are not a new idea. Similar agreements between prior administrations
and UC and CSU generally took the form of uncodified agreements between the
Governor and the university systems. The Legislature was not a party to those earlier
agreements. However, in the case of the CCC, a funding agreement is a new idea, as
prior agreements did not include the CCC.

The state provides two primary types of funding to the CCC system: (1) apportionments,
which are intended to fund basic operating costs (such as employee compensation,
utilities, and supplies); and (2) categorical programs, which collectively support a wide
range of supplemental activities that the state views as critical statewide priorities,
including child care, support services for underprepared students, and financial aid
advising, among others. The January budget proposes approximately $5.68 billion in
apportionment funding and $408 million in categorical funding for the CCC in 2013-14.

The per full-time equivalent student (FTES) rates have been frozen since 2007-08, the
last year a cost-of-living adjustment (COLA) was provided. The current rates are as
follows: (1) $4,565 for credit FTES; (2) $3,232 for enhanced non-credit FTES, also
known as Career Development and College Preparation; and (3) $2,745 for non-credit
FTES. The January budget proposes a K-12 COLA of 1.65 percent. If applied to the
community colleges, a 1.65 percent COLA would translate to $91 million of the $179
million base apportionment increase.
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Item 3: Multi-Year Budget Plan — Base Apportionment Increases and
Performance Expectations, Continued

The Budget Act of 2009 reduced ongoing Proposition 98 GF support for categorical
programs by $263 million (about 37 percent). To help districts better accommodate the
reduction, the Budget Act of 2009 combined over half of CCC categorical programs into
a “flex” item. Through 2014-15, districts are permitted to use funds from categorical
programs in the flex item for any categorical purpose. By contrast, funding for
categorical programs that are excluded from the flex item must continue to be spent on
specific associated statutory and regulatory requirements.

LAO Comments/Recommendations. It is unclear whether the Governor’s approach
would ensure that the state’s highest CCC priorities would be addressed. For instance,
the Legislature has enacted several pieces of legislation specifying a number of priorities
to fund once new resources become available, such as a common assessment instrument
for incoming students, additional academic counselors, and a system for electronic
student transcripts to improve campus record-keeping and efficiencies. In addition, the
state has a number of outstanding CCC-related liabilities, including over $300 million
that is owed for past mandate claims.

If more funding is provided than needed to meet existing funding obligations, the
Legislature should link the additional funding with an expectation that the community
college develop and implement strategies to improve legislatively specified student
outcomes and meet identified cost-containment goals. Broad consensus already exists on
some key outcome goals, including improving student persistence, transfer, and
graduation; reducing costs; and maintaining quality. Moreover, the Legislature last year
passed legislation (SB 721) outlining a process that would enable the state to measure
progress and promote improvement in these areas through budget and policy decisions.
Building on this foundation, the Governor and Legislature could establish specific
improvement targets and a system for reporting on the segments’ performance relative to
these targets.

The Governor also proposes to continue to fund CCC districts based on enrollment
(though he proposes to change the way enrollment is calculated, as discussed in Item 6).
Despite keeping CCC base funding linked with enrollment, the Governor does not require
the CCC to serve additional students in 2013-14 with the proposed base augmentation.
The Legislature should establish enrollment targets for the CCC to ensure that student
outcome improvements do not come at the expense of existing student access. These
performance and enrollment targets would send a clear signal regarding the state’s
priorities and expectations.

Staff Comment. Unlike other state funds in the CCC budget, the January budget would
allow the BOG to make its own decision about how the base apportionment increase
would be distributed and for what purpose. This is a broad departure from past practice,
whereby the Legislature made the decision in the annual budget act; i.e., any increase in
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Item 3: Multi-Year Budget Plan — Base Apportionment Increases and
Performance Expectations, Continued

base funding was provided for a specific purpose, such as for growth (unfunded FTES) or
a COLA (increase in the per FTES amount).

With regard to the performance expectations, SB 195 (Liu) is the most recent iteration of
this effort described by the LAO to create greater accountability for higher education. It
is a positive development that the Governor is focusing on higher education, looking to
improve outcomes, and identifying priorities such as reduced time-to-degree and
increased graduations. However, without any specifics in the budget, or a linkage to a
defined framework of broader policy goals developed in partnership with the Legislature
and a system for reporting on the segments’ performance relative to those targets housed
in statute, the Governor’s multi-year budget plan is incomplete.

Subcommittee Questions. Based on the above comments, the Subcommittee may wish
to ask the following questions of DOF and the Chancellor’s Office:

1. DOF, what is the timeframe for when the Legislature will receive details about the
“system of performance expectations” for the four identified priorities included in
the January budget?

2. DOF, how does the Administration’s approach ensure that the state’s highest
priorities for the CCC would be addressed?

3. Is the Chancellor’s Office developing a proposal for the expenditure of the
increase in base apportionment funding?

a. What are the potential components of such a plan beyond generalities
about a balanced plan to restore access, fund growth, and improve student
success?

Staff Recommendation. Hold this item open pending receipt of the May Revision,
further information from the Administration about the system of performance
expectations, and further consideration of SB 195.
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Item 4: Buydown of Existing Deferrals

Governor’s Budget Proposal. The January budget proposes $179 million to buy down
existing deferrals. This would lower total system deferrals to $622 million; the remaining
deferred funding would be paid down by the 2016-17 fiscal year. The level of deferral
“buy down” is consistent with, and proportional to, the payment of deferred funding in K-
12 education; e.g., roughly a 50-50 split of new funding versus deferral buydown.

Background. The state currently has four large outstanding one-time obligations relating
to schools and community colleges. The largest outstanding obligation involves deferred
payments. The state also has a large backlog of unpaid mandate claims. The other two
obligations, for the Emergency Repair Program (K-12 only) and Quality Education
Investment Act (QEIA) (K-14), are connected with lawsuits.

The state relied heavily on deferrals during difficult fiscal times. The first Proposition 98
deferrals were adopted in 2001-02, when $1.1 billion in K-12 payments were deferred
from late June 2002 to early July 2002. This delay, while only a few weeks, allowed the
state to achieve one-time savings by reducing Proposition 98 GF spending in 2001-02.
Schools continued to operate a larger program using cash reserves. In 2008-09, facing an
even larger budgetary shortfall, the state delayed $3.2 billion in Proposition 98 payments
to achieve one-time GF savings. The state adopted additional deferrals in each of the
next three years. By 2011-12, a total of $10.4 billion in annual Proposition 98 payments
were paid late (roughly 21 percent of total Proposition 98 support).

The Budget Act of 2012 began reducing the amount of deferred payments by providing
$2.2 billion to pay down Proposition 98 deferrals, with $2.1 billion of that amount for K-
12 schools and $159 million for community colleges.

LAO Comment. Over the next several years, as state GF revenue growth results in
additional Proposition 98 resources, the Legislature will want to weigh the trade-offs
between building up ongoing base support and retiring outstanding one-time obligations.
Although no one right mix of spending exists, the Governor’s generally balanced
approach is reasonable. Using such an approach would allow the state to retire most
school and CCC obligations by 2016-17, prior to the expiration of Proposition 30’s
personal income tax increases, while also dedicating a substantial portion of Proposition
98 funding for ongoing programs.

Staff Comment. From a fiscal and policy standpoint, it is prudent to reduce these inter-
year deferrals, as they remain outstanding obligations on the state’s books. Deferrals also
come with borrowing costs for districts, in order to address cash flow concerns caused by
the delayed state payments.

Staff Recommendation. Hold this item open pending receipt of the May Revision.
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Item 5: Expanding the Availability of Courses Through Use of Technology

Background. The Chancellor’s Office reports that currently roughly ten percent of all
courses systemwide are delivered via distance education (DE). While there is still vast
untapped potential in this educational model, the Chancellor’s Office notes that future
growth has been limited for the following reasons: (1) distance education requires a large,
up-front technology investment by a local campus and community colleges are also
unable to support 24/7 technical support to these local enterprises; (2) insufficient student
support systems exist to ensure success in the online environment; (3) instructional
design is often not at a level to deliver information in a clear and engaging manner; (4)
there is not a single, uniform DE experience in the California Community College
system; and (5) there is not a single source of all available online courses or programs
and students must “shop” all 112 campuses individually to find them.

Similar to UC and CSU, the CCC does not currently have a seamless efficient process
available to students for cross campus enrollment in distance education courses.
Currently CCC students who identify a course of interest at another college in the system
have to apply for admission at that college, receive a new student identification number
and password, and register for the class. Students also are responsible for transferring
credits earned from the course back to the home campus.

Governor’s Budget Proposal. To expand the number of courses available to
matriculated CCC students through the use of technology, the January budget provides a
separate augmentation of $16.9 million Proposition 98 GF which is earmarked in the
budget bill. A required expenditure plan that was developed by the Chancellor’s Office
and approved by the Administration was submitted to the subcommittee on March 26,
2013. Figure 1 below summarizes the CCC Online Initiative expenditure plan, followed
by narrative descriptions of each component.

Figure 1: California Community College Online Initiative

Subcomponents of Plan One-Time Ongoing Annual
Expenditures Expenditures

2013-14 | 2014-15 and Beyond

Common Learning Management System $12,900,000 $7,250,000
Centralized 24/7 Support 500,000 500,000
Course Development Activities 1,000,000 750,000
Credit by Exam Enterprise 1,000,000 500,000
Professional Development Activities 1,000,000 5,000,000
California Virtual Campus Portal 500,000 500,000
Total $16,900,000 $10,000,000

Common Learning Management System (LMS). Currently each institution individually
selects and operates course management systems, duplicating administrative and support
costs, foregoing possible economies of scale for purchasing, and creating a very non-
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Item 5: Expanding the Availability of Courses Through Use of Technology,
Continued

uniform student experience. This component seeks to bid out for the purchase and
maintenance of a single LMS to service the entire system, thus dramatically reducing
local costs and support burden, providing for a higher-quality learning management
system environment that is customized specifically for the CCC using criteria developed
by CCC faculty, all while providing a common learning “look and feel” for all students
statewide. ldeally this system would be flexible enough to offer MOOCSs (massive open
online courses), traditional online, and on campus hybrid courses.

Centralized 24/7 Support. In support of the common LMS, a centralized technology
support function/call center will be operated 24/7/365. Currently, CCC campuses have
little ability to handle this level of support for distance education, which negatively
impacts student retention.

Course Development Activities. This component will focus on SB 1440 (Chapter 428;
2010) transfer degree courses/programs and expanding Basic Skills course availability.

e With regard to SB 1440, an inventory of SB 1440 courses will be developed,
including the option to complete a SB 1440 degree fully online. The courses will
be offered by a consortium of existing CCC campuses, with students statewide
being able to supplant their schedules in this delivery mode.

e With regard to Basic Skills, high-quality courses focused on Math and English
remediation will be developed and made available for students in an online
environment. More than 70 percent of students entering the community colleges
are unprepared for college level work; an estimated 650,000 students took night
courses at the community colleges demonstrating the need for flexibility in course
scheduling. Distance education offers one possible option for creating the
scheduling flexibility needed by the community college student.

Credit by Exam Enterprise. Campuses already have the option of allowing students to
challenge a course based on prior learning experience. Under this component, an
expanded credit by exam enterprise would be developed to allow California students to
test for many common courses needed for degree attainment (including many core SB
1440 courses) and submit information from a variety of sources to be evaluated for
college credit. This credit would be transcriptable to all community colleges, CSU, UC,
and, in most cases, also accepted at private institutions throughout the state.

Professional Development Activities. This component will focus on expansion of a single
distance education portal and further integration of existing education technology
infrastructure. With regard to the portal, this component would establish an integrated
course design and staff development function that any faculty member statewide can
utilize to create engaging and effective courseware. This will also help ensure a standard
of quality across the system for the students in distance education courses delivered in
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Item 5: Expanding the Availability of Courses Through Use of Technology,
Continued

this consortium. Further integration into existing technology infrastructure will result in
the creation of two new categories of Online Teaching Certifications that will be
available to ensure that faculty are prepared to operate effectively in the distance
education environment.

California Virtual Campus Portal. This component will create a robust course catalog
encompassing all campuses under a single distance education umbrella/portal. Using the
existing California Virtual Campus domain (www.cvc.edu), the Chancellor’s Office
would build out a “gateway” portal where all students can access these courses, while
allowing all campuses to leverage the centralized resources at www.cvc.edu for their own
local distance education enterprises. This component will also result in the coordination
of existing distance education services in support of the initiative.

Staff Comment. If the investment bears fruit as the Administration envisions, the net
result will be increased productivity and lower cost per degree for students and the state,
as well as increased access for other students. Unlike the subcommittee’s consideration
of the Governor’s online education proposals for UC and CSU, the CCC online initiative
expenditure plan is both comprehensive and detailed.

However, given the relatively recent date of submittal of the plan to the Legislature,
subcommittee staff and the LAO have not had sufficient time for analysis. For instance,
while the LAO has previously expressed support for a LMS, the LAO has recommended
against providing a funding augmentation because the Chancellor’s Office has estimated
that colleges could save roughly $100,000 each per year if they were to leverage
economies of scale this way. Yet the plan before the subcommittee would allocate 75
percent of the total funding available in 2013-14 for this purpose.

The LAO has also raised a number of questions for the Chancellor’s Office about the
plan. These questions include: (1) why the one-time costs of the LMS are higher in year
one as compared to the out-years; (2) if the 24/7 support includes such activities as
tutoring, how this can be accomplished with only $500,000 in funding; and (3) detail of
any plan to roll out the common assessment mentioned in the plan summary but is not
included in the detailed component descriptions. Staff also notes that the January Budget
Summary stated that the Governor’s proposal would result in increased ““student access to
250 new courses delivered through technology,” yet that target is not specifically defined
in the plan.

Given these outstanding questions, the subcommittee may wish to consider delaying
action on this item until such time as a full analysis has been completed and all
outstanding questions answered.

Staff Recommendation. Hold this item open, including the budget bill provisional
language earmarking the funding, to allow time for further analysis of the expenditure
plan.

Senate Budget & Fiscal Review Committee Page 10




Subcommittee No. 1 April 11, 2013

6870 CALIFORNIA COMMUNITY COLLEGES

Item 6: Changes to Census Accounting Practices

Governor’s Budget Proposal. The January budget proposes trailer bill language to
institute a five-year phase-in of funding apportionments on completion rather than on
census date enrollment. The BOG will determine how to phase in the change and
requires that by 2017-18, 100 percent of FTES will be computed based on the number of
students enrolled at the end of the term. Any enrollment monies that districts “lose” due
to this policy change would be transferred to district categorical programs that fund
student support services. After an unspecified number of years (to be determined by the
BOG), funds would be redirected away from districts that fail to increase completion
rates over a reasonable time period.

Background. Currently, the annual budget drives statutory formulas and calculations
which result in enrollment targets for each of the state’s 72 community college districts.
The amount of apportionment funding received by each district depends on the number of
students it enrolls, up to (but generally not beyond) that enrollment target. The “census
date” currently is in the third or fourth week of each semester. Although not specifically
included in the annual budget act, an overall enrollment target for the entire system is
calculated by DOF.

LAO Recommendation. The Legislature should reject the Governor’s proposal to
change the census date. The Legislature could achieve the overarching objective of
improving college and student outcomes by developing a more robust funding model that
balances student access (enrollment) with student success (as measured by specific
performance indicators). In effect, a disconnect exists today between the state’s message
to CCC and its funding mechanism which values both access and achievement but only
get compensated for successfully providing access.

Staff Comment. This proposal is intended to apportion funding by focusing on
completion at the end of the term, thereby incentivizing districts to focus on outcomes.
While the Governor raises a fair point about the benefit of moving to a funding model
that is more outcome-oriented, legitimate concerns can be raised about unintended
consequences in the classroom, such as grade inflation or reductions in course rigor. The
LAO has also noted that by redirecting any “lost” funds to a district’s categorical
program, the budget presupposes that students do not complete their coursework because
of inadequate support services. This may be a contributing factor, but it ignores the many
other factors that could be at play such as a poorly designed or taught course. The LAO
has suggested the Legislature consider changes to the funding model that would place
greater emphasis on more meaningful outcomes, such as rewarding colleges for student
learning gains and program completions (such as obtaining a degree or skills certificate)
rather than course completion.

Given that the Student Success Task Force (SSTF) considered and rejected a similar
proposal, the Subcommittee should consider the interaction of this proposal with the
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Item 6: Changes to Census Accounting Practices, Continued

work of the SSTF which is already underway and could accomplish the same goal. For
instance, the SSTF’s approach was to encourage student success and completion through
a number of cross-cutting initiatives. There are initiatives that provide incentives for
students to complete courses and other initiatives that encourage colleges to support
students in those efforts. These initiatives include more counseling and educational
planning, enrollment prioritization, enhancement of professional development and course
scheduling to align course offerings with educational planning. Additionally, the SSTF
recommended a student success scorecard, which was released on April 9, 2013, so that
communities can better assess the performance of colleges in meeting key success goals.

Staff Recommendation. Reject the budget trailer bill language; continue to support
implementation of the recommendations of the Student Success Task Force.

VOTE:
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Item 7: Unit Cap on State-Subsidized Courses

Governor’s Budget Proposal. The January budget proposes budget trailer bill language
to cap the number of units the state would subsidize per student at the CCC, as follows:

v/ Starting in 2013-14, CCC students will be limited to 90 state-subsidized semester
credit units (150 percent of the standard required to earn an associate’s degree or
credits for transfer).

v The following course units are specifically excluded from counting against the
cap: (1) remedial courses; (2) advanced placement or international baccalaureate
units that were obtained while in high school or another secondary school
program; and (3) dual enrollment, college-level units obtained by the student prior
to receiving a high school diploma.

v' The BOG is required to adopt guidelines and criteria for granting waivers on a
case-by-case basis to students who exceed the allowed cap “due to factors beyond
their control.”

v' Any student granted a waiver will continue to pay state-supported systemwide
tuition and fees, however districts would be ineligible to receive state
apportionments for those classes. Students above the cap and not granted a
waiver will be required to pay nonresident tuition.

v The unit cap applies to all students, including those attending and enrolled prior to
2013-14.

The Administration does not budget any savings from this proposal.

Background. In 2010-11 (the most recent data available), roughly 84,000 CCC students,
representing roughly four percent of total enrollment, had earned 90 units or more.

In recent years, the BOG has adopted several regulations intended to reduce excess
course-taking by students. In July 2011, the BOG approved a regulation that limits the
number of times CCC are eligible to receive state support for students who fail to pass a
course (or enroll but then drop the course). In July 2012, the BOG adopted regulations
that prohibit districts from receiving state support for student re-enrollments in certain
“activity” courses (such as physical education). The BOG also has adopted a regulation
that establishes a systemwide enrollment policy. Under the new regulation, which goes
into effect in fall 2014, community colleges are no longer permitted to give enrollment
priority to students who have accumulated 100 or more degree-applicable CCC units.

SB 1440 (2010) improved the efficiency of transfer from CCC to CSU by requiring CCC
to create two-year (60 unit) degrees (known as “associate degrees for transfer”) that are
fully transferrable to CSU. A student who earns such a degree is automatically eligible to
transfer to the CSU system as an upper—division (junior) student in a bachelor’s degree
program. Though these students are not guaranteed admission to a particular CSU
campus or into a particular degree program, SB 1440 gives them priority admission to a
CSU program that is “similar” to the student’s CCC major or area of emphasis, as
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determined by the CSU campus to which the student is admitted. Once admitted, SB
1440 students need only to complete two additional years (60 units) of coursework to
earn a bachelor’s degree. By guaranteeing full credit for courses taken at the CCC and
limiting the number of additional units students may be required to complete, SB 1440
also reduces excess unit-taking.

LAO Recommendation. Because it creates positive incentives for students and
motivates institutions to improve the efficiency of their academic programs, the
Legislature should adopt a cap on the number of state-subsidized units students can
accrue with the following specific provisions: (1) exclude from the cap units earned
through other agencies, by internal evaluation, and for unsubsidized courses as long as
they do not contribute to FTE student counts; (2) prohibit students from being allowed
additional state-subsidized units for double majors; (3) cap the number of failed and
dropped courses the state subsidizes; (4) provide additional guidance regarding waivers
to avoid an excessive number of appeals; and (5) delay implementation until 2015-16 to
provide adequate notice to students and permit the segments to develop systems to
identify and monitor excess units as students enroll.

Staff Comment. The cap is intended to create an incentive for students to shorten their
time-to-degree, reduce costs for the state, and increase access for other students. Thisis a
worthwhile goal, but ignores some of the realities of the current situation, including the
severe capacity issues brought on by state level budgetary reductions. Students should be
able to take appropriate courses and earn degrees in a timely fashion, but there needs to
be shared responsibility for doing so. For instance, campuses would need to enhance
academic advising and ensure availability of required courses. Yet, the Governor’s
proposal contains no requirements or expectations of the CCC for any of these student
services, but does create a hard penalty for students. It also changes the rules of the game
midcourse for all students currently enrolled, which raises a question of fairness.

The Chancellor’s Office has also not carried out a systematic analysis to determine to
what extent “factors beyond a student’s control” have contributed to high numbers of
units taken by some students. Given this, it is highly questionable that the BOG could
adopt the guidelines and criteria for granting waivers on a case-by-case basis by the start
of the upcoming fall term as proposed by the Governor.

This proposal also intersects with the work of the Student Success Task Force, including
the recently adopted enrollment priorities and the maximum unit BOG fee waiver cap.
Both of these policy changes address the Administration’s core concern that students may
not have sufficient incentive to complete their program in an efficient manner; i.e., these
students may take more courses than necessary, creating a bottleneck at the college.

Staff Recommendation. Reject the budget trailer bill language; continue to support
implementation of the recommendations of the Student Success Task Force.

VOTE:
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Item 8: Community College Financial Aid Program Changes

Governor’s Budget Proposal. The January budget proposes trailer bill language to
implement two changes to CCC financial aid programs, as follows:

v Require all students seeking financial aid, including BOG Fee Waivers, to fill out
a Free Application for Federal Student Aid (FAFSA) form; and

v Require campuses to take both student and parent income into account when
determining certain students’ eligibility for a BOG fee waiver.

Background. The BOG Fee Waiver program waives enrollment fees for CCC students
who demonstrate financial need. The cost of the program, which is covered by
Proposition 98 GF monies, has grown rapidly in recent years with waiver costs projected
to total $782.6 million in 2012-13. Under current law and regulation, there are three
means of eligibility: (1) Part A, if students or their parents receive cash assistance from
other need-based programs (such as CalWORKS); (2) Part B, if a student’s or his/her
family adjusted gross income is at or below 150 percent of the federal poverty level; and
(3) Part C, if students have any financial need (cost of attendance exceeds their federally
determined family contribution by $1,104 or more; $1,104 is the amount of annual fees
charged to a full-time student taking 24 units).

Students can apply for a fee waiver by completing: (1) the FAFSA or (2) for Part A and B
waivers, the BOG Fee Waiver application. Verification policies differ by which type of
fee waiver is sought. For instance, under Part A, appropriate documentation includes
copies of a student’s benefits check. Under Part B, Chancellor’s Office guidelines give
districts flexibility to determine what “documentation” means; acceptable methods
include verifying tax records or “self-certification,” whereby students are taken at their
word about their or their family’s income level. All students signing the BOG Fee
Waiver application form, as well as the FAFSA, do so under penalty of perjury.

The Chancellor’s Office indicates that 80 percent of students currently receiving aid filled
out a FAFSA. The remaining 20 percent received a fee waiver through the BOG Fee
Waiver application because their income was below the federal poverty guidelines or
they received public assistance; included in that 20 percent are also students who are not
eligible for federal financial aid and therefore would not fill out a FAFSA.

In determining dependent students’ eligibility for a Part B waiver, current Chancellor’s
Office guidelines require campuses to consider only the parents’ income. This deviates
from federal financial aid policies for dependent students, which includes both the
parents’ and students’ income for purposes of determining financial need.

Anecdotal information gathered by the Chancellor’s Office suggests that at least ten
percent of fee waiver recipients who qualify under the state’s current definition of
independent but will not be able to meet the federal criteria and will therefore lose BOG
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Fee Waiver eligibility. In some cases, loss of eligibility will result from parental income
being too high for the student to qualify, but in more cases the loss will occur because
parents are unwilling to provide the information or students are unable or unwilling to ask
parents who may not have provided any housing or support since the student turned 18.
Further, the Chancellor’s Office reports that Extended Opportunity Programs and
Services (EOPS) offices rely on the classification of a student as either a Part A or Part B
fee waiver recipient. Requiring parental income for calculation of eligibility for the fee
waiver would result in an unknown number of students who would lose EOPS eligibility
for the reasons listed above.

LAO Recommendation. The Legislature should approve the Governor’s proposals
related to the FAFSA and to require the community colleges to count dependent students’
income for purposes of determining eligibility for a BOG fee waiver.

Staff Comment. In recent years there has been a number of policy bills introduced
pertaining to CCC financial aid programs. With regard to the FAFSA, these bills were
intended to address the same goal the Governor identifies for his budget proposal —
namely, to ensure that all financially needy students gain access to the full spectrum of
allowable federal and state aid. However, the bills differ in that they did not require
completion of a FAFSA but rather authorized the use a FAFSA, or they proposed
carefully designed pilot projects in support of the general goal. These bills have been
vetoed. The last iteration was AB 91 (2011), which was vetoed by Governor Brown
because the proposed pilot project was “a matter that each community college can handle
on its own.”

Examining the two budget proposals within the context of the recent legislation, it
appears that while there are differences in approach, all efforts intend to address the same
goal. One of the benefits of the pilot project is it would provide some analysis of the
roughly 20 percent of students who do not currently fill out a FAFSA. Given this, and
the fact a pilot project bill has been reintroduced (AB 606), it would appear the
appropriate venue for these proposals is the policy process. Such a venue would allow
for all considerations about changes in financial aid policy to be fully vetted. For
instance, the Chancellor’s Office reports that central to its outreach and in-reach
messaging over the last ten years has been a focus on the FAFSA and the alternative
BOG Fee Waiver form. To change that approach without any lead or preparation time,
such as late as July after passage of the budget, would likely result in the potential for
significant delays and misunderstanding for students both in school and those attempting
to get into school.

Staff Recommendation. Reject the budget trailer bill language.

VOTE:

Senate Budget & Fiscal Review Committee Page 16



Subcommittee No. 1 April 11, 2013

6870 CALIFORNIA COMMUNITY COLLEGES

Item 9: Economic and Workforce Development Program Expenditure Plan

Governor’s Budget Proposal. The January budget proposes placeholder budget bill
provisional language conditioning expenditure of $22.9 million in Economic and
Workforce Development (EWD) program funds until the Chancellor’s Office submits, by
July 1, 2013, a proposed expenditure plan to DOF for approval.

Background. The EWD Program was codified in statute in 1991. This action
formalized earlier efforts, dating from 1986, to coordinate statewide technical training
and programs for small business and economic development. In 1996, economic
development became part of the statutory mission of the CCC. EWD funds are issued
through a competitive grant process. Some grants support a rapid response to industry
needs, whereas others build longer-term capacity in the field to work with employers.
The impact of the EWD funding in 2011-12 included: 929 people received jobs; 9,475
jobs retained; 2,388 businesses served; 7,409 industry certifications; 710 internships; and
77 apprenticeships.

Chapter 361 (Statutes of 2012) reauthorized the EWD program, for the period beginning
January 1, 2013, through to January 1, 2018, and otherwise recast and revised the
program. The revised program is intended to improve the functions of the EWD program
in three primary ways: (1) making the program more nimble and better able to respond to
changing economic conditions; (2) making the program more accountable for
investments and performance by strengthening the evaluation framework for EWD grants
and programs; and (3) encouraging better integration and communication of EWD
programs with Career Technical Education (CTE) programs.

Staff Comment. The EWD program is a well-regarded program and the revisions
contained in Chapter 361 will serve to further improve the program. Due to the timing
and effective date of Chapter 361, it was not possible for the January budget to contain
revised budget bill language providing for aligned EWD expenditures. However, the
placeholder language is unacceptable because it precludes the Legislature from having
any input in the expenditure plan. The Chancellor’s Office has indicated that it plans to
work with DOF to draft budget language for the EWD program in accordance with
Chapter 361. At the writing of this agenda, the timeline for receipt of that language is
uncertain.

Subcommittee Question. The key question before the subcommittee is what is the
timeline for the Chancellor’s Office to finalize the EWD program expenditure plan; i.e.,
when can the Legislature expect receipt of the expenditure plan?

Staff Recommendation. Hold this item open, including expenditure of the $22.9 million
in EWD funds, pending receipt of an expenditure plan.
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Item 10: Enrollment Prioritization for Students Receiving CalWORKSs

Budget Issue. The Budget Act of 2012 made significant changes to CalWORKSs welfare-
to-work rules, including the creation of a 24-month time limit with more flexible welfare-
to-work activities, including education, before it has been reached and stricter
requirements afterward (up to 48 total months).

On March 21, 2013, Subcommittee No. 3 reviewed the implementation of these changes,
focusing on whether the new flexibilities could be undermined if students receiving
CalWORKSs cannot access necessary CCC classes during the narrower 24-month time
limit. Subcommittee No. 3 acted to coordinate with this subcommittee to determine if a
statutory change to ensure priority enroliment for CCC students receiving CalWORKSs is
appropriate.

Background. In 2012, the BOG adopted enrollment priority regulations which are
required to be fully implemented by fall 2014. Under the regulations, veterans, active
duty military, and current and former foster youth are in the first level, consistent with
current law. The second level of priority registration is for Extended Opportunity
Programs and Services (EOPS) and Disabled Students Programs and Services (DSPS)
students. The third level is continuing students not on academic probation and first time
students. In all cases, a student has to complete orientation and assessment, and develop
a student education plan, to receive priority for enrollment. The regulations allow
districts the discretion to collapse the first two levels if the statutorily protected groups
are not disadvantaged in the process and a district determines it has the capacity to do so.

Based on 2010-11 enrollment (the most recent year available), approximately 11,000
students receiving CalWORKSs already have priority for enrollment because they also
participate in the EOPS or DSPS programs. Another 29,000 (or one percent of students)
do not currently benefit from priority for enrollment. It would be this universe of
students that would be served by providing priority for enrollment standing similar to that
provided for EOPS and DSPS students.

Staff Comment. The Chancellor’s Office raises a general concern about precedent and
whether other groups facing time constraints, such as student athletes, would also request
to be added to the enrollment priorities. Staff also notes that if “priority” is granted too
widely it effectively results in no prioritization. However, Subcommittee No. 3’s concern
here is legitimate; namely, the flexibilities with respect to educational opportunities
become a hollow opportunity if students receiving CalWORKS cannot access community
college classes during the new and narrower 24-month time clock. In this vein, making
this statutory change could be viewed as a technical and conforming change to the
broader changes made to the CalWORKSs program in the Budget Act of 2012.

Staff Recommendation. Hold this item open pending further discussions with
Subcommittee No. 3 and the Administration.
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6870 CALIFORNIA COMMUNITY COLLEGES

Item 11: Community Colleges Degree Offerings

Background.  Existing law establishes the Master Plan for Higher Education,
differentiating the functions of the public postsecondary segments. With a wide range of
educational offerings, the community colleges provide workforce training, basic courses
in English and math, certificate and degree programs, and preparation for transfer to four-
year institutions. The community colleges, however, do not offer four-year degree
programs or instruction beyond the second year of college.

Other States. In December 2012, Michigan granted its community colleges the legal
authority to confer baccalaureate degrees, becoming the 21st state to do so. That figure
has jumped from 11 states just eight years ago.

According to a 2010 report from the American Association of State Colleges and
Universities (AASCU), community colleges typically add baccalaureate programs in
locations where nearby four-year colleges either do not exist or cannot meet demand.
The AASCU’s research found 465 baccalaureate programs at community colleges around
the country. Given the recent action in Michigan, it is likely that number has increased
since the report was published in 2010. AASCU also found that a smattering of
community colleges have fully transformed into four-year institutions, including the
University of Arkansas at Fort Smith, Utah Valley University, and West Virginia
University at Parkersburg.

Another analysis of states with community college baccalaureate degree programs found
the primary reasons for offering these programs are to address workforce needs, respond
to economic pressures from employers, increase access to populations underserved by
traditional baccalaureate degree-granting institutions, and maintain college affordability.

Existing Partnerships.  Authorized in 2005, the CCC Baccalaureate Partnership
Program (Program) was established for the purpose of offering baccalaureate degree
programs on participating CCC campuses. The Program authorizes the Chancellor's
Office to award annually two grants, not to exceed $50,000 each, to a collaborative,
consisting of at least one CCC and at least one baccalaureate-degree granting institution,
formed for the purpose of offering a baccalaureate degree program at participating CCC.
Current examples of these partnerships include: (1) Cafiada College partners with SFSU
and CSU East Bay to provide bachelor's degrees at the University Center located on the
Cafiada College campus in Child and Adolescent Development, Nursing, and Health
Sciences; (2) The city of Stockton receives baccalaureate-level instruction provided by
CSU Stanislaus at an off-campus site in Stockton; and (3) CSU Fullerton maintains a
branch campus in El Toro, serving approximately 1,140 full-time equivalent students
annually.

Staff Comment. Legitimate concerns have been raised about access to four-year degrees
and the price of that education exceedingly slipping out of the grasp of younger
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Item 11: Community Colleges Degree Offerings, Continued

generations. Allowing the CCC to offer baccalaureate degrees could be one way to help
improve retention and graduation rates, while providing otherwise place-bound students
an opportunity to get a high-quality education close to home.

However, allowing the CCC to offer baccalaureate degrees represents a significant
expansion of the CCC mission, with an unknown impact on the ability of CCC to
complete its existing missions. As reported by the Institute for Higher Education
Leadership & Policy, of the 60 percent of CCC students seeking a degree or certificate,
only about one-fourth succeed in transferring to a university and/or earning an associate's
degree or certificate within six years. In recent budget acts, the Legislature has declared
intent that the CCC implement workload reductions (a decrease in funded FTES) in
courses and programs outside of those needed for students to achieve their basic skills,
workforce training, or transfer goals, consistent with the primary missions of the CCC.

This “mission” concern is exacerbated by significant budget reductions since 2007-08,
with the CCC asserting during budget debates that they do not receive adequate funding
for their existing responsibilities and student enrollment levels. This dynamic will begin
to be addressed given the passage of Proposition 30 and projections of increased revenue
to the system over the next several fiscal years. However, the depth and breadth of
reductions to existing programs and enrollment levels raise feasibility questions about the
community colleges expanding into degree offerings beyond the second year of college.

Subcommittee Questions. Based on the above comments, the subcommittee may wish
to ask the following questions of the Chancellor’s Office, LAO, and DOF:

1. To what extent has private post-secondary institutional enrollment increased in
recent years due to the public institutions inability to meet the growing demands
of the job market?

2. This is not a new issue; since at least the early 2000s, there have been bills
introduced to authorize community college districts to offer baccalaureate
degrees. The most recent iterations of this effort have focused on authorization of
a pilot to allow selected districts to offer baccalaureate degrees. Has the
Chancellor’s Office studied the pilot concept or otherwise examined the process
by which such a pilot could be implemented?

3. Is the Chancellor’s Office aware of any studies of CCC capacity to offer
bachelor's degrees?

4. What studies or analysis has been undertaken of the “lessons learned” from grants
provided since 2005 under the CCC Baccalaureate Partnership Program?

a. Has the Chancellor’s Office examined the potential of expanding the
existing CCC Baccalaureate Partnership Program?

Staff Recommendation. This is an informational item.
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6870 CALIFORNIA COMMUNITY COLLEGES

Item 12: Federal Sequestration — Community College Impacts

Background. The federal sequester is automatic, across-the-board, spending reductions
on many federal programs, intended to ensure $1.2 trillion deficit reduction over 10
years. Generally speaking, the reductions are half from defense and half from non-
defense programs. The first set of reductions took effect March 1, 2013, impacting
mostly federal discretionary spending ($71 billion in cuts) and some mandatory programs
(%14 billion in cuts). Certain programs were exempted from the sequester, including
entitlements and Pell grants for college students, among others.

Due to the sequester, all federally-funded education programs (other than Pell grants) are
subject to an automatic across-the-board reduction of roughly 5.3 percent. Students will
also see an increase in the origination fee charged for new federal student loans taken
after July 1, 2013. Additional reductions to education programs (including Pell grants)
will likely occur in Fiscal Years 2014 through 2021 due to stringent “caps” on so-called
discretionary-funded programs, which include all education programs (other than student
loans).

Staff Comment. The full impacts of the March 1 reductions are not yet known.

The Chancellor’s Office currently estimates that Carl D. Perkins/VTEA (vocational
education) funds will be reduced by eight percent in 2013-14 and another seven percent
in 2014-15. Funding for 2012-13 was $124,509,075; funding for 2013-14 is
$113,966,121, a reduction of $10,542,954. This funding level represents the total
allocation to the California Department of Education and the Chancellor’s Office. The
split of the funding between the two entities will be determined in the next couple of
weeks, and each community college will then be notified of their actual award. The split
is based upon an enrollment formula and historically is close to 50/50.

Information on other federal funding will be provided at the hearing if it becomes
available.

Staff Recommendation. This is an informational item.
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Item 4 Deferral Buydown 7
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Item held open, including the budget bill provisional language earmarking the
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‘ ADULT EDUCATION IN CALIFORNIA - GENERAL BACKGROUND

Adult Education’s Primary Purpose. The primary purpose of adult education to
provide persons 18 years and older with the precollegiate-level knowledge and skills they
need to participate in society and the workforce.

The typical types of students served by adult education programs include: (1) immigrants
who want to learn English, obtain citizenship, and receive job training; (2) native English
speakers who are illiterate or only can read and write simple sentences; (3) high school
dropouts who want to earn a diploma for General Educational Development (GED) high
school equivalency certificate to increase their employability or attend college; (4) high
school graduates who seek to earn a college degree but have not yet fully mastered
reading, writing, or math at precollegiate levels; and (5) unemployed persons or unskilled
workers earning low wages who seek short-term vocational training to improve their
economic conditions. Adult education also serves older adults who want stay active
physically and mentally, as well as parents seeking to learn effective techniques for
raising their children.

Providers and Students. According to the Legislative Analyst Office (LAO), more than
400 state-funded entities provide adult education, including 112 community colleges and
about 300 K-12 adult schools. Data is incomplete, but it is estimated that 1.5 million
students (headcount) were served in 2009-10 (latest estimate available). This estimate
translates to about 550,000 full-time equivalent (FTE) students. (Data is incomplete
because state funding for K-12 adult education programs was made flexible in 2008-09
and school districts are no longer required to report data on students served.)

Of the 1.5 million students served by an adult education program, the LAO estimates that
66 percent (most) are served by community colleges (52 percent credit and 14 percent
non-credit) and the remaining 34 percent are served by K-12 adult schools.

System Governance and Coordination. As noted, both K-12 school districts and
community college districts currently provide adult education. Adult education is not a
“core” mission for either system.

For K-12 school districts, the core statutory and constitutional responsibility is for
elementary and secondary education.

For community college districts, the primary mission is to offer academic and vocational
education at the lower division level for both recent high school graduates and those
returning to school. Another primary mission is to advance the state’s economic growth
and global competitiveness through education, training, and services that contribute to
continuous workforce improvement. In addition, current law provides that essential and
important functions include: basic skills instruction, providing English as a second
language, adult noncredit instruction, and support services that help students to succeed at
the postsecondary level. Finally, community colleges are also authorized to provide
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community service courses and programs, so long as their provision is compatible with
an institution’s ability to meet its obligations in its primary missions.

Throughout the adult education program’s history, several legislative clarifications have
been attempted and lawsuits have been filed, yet today adult education remains a
bifurcated responsibility of both K-12 school and community college districts.
Therefore, there is a lack of clarity about governance and coordination of adult education.
As a result, instructional areas overlap in the two segments.

There are ten state-supported and state-authorized instructional areas, which K-12 and
community college districts can both provide: (1) adults with disabilities; (2)
apprenticeship; (3) vocational/career technical education; (4) immigrant education in
citizenship and workforce preparation; (5) elementary and secondary education; (6)
English as a second language; (7) health and safety, including exercise and fitness
classes; (8) home economics; (9) older adults; and (10) parenting. Of these ten areas,
community colleges provide instruction on both a credit and non-credit basis for the
following: (1) adults with disabilities; (2) apprenticeship; (3) vocational education; (4)
elementary and secondary education; (5) English as a second language; and (6) health
and safety.

Figure 2
Adult Education Includes a Wide Array of Instructional Areas

Adult ccc ccc
Instructional Area Schools Noncredit Credit
Adults with disabilities X X X
Apprenticeship X X X
Vocational education® X X X
Immigrant education (citizenship and workforce preparation) X X
Elementary and secondary education X X X
English as a second language X X X
Health and safety® X X X
Home economics X X
Older adults X X
Parenting X X

3 Also referred to in statute as career technical education.
D |ncludes exercise and fitness classes.

Overall Funding Levels and Sources. The LAO estimates that more than $2 billion in
total funding was spent in 2011-12 for adult education programs, of which about $1.7
billion supported community colleges and about $400 million supported K-12 adult
schools. The largest funding sources are state General Fund and local property tax
revenues, which together comprise Proposition 98 funding. In addition, this total also
includes student fees and federal funds.

State Funding for K-12 Adult Education. Historically, K-12 adult schools were funded
based on adult education revenue limits for adult education students in districts
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participating as of a specific date. Current funding allocations largely reflect whether a
district participated in the categorical program in 1979-80 and service levels at that time.

Prior to 2008-09, the state provided funding for adult schools through a categorical
program that provided a uniform per-student funding rate, specifically $2,645 per student
based upon average daily attendance (ADA).

Beginning in 2008-09, state funding levels were reduced and a 15 percent across-the-
board cut was implemented. This cut deepened to 20 percent in 2009-10 and has
remained at that reduced level since then. Also in 2008-09, the state allowed K-12 school
districts to “flex” their adult education funding and use it for any purpose. As a result,
districts were no longer required to report data on whether funds were expended for adult
education, and, if so, how many adults were served.

While actual data is not available, the LAO surveyed K-12 districts and estimated that
only between 40 to 50 percent of the $635 million provided in Proposition 98 adult
education funding in 2011-12 was spent for that purpose. Per the LAO, this equated to
about $400 million in 2011-12.

Under current law, adult schools are authorized to charge fees for most courses, including
English as a second language, citizenship, and vocational education, and other courses
such as health and safety. Fees are not permitted for elementary and secondary
education. Per statute, fees charged by school districts cannot exceed the costs of
providing the course.

State Funding for Community College Adult Education. Within the community
colleges, enrollment funding can be used for both credit and noncredit instruction. The
funding is allocated on a per-student (FTES) basis. In 2012-13, course rates are as
follows:

e Credit rate, regardless if coursework is degree applicable or non-degree
applicable, of $4,565;

e Regular non-credit rate, such as for home economics and programs designed for
older adults, of $2,745; and

e Enhanced non-credit rate, for coursework in career development and college
preparation, of $3,232.

For adult education, credit fees are based upon $46 per unit — the same as for other
community college credit classes. Most community college adult education students are
enrolled in credit courses.

However, the community colleges are not authorized to charge fees for adult education
noncredit courses. Only 14 percent of community college adult education students are
estimated to be enrolled in adult education noncredit courses. These adults are
concentrated in six districts — Los Angeles, Mt. San Antonio, North Orange, Rancho
Santiago, San Diego, and San Francisco.
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Similar to K-12 school districts, community college funding has decreased in recent
years. This has resulted in smaller adult education programs as many districts have
targeted non-credit instruction for a disproportionate share of cuts. Statewide, the
number of non-credit FTES served in 2011-12 was about 30 percent lower compared to
2008-09 levels.

The LAO estimates that in 2011-12 community colleges spent approximately $1.4 billion
in apportionments on adult education coursework — about $1.2 billion for credit
instruction and about $200 million for non-credit instruction.

Federal Funding of Adult Education. The primary source of federal funds is
Workforce Investment Act (WIA) Title Il funds, of which the state received $91 million
in 2011-12. Per the LAO, these funds are utilized to support instruction in adult
elementary education, adult secondary education, and English as a second language. A
total of 169 K-12 adult schools ($59 million), 17 community colleges with non-credit
programs ($13 million), and 38 other providers such as libraries and community-based
organizations ($7 million) received WIA funding. The remaining $12 million in funding
is retained by the California Department of Education (CDE) to administer the program,
as well as to support statewide activities such as professional development.

Per the Budget Act of 2012, and beginning with the 2013-14 grant cycle, CDE was
required to reopen the WIA Title Il grants to new applicants as well as introduce
performance measures that track student transitions from adult education to
postsecondary studies and the workforce. However, CDE recently informed the
Legislature that this change would not occur until the 2014-15 grant cycle. This is due to
CDE’s implementation of the new National Reporting System (NRS) in 2013-14 which
requires classification of student enrollment into one of three categories: (1) GED/high
school graduation; (2) employment; or (3) transition to postsecondary education or
training. CDE indicates that these NRS changes will allow student outcomes to be
reflected more accurately and provide more accountable information on which base the
awarding of the WIA grants in 2014-15. The January budget includes language identical
to that included in the Budget Act of 2012, except that CDE is required to implement the
changes in 2014-15.

In addition to WIA funds, federal Perkins funding also supports vocational programs
offered by K-12 adult schools and community colleges. In 2011-12, K-12 adult schools
and community colleges received $8 million and $55 million in Perkins funds,
respectively.

Adult Education Coursework for K-12 Schools and Community Colleges. The LAO
table on the next page summarizes adult education coursework for K-12 schools and
community colleges in 2009-10 (the latest information available). According to this data,
adult schools in the K-12 system are focused on English as a Second Language (ESL)
and elementary and secondary education programs, such as literacy programs and high
school graduation/diploma programs.
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The community colleges focus most on vocational education, elementary and secondary
education, and health and safety coursework. While K-12 schools provide more than
half, the community colleges also provide a significant portion of ESL coursework.

Figure 4

Adult Education Is Concentrated in Three Instructional Areas
.|

2009-10 Full-Time Equivalent Students (In Thousands)
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8 Totals for adult schools are somewhat understated because not all schools reported enroliment data for 2009-10.
b Based on LAO assessment of which credit vocational courses reflect adult education. Totals include apprenticeship.
ESL = English as a sacond language.

Recent LAO Report Identifies Key Strengths but Many Weaknesses. In its
December 5, 2012, report entitled, “Restructuring California’s Adult Education System,”
the LAO found that the state’s adult education system possesses some key strengths,
including:

v Two large systems with extensive experience working with adult learners
throughout the state;

v A data system that can measure learning gains for at least some students; and

v' An innovative policy that allocates federal funds to providers based on
performance.

However, the LAO review also identified a number of major problems, including:

v Overly broad mission;
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v" Lack of clear delineations between precollegiate (adult education) and collegiate
coursework at the CCC,;

Inconsistent state-level policies;

Widespread lack of coordination among providers; and

Limited student data, which impairs the public’s ability to hold the system
accountable for performance.

AN

The LAO also found that, over the past few years, the role of adult education in
California has become even more clouded, as the Legislature has allowed K-12 school
districts to use Proposition 98 funds that previously have been dedicated to adult
education for any educational purpose.

In conclusion, the LAO found that adult education in California is a complex, confusing,
and incoherent system in need of a comprehensive restructuring. The LAQO’s proposal to
restructure the adult education system is discussed in the next section of the
subcommittee agenda.
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ISSUE 1: GOVERNOR’S ADULT EDUCATION PROPOSAL

Panelists: Department of Finance
Legislative Analyst’s Office
California Community College Chancellor’s Office
California Department of Education

Proposal Summary: The Governor’s budget proposes a number of changes to adult
education in California beginning in 2013-14. Most notably, the Governor proposes to
(1) eliminate the K-12 adult education categorical program and consolidate all associated
annual funding into his new K-12 funding formula; (2) appropriate $300 million in new
Proposition 98 General Fund to create a new adult education program for adult education
within the community colleges; and (3) shift $15.7 million from a K-12 apprenticeship
program to a new community college program.

Governor’s Budget Proposal. The Governor’s January budget proposes an increase of
$315.7 million in Proposition 98 funding to realign adult education from K-12 education
and within the community college system, in order to eliminate the current bifurcated
system and create a more accountable and centralized adult education learning system
within the community colleges. Major components of the Governor’s January budget
proposal are outlined below.

e Folds $635 Million in K-12 Adult Education Categorical Funding into New K-12
Funding Formula. Most notably, the Governor proposes to eliminate school the K-
12 adult education categorical program and consolidate about $635 million in
Proposition 98 General Fund into his new Local Control Funding Formula beginning
in 2013-14. The Governor proposes to eliminate state requirements for K-12 adult
schools, although school districts would be able to continue operating adult schools
using general purpose Proposition 98 funding, federal Workforce Investment Funds,
and fee revenues.

e Provides $300 Million in New Funding for Community College Adult Education
Categorical Program. The Governor proposes an additional $300 million is new
Proposition 98 funding to community colleges to reconstitute the adult education
program within that system beginning in 2013-14.

Funding would be allocated to community colleges using a formula based upon the
total number of students they served in the prior fiscal year. The Governor does not
propose a specific rate of funding and instead allows the Chancellor’s Office to set
the rate.

Community colleges could provide instruction directly to adult learners or contract
with K-12 school district adult schools to provide instruction.

The budget bill contains placeholder language directing the Chancellor’s Office to
develop an adult education expenditure plan for submittal to the Department of
Finance by July 1, 2013.
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The Administration indicates that the adult education funding level will be reassessed
in the future based on program participation and effectiveness. Community colleges
will also be encouraged to leverage the capacity and expertise currently available at
the K-12 adult schools.

e Limits Community College Apportionments to Credit Instruction Only. The
Governor proposes to restrict community college apportionments to “credit”
instruction. The community colleges would retain about $200 million currently
expended for “noncredit” instruction; however, funds would be available only for
credit instruction.

e Focuses Adult Education on Core Instructional Areas: Under the Governor’s
plan, state adult education funding would be narrowed from the ten existing
instructional areas to the following six core instructional areas: (1) vocational
education; (2) English as a second language; (3) elementary and secondary education;
(4) citizenship; (5) apprenticeship; and (6) adults with disabilities.

With this restriction, the Governor would refocus funding away from non-mission
areas and savings reinvested for additional courses in mission areas such as basic
skills and workforce training. If community colleges offer non-mission courses,
students will be required to pay the full cost of instruction.

Under the Governor’s plan, K-12 schools would be authorized to use available state
funding for any adult education program.

e Shifts K-12 Apprenticeship Program to Community Colleges. The Governor also
proposes to shift $15.7 million in Proposition 98 funding for an apprenticeship
program from the K-12 school system to the community colleges. The program
would remain a separate categorical program at the community colleges. The
Governor adds provisional language to the community colleges budget that mirrors
2012-13 budget bill provisional language contained in CDE’s budget item, including
retention of an annual reporting requirement.

LAO Proposal to Restructure the Adult Education System. In its December 5, 2012,
report entitled, “Restructuring California’s Adult Education System,” the LAO
recommended a comprehensive restructuring that retained the comparative advantages
that K-12 adult schools and community colleges currently have in delivering adult
education. Though comparative data on student outcomes are limited, the LAO reported
that research suggests that K-12 adult schools and community colleges perform equally
well at educating adult learners. Therefore, in proposing a restructuring, the LAO built
upon each segment’s strengths while also addressing current problems, as summarized on
the next page.
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Summary of LAO Proposal to Restructure the Adult Education System

Current System

New System Under LAO Proposal

Authorizes ten state-supported instructional
programs that serve various purposes.

Focuses on the six instructional programs
most closely aligned with adult education’s
core mission.

Lacks a clear and consistent distinction
between adult education and collegiate
instruction.

Clearly distinguishes between adult
education and collegiate education.

Applies inconsistent and conflicting
policies regarding faculty qualifications,
fees, and student assessments at adult
schools and community colleges.

Applies a consistent set of policies for
faculty and students at adult schools and
community colleges.

Misses opportunities to create strong
collaborations between adult schools and
community colleges.

Creates a funding mechanism for adult
education that promotes a coordinated
system centered on student access and
success.

Fails to collect key data needed to fully
evaluate the effectiveness of the adult
education system.

Collects some data on student enrollment
and outcomes for both adult schools and
community colleges. Links the respective
data systems.

LAO Recommendations.

The LAO recommends the Legislature take a number of

actions to improve adult education in California. The LAO finds that adult schools and
community colleges each have comparative advantages for delivering adult education.
For that reason, the LAO recommends an alternative approach from the Governor’s that
builds upon the strengths of each provider and creates the foundation for a more focused,
rational, collaborative, responsive, and accountable system.

e Focus on Core Adult Education Mission. The LAO recommends the Legislature
approve the Governor’s proposal for CCC to focus state support on six instructional
areas. The LAO also recommends the Legislature focus on the same six instructional

areas for K-12 adult schools.

e Clearly Delineate Precollegiate and Collegiate Education at CCC. The LAO
recommends the Legislature work with the Administration to develop consistent
delineations of noncredit and credit instruction at the community colleges. To the
extent precollegiate level coursework is shifted from credit to noncredit, districts
would be eligible for less apportionment funding. Per the LAO, the Legislature could
decide to keep CCC funding at the same level, however, which would allow
community colleges to accommodate additional students (either in adult education or

collegiate courses).

e Resolve Inconsistent and Conflicting Adult Education Policies.

To further

achieve consistency of standards for adult schools and community colleges, the LAO
recommends the Legislature and Governor address policy differences concerning:
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v Faculty Qualification Requirements. Specifically, the LAO recommends the
Legislature amend statute so that faculty no longer need a teaching credential to
serve as an instructor at an adult school. By aligning policy for adult schools with
that of the community colleges, instructors could readily teach adult education
courses with both providers.

v' Adult Education Coursework Fees. The LAO recommends the Legislature
consider levying a modest enrollment fee (such as $25 per course) for students in
adult schools and noncredit CCC programs.

v/ Student Placement Tests. The LAO also recommends the Legislature amend
statute to allow CCC faculty to place students into adult education courses based
on assessment results (as faculty at K-12 adult schools currently are permitted to
do) and require that K-12 adult schools use only assessment instruments that have
been evaluated and approved for placement purposes (as community colleges are
required to do).

e Reject Governor’s Categorical Program Proposals. The LAO recommends the
Legislature reject the Governor’s proposals to: (1) eliminate school districts’ adult
education categorical program; (2) create a new $300 million CCC adult education
categorical program; (3) allow the CCC Chancellor’s Office to determine the per-
student rate for funds in the categorical program; and (4) allocate categorical funds to
community colleges on a formula basis.

Instead, the LAO recommends the Legislature:

v’ Restore adult education as a stand—alone categorical program for school districts;

v Provide up to $300 million for the reconstituted program;

v Provide adult schools with the same noncredit funding rate that community
colleges receive; and

v Allocate funds to school districts based on the amount of General Fund monies
they are currently spending on adult education.

e Recommend Allocating Future Resources in Ways That Promote Both Access
and Success. To foster more cooperation among providers and make the adult
education system more responsive to local needs, in future years the LAO
recommends the Legislature: (1) allocate base adult education funds to providers on a
combination of enrollment and performance; (2) make new funding available on a
regional basis based on relative program need; and (3) promote collaboration among
providers by adopting common course numbering for adult education.

e Reject Transfer of Apprenticeship Funds to CCC. The LAO recommends the
Legislature reject the Governor’s proposal to shift funds from school districts’
apprenticeship categorical program to a new categorical program within CCC’s
budget. Instead, the LAO recommends that school districts’ apprenticeship
categorical funds be shifted to and consolidated within the reconstituted adult
education categorical program (resulting in a total of $315.7 million in funding for the
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categorical program). This would give school districts more flexibility to determine
the appropriate mix of adult education programs they offer.

e Improve Data State Receives. To improve public oversight of adult education going
forward, the LAO recommends the state begin collecting consistent data from adult
schools and CCC. Such data would include enrollment levels, student learning gains
in ESL and elementary and secondary education courses, and vocational certificates
earned by students. Lastly, the LAO recommends the Legislature promote a
coordinated data system by clarifying its intent that adult schools and CCC use
common student identification numbers.

Issues for Consideration. The Governor’s overall approach presents a number of
questions for the Legislature to consider, as outlined below. That said, the
Administration has indicated it is open to considering some of the major elements raised
by the LAO’s December report on adult education. For that reason, the Administration
indicates it is considering revisions for its adult education proposal at May Revise.

Adult Education a Priority in 2013-14 Budget. As emphasized by the recent LAO
report, the state’s existing adult education system has a number of problems, not the least
of which is its bifurcated governance structure between K-12 school districts and
community college districts, which results in an inefficient system that is not always
structured in the best interests of adult learners.

The Governor should be commended for identifying adult education reform as a high
state priority. Under current law, the adult education program is fully flexed within the
K-12 system and it appears that school districts have redirected about half of the $635
million in Proposition 98 General Fund to other program priorities. Without any change
in law, adult education remains flexed for another two years — through 2014-15.

Two Different Proposals to Restructure Adult Education. Given the LAO proposal
described above, the Legislature effectively has before it two different proposals to
restructure the state’s adult education program. While the proposals share some
similarities, such as the definition of “core” instructional areas (discussed below), the
plans differ significantly. The Governor’s proposal would reconstitute the adult program
within the community college system while the LAO’s proposal would maintain the
program at both K-12 and community college districts, building on each segment’s
strengths yet with significant policy reforms. The Governor’s proposal would allocate
funding to community colleges based on existing service levels, while the LAO’s
proposal includes a dedicated revenue stream that would provide the same funding rate
for the same instruction, reward providers for student success, and align future allocations
with program need. Aspects of both proposals warrant further consideration by the
Legislature.

Both LAO and Governor Refocus Adult Education on Programs within Core
Instructional Areas. Both the LAO and Governor’s proposals continue funding
authority for adult education programs within “core instructional areas” defined to

Senate Budget & Fiscal Review Committee Page 12



Subcommittee No. 1 April 11, 2013

include: vocational education; English as a second language; elementary and secondary
education; citizenship; apprenticeship; and, adults with disabilities. As a result, the
proposals would continue funding for six programs currently authorized for both K-12
schools and community colleges.

Four adult education programs that do not clearly fit within these core areas are not
continued for funding under either proposal. Programs excluded by the plans include:
health and safety (including exercise and fitness classes); home economics; older adults;
and, parenting classes.

The plans’ focus on elementary and secondary education and English as a second
language reflects programs also authorized under federal adult education programs (Title
Il Workforce Investment Act).

Governor’s Proposed Funding Allocations within the Community Colleges in Need
of Improvement. Community colleges vary significantly in terms of the extent to which
they consider adult education to be part of their educational mission. This results in wide
variation across the state in terms of the availability of adult education instruction at
community colleges. As such, some districts might not be prepared to assume
responsibility for adult education programs. Yet the Governor’s plan would allocate
funds to community colleges based solely on existing service levels. Going forward, this
could build a significant inequity into the adult education system. It is also worth noting
that, absent specific requirements about the expenditure of the $300 million, the funding
could simply support existing service levels at the community colleges as opposed to
expanding adult education offerings in the six core instructional areas.

K-12 Adult Education Funding Allocations Very Problematic. Adult education
funding allocations within the K-12 system are outdated reflecting historical service
levels limited for about one-third of the school districts statewide that participated in the
program at a particular point in time. An estimated 375 school districts and county
offices of education (out of more than 1,000) are eligible to receive adult education
funding. (Under current law, unified and high school districts, as well as county offices
of education are eligible for adult education; elementary school districts are not eligible.)
However, only 314 school districts and six county offices of education currently receive
funding.

Since funding allocations are based upon historical participation levels — not on explicit
indicators of adult need — comparisons are difficult. While adult education funding rates
are uniform for K-12 adult schools, $2,645 per student ADA, districts are locked into
historical participation levels and therefore, by any measure, funding levels and
proportions vary enormously among districts.
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Ten Largest County K-12 Pupil Percent Percent Adult Per
School Districts ADA Free/ English | Education$ | Pupil
Reduced Learner 2011-12 Adult
Price Pupils Ed
Lunch $
Pupils
1 | Los Angeles Unified | Los Angeles 560,732 70.91 28.24 | 163,231,979 291
2 | San Diego Unified San Diego 110,412 58.67 21.27 989,327 9
3 | Long Beach Unified | Los Angeles 80,057 68.10 22.32 4,199,714 52
4 | Fresno Unified Fresno 66,573 81.05 23.62 10,369,365 156
5 | ElIk Grove Unified Sacramento 58,645 63.51 16.31 1,878,941 32
6 | Santa Ana Unified Orange 51,738 77.78 53.12 5950 | 0.12
Corona-Norco
7 | Unified Riverside 50,759 42.57 13.20 1,811,078 36
San Francisco
Unified San Francisco 49,068 56.84 30.25 0 0
Capistrano Unified Orange 49,382 23.02 10.55 1,692,344 34
San Bernardino City
10 | Unified San Bernardino 48,147 86.57 29.83 6,301,977 131

As indicated in the table above, equivalent funding rates per K-12 pupil vary significantly
for the ten largest school districts in the state. Using K-12 ADA as a relative measure,
per pupil funding rates vary from 12 cents per pupil in Santa Ana Unified to $291 per
pupil in Los Angeles Unified School District. (San Francisco Unified receives zero
funding because the community colleges is the adult education provider in that city.)

It is also interesting to note that the differences in funding for three school districts with
the highest K-12 student poverty rates — Fresno Unified, Santa Ana Unified, San
Bernardino Unified.

The list of school districts that receive the largest amount of adult education statewide —
above $10 million annually -- is summarized in the following table. The Los Angeles
Unified School District is the top earner, accounting for nearly 26 percent of adult
education funding statewide; although the district comprises about 9.5 percent of K-12
enrollment statewide. Per pupil funding amounts range from $156 to $1,325 for the nine
districts on the highest funded list.

While two of the districts below — Los Angeles Unified and Fresno Unified -- are
included among the nine largest schools districts in the state, the remaining seven districts
are not. Five of these districts fall in the 30,000 to 42,000 ADA ranges. But the two
smallest districts receive funding that equates to very high per pupil amounts: -- Hacienda
La Puente Unified with student ADA of 20,174 receives funding that equates to $749 per
pupil and EI Monte Union High with student ADA of about 9,683 receives funding that
equates to $1,325 per pupil.
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Districts with Highest County K-12 Pupil | Percent Free/ | Percent Adult Per
Adult Education Funding ADA Reduced English | Education Pupil
Price Lunch | Learner $ Adult
Pupils Pupils 2011-12 Ed
$

Los

1 | Los Angeles Unified Angeles 560,732 70.91 28.24 | 163,231,979 291
Hacienda La Puente Los

Unified Angeles 20,174 74.53 19.19 | 15,114,338 749

Sweetwater Union High San Diego 38,774 53.69 20.78 | 14,169,402 365

4 | Sacramento City Unified Sacramento 41,589 68.05 22.65 | 13,134,632 316
Los

5 | El Monte Union High Angeles 9,683 84.21 22.78 | 12,832,774 | 1,325
Los

Montebello Unified Angeles 30,548 42.81 33.01 | 12,459,908 407

Oakland Unified Alameda 36,375 62.29 29.46 | 11,498,823 316
Los

8 | Pomona Unified Angeles 26,743 5.64 36.31 | 10,968,252 410

9 | Fresno Unified Fresno 66,573 81.05 23.62 | 10,369,365 156

Different Treatment of Apprenticeship Funds under Governor’s Plan. Similar to K-
12 education, the 2009 budget also provided categorical flexibility for the community
colleges. Included in the “flexed” programs is a community college-based apprenticeship
program and $7.2 million in funding. Since 2009, roughly $69,000 per year has been
transferred out of the apprenticeship program and into other categorical programs.
Overall, less than $2 million per year each year has been transferred, out of total funding
of roughly $440 million. This outcome could be construed several ways, including: (1)
the community college apprenticeship program is critical, so districts have not used the
enhanced flexibility; or (2) because the flexibility is temporary, districts have chosen not
to exercise the option due to concerns that when the flexibility expires the programs will
be reinstituted. It would be difficult to draw the conclusion that flexibility within the
community colleges signaled lower priority programs, as so little funding has been
transferred with programs. While the Governor’s plan continues to flex the $7.2 million
for community college apprenticeship programs, the Governor takes a different approach
for K-12 apprenticeship funds. Specifically, the Governor proposes to shift $15.7 million
in funding from the K-12 Apprenticeship program to community colleges; however, the
Governor does not “flex” the program funding. Therefore, when community college
flexibility expires in 2014-15, these issues will warrant further consideration by the
Legislature.

Administration of Adult Education Programs Continues at Department of
Education Under Governor’s Plan. The Governor’s proposal does not address adult
education state operations program administration costs. Even though the budget
reconstitutes the adult education program within the community colleges, CDE would
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retain the roughly 38 positions that currently provide oversight of state K-12 adult
education programs, as well as administration of the federal WIA Title Il and Perkins
adult education. The budget also does not contain any state operations augmentation for
the Chancellor’s Office to administer the program. These choices warrant further
consideration by the Legislature as it considers the budget proposal.

K-12 Adult Education Funding Already Reduced and Redirected to Other
Programs Reflecting Lower Priority for Many School Districts. Statutes enacted in
2008-09, granted K-12 school districts the authority to use adult education — and nearly
40 other state categorical funds — for “any education purposes.” In other words, districts
are not required to use these funds for adult education. Under current law, this funding
flexibility will continue through 2014-15.

According to surveys conducted by the LAO, most school districts appear to be utilizing
this flexibility for adult education funds. More specifically, 80 percent of school districts
last surveyed by the LAO are redirecting funds away from adult education. The LAO
estimates that of the $635 million appropriated for adult education in 2012-13, about
$400 million (roughly 40 to 50 percent) is being spent for that purpose.

The Administration estimates that school districts are currently expending less than half
of the $635 million — about $300 million — for adult education programs in 2012-13.

Despite Consolidation of Administration at Community Colleges, Governor’s
Proposal Continues Current K-12 Funding Levels for K-12 Adult Education
Making Continued Access to K-12 Adult Education Programs Possible. The
Governor’s proposal does not shift funding the $635 million in existing K-12 adult
education funds to community colleges. Instead, the Governor retains these funds in the
K-12 system and — along with nearly 50 other state categorical programs — rolls them into
a new Local Control Funding Formula. It would be up to K-12 districts to continue
programs reflecting local needs and priorities. Understanding current adult education
funding is flexed, the Governor’s proposal does not represent a big change to current law,
which continues through 2014-15. While the Governor plans to eliminate the statutory
requirements for adult education, K-12 schools could decide to continue these programs
under their own local authority.

Governor Adds New Funding to Reinvest in Adult Education System That Could
Support Continuation of Adult Education Now Provided by K-12 Schools. The
Governor adds $300 million in new Proposition 98 funding to the community colleges
budget for adult education, to reinvest in adult education statewide. The $300 million
reflects the Administration’s best estimate of current adult education expenditure levels
in the K-12 system. The LAO estimates expenditures of $400 million for K-12 adult
education. While the Governor’s plan consolidates state administration and funding of
adult education programs within the community colleges, the plan clearly contemplates
community college contracts with some existing K-12 adult education programs
statewide.
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Governor’s Proposal Could Improve Access to Adult Learning Opportunities —
Both Career and Higher Education. Adult education programs, as they currently exist,
do not fit clearly within the mission of either K-12 schools or community colleges. That
said, programs for adult learners could be a closer fit for the community colleges, since —
as stated by the Administration — serving adult learners is the system’s core function. In
addition, community colleges can offer opportunities for connecting adult learners to a
full continuum of adult vocational and higher education opportunities.

Loss of physical access (proximity) to K-12 adult education programs in neighborhoods
has been raised as a concern with the Governor’s proposal. While there are about 300 K-
12 adult school sites and 112 community colleges statewide, community colleges also
operate 70 official centers and other satellite locations. In addition, both K-12 adult
education and community colleges offer classes in a variety of settings — such as school
sites, community centers, libraries, churches, storefronts, and job sites — in order to locate
programs to best reach adult learners. Additionally, as mentioned earlier, the Governor’s
proposal contemplates that community colleges could contract with existing K-12 adult
education programs.

Governor’s Proposal Provides an Opportunity to Adopt Improvements in Adult
Education Funding and Accountability -- As Recommended by the LAO. The basic
intent of the Governor’s proposal is “to create a more accountable and centralized adult
education learning structure.” The need for consistent data and stronger accountability
systems for adult education are much needed.

According to the LAO, the performance-based funding and accountability system utilized
by the federal WIA programs in California is commendable. ~Among several
recommendations related to improving adult education funding allocations and
accountability, the LAO recommends that adult education funds be based ultimately upon
adult need and performance. Under the LAO’s long term plan, adult education needs
would be determined regionally, utilizing census data such as adults with less than a high
school diploma and adults who do not speak English at home, as well as regional
unemployment rates, and poverty rates. At this time, the Governor proposes to allocate
funding based upon existing delivery patterns at the community colleges.

Governor’s Proposal Also Provides an Opportunity to Adopt Consistent Policies on
State Faculty Qualifications, Fees, and Assessment — As Also Recommended by the
LAO. The Governor proposal states intent to create a more centralized and coordinated
adult education system. The Governor’s plan to consolidate administration and funding
could also include changes to make differing and confusing state adult education policies
more consistent. For example, the LAO recommends eliminating the credential
requirement for K-12 adult education instructors but not required for community college
instructors.

The LAO also recommends changing state law to allow for a modest fee (such as $25 per
course) for all adult education courses, to reconcile differing fee structures in place across
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the state. As indicated by the table below, the state has multiple fee policies for adult
education that could be better aligned.

Figure 5
The State Has Multiple Fee Policies for Adult Education

Adult Schools CCC Noncredit CCC Credit
English as a second language Fee permitted (varies) No fee permitted $46/unit
Citizenship Fee permitted (varies) No fee permitted N/A
Elementary and secondary education No fee permitted No fee permitted $46/unit
Vocational education Fee permitted (varies) No fee permitted $46/unit
Other (such as health and safety) Fee permitted (varies) No fee permitted $46/unit

In addition, the LAO recommends that adult schools and community colleges align their
different assessment and placement standards and practices to better serve students.

Subcommittee Questions. Based on the above comments, the Subcommittee may wish
to ask the following questions of DOF, the Department of Education, and the
Chancellor’s Office:

1. Status of Governor’s January Proposal. Does the Administration anticipate
fundamental changes it the Governor’s proposal at May Revise?

a. Please explain the elements of the proposal that are likely to change at
May Revise.

b. In particular, is the Administration reconsidering the January proposal to
implement funding restrictions on noncredit coursework at the community
colleges?

2. Funding Levels. Is $300 million a reasonable level of funding for adult
education considering the K-12 adult education program was funded at about
$760 million in 2007-08, prior to budget reductions?

3. Funding Share. What share of Proposition 98 General Fund should be set-aside
for adult education compared to other K-12 and community college programs?

4. Funding Allocations. In what ways does each of the proposals address funding
inequities in the current adult education funding systems?

5. Adults in Correctional Facilities. The Governor proposes to eliminate
approximately $15 million for a K-12 categorical program that provides adult
education coursework for individuals incarcerated in county jails. Would it make
more sense to roll this into the adult education program instead?

Staff Recommendation. Hold this issue open pending receipt of the May Revision.
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Major Features of the Governor's Local Control Fundng Formula &
Appropriations

The Governor proposes an increasebaf6 billion to implement a newocal Control Funding
Formula (LCFF) for school districts, charter schools, and counffices of education,
beginning in 2013-14The formula would be phased in over a seven-yeaogheorojected to be
completed by 2019-20, with an estimattb billion, plus cost-of-living adjustments,n new
Proposition 98 funding for K-12 schools.

The proposed LCFF collapses K-12 revenue limit ggggaments and most of the nearly 60 state
categorical programs into one formula accompanieddw accountability requirements. Major
features of the new formula are summarized below.

Funding Provisions for School Districts and CharterSchools

* Base Grants. The new formula establishes a base funding gramgét” for each school
district and charter school based upon grade gpadhirig levels multiplied by the number of
students — measured by student average daily atteadADA), as follows:

$6,342for grades K-3
$6,437for grades 4-6
$6,628for grades 7-8
$7,680for grades 9-12

The Governor also proposes two special grade sfjastments -- an additional 11.2 percent
class size reduction adjustment for grades K-3,aanddditional 2.8 percent career technical
education adjustment for grades 9312.

» Supplemental Grants The formula also provides additional fundifay educationally
disadvantaged pupils based upon a percentage efdrast funding. Specifically, school
districts and charter schools receive basipplemental grantsequal to35 percentin
additional base grant funding for low-income studek&nglish-learner students, and students
residing in foster care. These are unduplicatedrick wide pupil counts so students are not
counted more than once. In addition, English-leastudents are counted for a maximum of
five years, unless they are also counted as lownriecor residing in foster care.

School districts with larger proportions of disadtaged pupils receive additional
concentration grants More precisely, per pupil amounts would increas®ther 35
percent above base grant funding for unduplicated coumtsdoicationally disadvantaged
students district wide that exceed 50 percent@tdial district enrollment.

! Qualifications for additional class size reductiomd career technical education adjustments artitpknown at
this time. To date, the Administration has indéchthat in future years, districts would have tantan class sizes
of 24 or fewer students in order to qualify for Kgade span adjustment, unless other agreemengscakbectively
bargained at the local level.
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Charter schools are also eligible for concentragmants, but must not exceed the proportion of
disadvantaged students for the district in whiakythre located. If the charter school is located
in more than one school district, it cannot excéedproportion of disadvantaged students in any
districts where the charter school is operating.

Supplemental and concentration grant calculatioeaspplied to base grants for each grade span,
but do not include special grade span adjustmemtsléss size reduction and career technical
education.

* New Target Funding Levels & Growth. Under the Governor’s plan, a new unique “target”
funding grant would be established for school ditgtrand charter schools, reflecting base
grants (including basic and special grade spansadgnts) and supplemental grants
(including concentration grants). In allocatingestimated $15 billion, plus COLA, in new
funding over the next seven years, districts woddeive the same proportion of new
funding. However, districts further below the wir¢evel would receive a larger amount of
new funds. Districts and charter schools at orvabthe target level would receive no
additional funds.

« Restoration of Revenue Limit Losses. The Governor proposes to begin restoration of
recent revenue limit reductions and foregone CObp®liminating current “deficit factors”
and providing $15 billion, plus COLAs, to phasetlwe new formula by 2019-20. This is
accomplished by building the new grade specificebgsants on average “undeficited”
revenue limit rates in 2012-13. More specificaligse grant targets reflect what average
revenue limit rates would be in 2012-13 if the estiadd restored all reductions and provided
foregone COLA funding since 2007-08.

* Hold Harmless Provisions. The Governor proposes to hold school districtd enarter
schools harmless from any loss of per pupil fundieginning in 2013-14. As a result, no
school district or charter school will experiencéoss in funding below their 2012-13 level
as a result of the new formula

e Cost-of-Living Adjustments (COLAs). The Governor’s proposes $15 billion to implement
the new formula over seven years. This figure @wantrease based upon annual COLAs,
which will be provided to the target grants for leachool district and charter school during
(and after) this timespan. (The Governor propasdand COLAs for categorical programs
outside of LCFF that currently are subject to ahadgustments.)

» Categorical Program “Add-Ons”. The Governor proposes to exclude two of the largest
state categorical programs — Targeted Instructitmplovement Grants ($855 million) and
Home-to-School Transportation ($491 million) — fréine new formula. School districts and
county offices of education that currently receweding for these programs would continue
to receive funding as a permanent “add-on” to tR4-E formula. (Charter schools are not
eligible for these funds.) The Governor’s plancke” funding in at existing allocations, but
repeals existing program requirements to make fdledsole so school districts and county
offices can use funds for any educational purpo3de Governor does not propose to
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provide COLAs for the Targeted Instructional Improvementads and Home-to-School
programs.

Excluded Programs. The Governor proposes to exclude a number ofadmggprograms
from the new formula and continue these progranseparate categorical programs in 2013-
14. The largest programs include Special Educg®3n7 billion); After School Education
and Safety ($547 million); State Preschool ($481lian); Mandates Block Grant ($267
million); and Child Nutrition ($157 million). Th&overnor also proposes to exclude a few
smaller programs that are statewide projects imreatincluding the Student Assessment
program ($75 million) and American Indian Educati@enters and Early Childhood
Education Program ($5 million). In addition, thev@rnor excludes funding for the Quality
Education Investment Act ($313 million), which @heduled to sunset in 2014-15.

Necessary Small Schools.The Governor proposes to continue minimum grantlifugn —
rather than base grants reflecting ADA -- for vemyall schools, but limits grants to schools
in geographically isolated areas.

Basic Aid Districts. The Governor proposes to change how local propety (LPT)
revenue factors into K-12 funding allocations aga#t of the new LCFF funding formula.
More specifically, the Governor proposes to couRT lrevenues as an offsetting fund source
for the whole LCFF allocation — both base grant sngplements. However, the Governor
holds all districts harmless, including Basic Aidtdcts, from any loss of funding below the
level of funding they received in 2012-13. As aulg Basic Aid districts can permanently
retain all state categorical funding they receiwe®012-13 and retain LPT revenues that
would otherwise be offsetting to their new LCFFding targets.

Flexibility Provisions. Funding for all of the state programs that will teplaced by the
Governor's new formula will be made completely fldg for use by school districts and
charter schools in supporting any locally determieelucational purpose in 2013-14. As
such, the Governor proposes to permanently elimimabst of the programmatic and
compliance requirements for programs under thetiegiginance system. (Many of these
current statutory requirements are already suspemdea result of categorical flexibility
granted to about 40 state categorical programs 8#008-09 through 2014-15.)

Supplemental Funding Requirements. The Governor’'s proposal requires districts and
charter schools to maintain current (2012-13) fogdlevels for low-income students,

English-learner students, and students residirfgster care until the new LCFF formula is

fully funded. This provision is intended to reguidistricts and charters -- as a kind of
maintenance of effort requirement -- to continugeted funding for these students in the
midst of new and ongoing programmatic flexibilitgdginning in 2013-14.

New Local Accountability Plans

In place of current state spending restriction®a@sased with most categorical programs, the
Governor requires each school district, chartenskland county office of education to produce
an annual Local Control and Accountability Plan @ament and aligned with its annual budget

3
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and spending plan. Local accountability plans maettannual goals, and address how each
agency will use new LCFF funding to improve edumadi outcomes, more specifically to:

Implement Common Core standards.

Improve academic achievement and other measurestoévement at the school

level and for numerically-significant student sulgps.

v Improve high school graduation rates, increasend#tece rates, and reduce dropout
rates.

v Increase the percentage of students who have ctedpleA-G requirements for
entrance to California’s public colleges and ursiés; Advanced Placement
courses; and career-technical education programs.

v Identify and address the needs of students, andokchpredominantly serving
students, who meet any of the following definitiorisw-income students, English-
language learner students, students residing iterfasre, and students enrolled in
county court schools.

v" Provide basic education conditions for student eanent -- and remedy any
deficiencies -- including: qualified teachers; suént instructional materials; and
safe, clean, and adequate school facilities.

v" Provide meaningful opportunities for parent invehent, including at a minimum,

supporting effective school site councils (or otlsénuctures at each school) and

advisory panels to local governing boards, or angabther processes or structures

(such as creating the role of an ombudsman fornpslréo address complaints and

other issues raised by parents.

v
v

School district plans would be reviewed by courffices of education to ensure that each plan
includes all the required components and is aligiwetthe district budget. County office plans
would be reviewed by the Superintendent of Pulpigtruction.

The Governor’s local accountability proposal isemded to (1) build upon existing state and
federal accountability, auditing, and reporting uegments, and (2) create a stronger link
between the local budget process and the decitioat agencies make about their educational
programs to improve student achievement.

Funding Provisions for County Offices of Education

The Governor’s plan includes a new, separate funftirmula for county offices of education as
a part of his LCFF plan. The Governor providek28 million augmentation in 2013-14 to begin
implementation of the new formula for county office Once fully implemented, the new
formula would provide a total of abo®59 million in additional funding for county offices.

The Governor’s county office funding formula shaseseral general features with the proposed
funding formula for school districts and charteh®als, but has several distinct features. More
specifically, the Governor’s plan collapses mosstxg funding streams for county offices, but
re-establishes them within a new, two-part formakafollows:
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Regional Services to Districts The first part would provide funding for geneoglerations and
support for school districts and would be allocabeed upon the number of students and
number of districts in the county.

» Base Grant Each county office would recei$$55,920

» District-Based Grants. Each county office would receive an additionargrof $109,320
for each school district in its county.

 ADA-Based Grants. Each county office would receive additional furglibased upon
countywide ADA: $70 for the first 30,000 in ADA;$60 for ADA between 30,000 and
60,000;$50for ADA between 60,000 and 140,000; &#Dfor any ADA above 140,000.

County offices would be required to retain somethadir fiscal and programmatid\flliams)
oversight responsibilities, and would have some responsibilities for overseeing local district
accountability plans under the Governor’'s new LGi6posal. However, consistent with the
Governor’s plan for districts and charter schootgjnty offices would be freed of many current
programmatic requirements and could use most aof themula funding for any educational
purpose.

Instructional Services for Students in AlternativeEducation Programs The second part of
the new county office formula would provide a pareéent allocation for students educated in
county-operated alternative schools. Specificalhe Governor's plan provides funding for
students who are: (1) incarcerated, (2) on proba(i®) probation-referred, and (4) mandatorily
expelled, as follows:

» Base Grant Providesp11,045per ADA.

» Supplemental Grants Provides an addition&@5 percentof county office base grant for
unduplicated counts of low-income students, Engkstiner students, and students residing
in foster care. Assumes 100 percent of court dcRD@ is eligible for supplemental grants.

» Concentration Grants. Provides aradditional 35 percentof county office base grant for
unduplicated counts of low-income students, Englsitner students, and students residing
in foster care that exceed 50 percent of the coofftge ADA. Assumes 100 percent of
court school ADA is eligible for concentration gtan

Similar to school districts and charters schodig, Governor’'s county office funding formula
establishes a new funding base that would be phaseder time. For county offices, this
timeframe is estimated to be just a couple of yaatker than the seven years for school districts
and charter schools. County offices would alschelel harmless from loss of funding below
2012-13 levels. In addition, county offices woulkeceive COLA adjustments annually for
formula allocations.
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GOVERNOR’S LOCAL CONTROL FUNDING FORMULA (LCFF) --
SELECTED ISSUES FOR FURTHER DISCUSSION

ISSUE 1. LCFF Funding Estimates

The Department of Finance (DOF) developed LCFF modeling estimates for school districts and
charter schools, which are were posted on their website in February. This data is intended to
estimate the fiscal impact of the Governor’s LCFF proposal on school districts and charter
schools beginning in 2013-14 through 2019-20 when full implementation is achieved and targets
are met.

The DOF website includes a policy brief which summarizes the LCFF modeling estimates as
follows:

e No school district or charter school will receive less than it did in 2012-13. The vast majority
of school districts and charter schools (approximately 1,700) will receive moderate to
significant funding increases with the implementation of the Local Control Funding Formula
(Formula). On a statewide basis, funding levels are projected to grow by approximately
$2,700 per-student over the first five years of Formula implementation.

e The Formula will restore the significant funding reductions (known as the deficit factor)
made to general purpose school funding (revenue limit) over the last five years. When fully
implemented, the Formula will ensure all districts receive a general purpose base grant (basic
per-student funding level) that is equivalent to the statewide average from 2007-08. Districts
will receive supplemental funding above this amount.

e Districts will receive substantial additional funding based on the number of English learners,
students eligible for free and reduced-priced meals, and foster youth they serve. These
students account for more than half of current K-12 enrollment. This additional funding,
known as supplemental funding and concentration grants, will assist schools in meeting the
unique educational needs of these students.

e $7.4 billion in currently deferred payments (shifted from one fiscal year to the next) will be
repaid during the transition to the Formula, providing schools with additional cash resources
(beyond formula growth) during each year of the Formula’s implementation. These funds
are not reflected in the district and charter school estimates.

e An additional $15.5 billion in funding, plus annual cost-of-living adjustments, will be
provided to school districts and charter schools to implement the Formula over the next
several years.

e Approximately 230 school districts and charter schools are estimated to receive little or no
additional funding as a result of the Formula. Almost all of those districts and charter
schools are basic aid, where local property tax revenues alone are more than sufficient to
fund their funding formula entitlement. Others receive necessary small school funding or
have unique funding issues that result in them having current funding levels well above what
all other schools are receiving. For example:



0 Alpine County Unified School District is a basic aid district that has a current
estimated average funding level of approximately $20,000 per pupil.

0 Laguna Beach Unified School District is a basic aid district that has a current
estimated average funding level of approximately $13,000 per pupil.

0 Mendocino Unified School District is a basic aid district that has a current estimated
average funding level of approximately $14,000 per pupil.

e No basic aid district will receive less in state support than it does today. Basic aid districts
will continue to retain local property tax revenues and continue to see their funding rise as
property tax revenues increase. In addition, necessary small school funding will continue to
be provided to geographically isolated schools under the Formula, and will grow at the same
rate as Formula funding does.

At the request of the Assembly Budget Subcommittee #2, the Department of Finance developed
funding estimates comparing the Governor’s LCFF funding formula to current law funding
reflecting Assembly assumptions. This data set was provided to the Assembly Budget
Subcommittee for their April 9" hearing. The data set is available on the Assembly Budget
website.

Department of Education Funding Formula Projections. The California Department of
Education (CDE) has also developed projections of local agency funding under the Governor's
LCFF proposal as compared to funding levels under current law. These projections — released in
late March — are available on the CDE website. In developing these funding projections, CDE
made the following assumptions:

e Current law projections are based on a restoration of deficits including Control Section 12.42
cuts, plus a 2013-14 COLA. The total amount of funding needed to restore funding and
provide a COLA for 2013-14 is less than the total amount of the target amounts provided
under the LCFF, so around $1,200 per average daily attendance (ADA) was added to each
entity's funding level so that totals match LCFF totals statewide.

e County office funds transfers and associated ADA are shown at the district level, to provide a
basis for comparison with the LCFF proposal.

e The projections are of state entitlements and do not account for property taxes.

Suggested Questions:

1. CDE. How would CDE summarize the results of their projections for school districts and
charter schools?

2. DOF. What’s the Department of Finance’s assessment of the CDE projections
comparing the LCFF to current law?

3. DOF. Do the CDE projections make the same assumptions about COLA over seven
years of LCFF implementation? If not, how does this affect the comparisons?

4. DOF. Do the CDE projections make the same assumptions about excess property tax for
Basic Aid districts? If not, what affect does this have on the comparisons?



ISSUE 2. LCFF Base Grants & Adjustments

Grade Spans Added by Governor’s Latest Proposal Reflect Cost Variances for Elementary,
Middle, and High Schools.

Base Grants. The new formula establishes a base funding grant “target” for each school district
and charter school based upon grade span funding levels multiplied by the number of students —
measured by student average daily attendance (ADA), as follows:

$6,342 for grades K-3
$6,437 for grades 4-6
$6,628 for grades 7-8
$7,680 for grades 9-12

Base Grant Adjustments. The Governor also proposes two special grade span adjustments, in
addition to base grants for grades K-3 and grades 9-12, as follows:

e Class Size Reduction Adjustment. The Governor proposes an additional 11.2 percent class
size reduction adjustment for grades K-3. School districts would have to maintain class sizes
of 24 or fewer students in order to qualify for K-3 grade span adjustment, unless other
agreements were collectively bargained at the local level.

e Career Technical Education (CTE) Adjustment. The Governor proposes an additional 2.8
percent career technical education adjustment for grades 9-12. The grade 9-12 base grant is
$7,895 with the adjustment and $7,680 without the adjustment. The Governor does not
provide conditions or other details for qualifying for this CTC grade span adjustment.
According to the Department of Finance (DOF) the 2.18 percent adjustment simply
recognizes funding as a career technical education adjustment and gives districts flexibility
on how to spend the funding. According to DOF, 2.18 percent equals about $388 million,
and is intended to roughly approximate the $410 million currently appropriated for career
technical education categorical programs (most of which is currently subject to categorical
flexibility.)

LAO Comments on Grade-Specific Target Base Grants. Per the LAO, the proposed
variation across the grade spans is based on the proportional differences in existing charter
school base rates. The distinctions are intended to reflect the differential costs of providing
education across the various grade levels.

The target rates reflect current statewide average undeficited base rates. That is, the targets
reflect what average revenue limit rates would be in 2012-13 if the state restored all reductions
from recent years (roughly $630 per pupil) and increased rates for cost-of-living adjustments
(COLAS) that school districts did not receive between 2008-09 and 2012-13 (roughly $940 per

pupil).

The Governor also proposes to annually adjust these rates by the statutory COLA rate, beginning
in 2013-14. (The current estimated COLA rate for 2013-14 is 1.65 percent.) Base rate funds
would be allocated based on average daily attendance (ADA) in each grade level.

4



In addition to the base funding rate districts would receive for each student they serve, the LCFF
would provide supplemental funds based on four specific criteria. Specifically, districts would
get additional funding for certain student groups, high concentrations of these groups, K-3
students, and high school students.

Governor’s Proposal to Include Existing Career Technical Education Programs in LCFF.
The Governor proposes to roll three categorical programs into the LCFF. The largest of these
programs is Regional Occupational Centers/Programs, which since 2007-08 has been subject to
both categorical reductions and flexibility provisions which allow Local Educational Agencies
(LEAS) to use funding for any educational purpose. Under current law, these reductions and
flexibility continue through 2014-15.

Programs 2102-13 Appropriation
Dollars in Millions
Regional Occupation Centers/Programs $385
Partnership Academies 21
Agricultural Vocational Education 4
TOTAL $410

The two, smaller remaining programs — Partnership Academies and Agricultural Vocational
Education — have been subject to categorical reduction since 2007-08, but have not been subject
to categorical flexibility.

Regional Occupational Centers/Programs (ROC/Ps). The Department of Education has
provided the following information about ROC/Ps:

LEAs for purposes of the ROC/Ps are defined as a single school district, county office of
education, or a Joint Powers Agreement (JPA) of two or more school districts. The State Board
of Education has given waivers to some ROCPs allowing them to form outside of the code
section description (small single district ROCPs).

There are a total of 74 ROC/Ps that currently receive funding (42 county boards, 26 JPAs, and 6
single districts) including those ROC/Ps that have flexed their funding or have disbanded their
ROC/P. These ROC/Ps constitute about 40 percent of statewide enrollment in career technical
education programs. To date, and under the flexibility provisions of the past four years, more
than 5 ROCPs have flexed their dollars or have dismantled their programs.

ROC/Ps were funded at $525,000,000 in 2007-08. Due to the budget Control Section 12.42
reductions, funding was reduced to $385,000,000 in 2008-09. In addition, the ROC/Ps were
subject to categorical flexibility provisions allowing LEAs to use funding for any educational
purpose. Under current law, these funding reductions and flexibility provisions will continue
another two years — through 2014-15. The Governor proposes to roll $385,000,000 from
ROC/Ps into the LCFF in 2013-14.

State ROC/P funding is provided through an “apportionment,” based on previously calculated
Average Daily Attendance (ADA). ROCP funding is not an entitlement/grant; rather LEAS
receive a per pupil funding rate for ROC/Ps.



Historically, these per pupil funding rates were established based upon the revenue limit of the
districts that the LEA served. Funding levels were originally established in the early 1970s. As
a result, there is an uneven distribution of funds from LEA to LEA on a per pupil basis.

Historically, the Department of Education provided funding based on a capped amount of ADA
to each ROCP. Any growth was allocated in an annual budget allocation from CDE and the
ROC/Ps that generated excess ADA above their cap were given a piece of the growth dollars, but
it was not a significant amount and could not be counted on in their projected budget planning.
The ROCPs who did not generate their capped ADA were not paid for those hours and the funds
were redistributed to the ROCPs that exceeded their cap for a given year. This redistribution was
not permanent because the original ROCP could reclaim the funds if they generated the ADA the
second year out. The funds were treated as one time money.

LAO Comments on Grade Span Adjustments. The LAO believes the Governor’s proposal
adds unnecessary complexity by including the separate K-3 CSR and high school CTE
supplements. Per the LAO, the Governor’s plan provides grade—span adjusted base funding rates
to address differing costs across grades. Applying K-3 and high school supplements in addition
to the unique base grants therefore adds complexity to what is an otherwise relatively
straightforward formula.

Additionally, because the Governor’s proposal does not provide any assurance that the additional
funds would be used for their intended purposes, the LAO believes the programmatic rationale
for maintaining the two supplements is not particularly compelling. In the case of K-3, given
that districts and local bargaining units would be able to jointly determine any class size—even
exceeding 24 students—and still receive the proposed K-3 funding supplement, offering this
funding outside the K-3 base rate would not necessarily lead to smaller class sizes. In the case
of high school, the supplement would not contain any spending requirements to ensure that the
funds would be used to provide CTE services.

Suggested Questions:

1. What is the goal of the high school grade span adjustment for career technical education?
The Governor appears to be calling out career technical education to special consideration,
while also rolling other categorical programs such as ROC/Ps into the Local Control Funding
Formula?

2. The CTE adjustment of grades 9-12 is 2.18 percent? What is the per student dollar value of
this adjustment? How was the amount derived?

3. The Governor’s base grade span rate for grades 9-12 appears to provide an amount similar to
the current high school funding rate, but provides about a $1,000 more per student for unified
districts. Is any additional funding for unified school districts intended to provide additional
funding for career technical education?

4. Would it be better to roll the career technical education adjustment into LCFF per the LAO
adjustment? Or should the adjustments be clarified and strengthened?



5. Could the CTE grade span adjustment be used to incentivize stage standards or goals for high
quality career technical education such as course access and