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Budget and Fiscal Review Subcommittee No. 1 Education
Senate Budget and Fiscal Review
SUBCOMMITTEE NO. 1 EDUCATION

Monday March 3, 2003
1:30 p.m. — Room 113

I. Higher Education Overview

California Community Colleges, Chancellor Tom Nussbaum
California State University, Chancellor Charles Reed
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Jack Scott, Chair
John Vasconcellos
Bob Margett

III. California Postsecondary Education Commission
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V. Community Colleges — Capital Qutlay.....cccceeeeerennecerenneeenees

V1. Student Aid Commission
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Budget and Fiscal Review Subcommittee No. 1 Education

Item 6600 — Hastings College of Law

The Governor’s Budget proposes a total 2003-04 General Fund budget of $11.383 million for
Hastings College of Law; included in this amount is an ongoing $1 million unallocated reduction
beginning in the current year.

GOVERNOR’S BUDGET PROPOSAL. The Governor proposes $4.087 million in both unallocated and
targeted budgetary reductions in 2003-04. Included in this proposal is an additional $2.031
unallocated base reduction and reductions targeted at the following programs and services:
Replacing visiting professors with adjunct professors ($579,000); reducing staff development
($251,000); reducing the amount of support available for law library materials and scholarly journal
acquisitions ($130,000); eliminating funds for the replacement of capital equipment ($51,000); and
reducing travel costs for students participating in Moot Court ($46,000). Further, the Governor’s
Budget assumes that $4.5 million in student fee revenue will be available -- due to proposed student
fee increases — to offset the proposed reductions.

STUDENT FEE INCREASES. In contrast to the University of California, which increased fees for law
students in December, Hastings chose not to impose an increase on students mid-year. For 2003-04,
Hastings proposes to increase fees for new students by 35 percent (this amount corresponds to the
increase proposed for UC law school students) but intends to mitigate the impact on continuing
students by imposing a lesser, 28 percent, fee increase. According to Hastings, the amount of the
fee increase will allow the college to recoup all but 7 percent of the proposed reductions. However,
staff notes that a 7 percent reduction is significantly greater than the General Fund reductions
(approximately 4.5 percent) being imposed on the UC or CSU, before factoring in student fee
increases at those segments.

Staff recommends that reductions for Hastings be examined at a level equivalent to the reductions
taken by the other higher education institutions. Further, staff recommends that, regardless of the
level of reduction, the cuts be designated as “unallocated” rather than targeted at specified
programs.

Item 6420 — California Postsecondary Education Commission

GOVERNOR’S BUDGET PROPOSAL  The Governor’s 2003-04 Budget for the California
Postsecondary Education Commission (CPEC) proposes General Fund expenditures of $695,000
and federal fund expenditures of $5.33 million for the Eisenhower Professional Development
Program. This represents a General Fund decrease of $1.5 million, or 69 percent, from estimated
current-year expenditures. (Note: The Legislature rejected the Governor’s December proposal to
decrease current year funding for CPEC by $108,000).

As part of the Governor’s proposal, the budget eliminates 23.5 staff positions and related operating
expenses and equipment, leaving five positions (three of which are funded with General Fund and
include the Director, Executive Secretary and Postsecondary Education manager in the External
Affairs Unit; the remaining two positions are funded with federal funds and include the Chief
Associate and the Office Technician in the Federal Programs unit).
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While the Administration proposes to substantially reduce the budget of CPEC, it does not (as of
yet) propose any change to the statutory responsibilities of the organization; DOF would note that it
intends to work with CPEC in the future to determine the focus of its responsibilities in light of a
significantly reduced budget.

DETERMINING ROLE OF CPEC. As part of last year’s budget process, the Legislature expressed its
interest in trying to determine the role of CPEC by requesting that the Legislative Analyst convene a
working group to develop recommendations concerning the alignment of CPEC’s responsibilities to
its overall funding level. The final report, entitled The California Postsecondary Education
Commission: A Review of Its Mission and Responsibilities, was recently issued by the Analyst with
the input of the working group and is now available from the Office of the Legislative Analyst. The
LAO notes that its report was “informed” by the discussions of the working group, since the group
was unable to reach consensus on many of the issues.

In summary, the LAO determined that there is indeed a mismatch between CPEC’s statutory
responsibilities and their budgeted resources that needs to be aligned, first by determining where
CPEC should focus its efforts/resources and then determining a funding level appropriate to those
activities. Further, the LAO noted that there is an inherent “tension” between CPEC’s role as an
independent analyst and a coordinator of higher education information and policy. Specifically, the
LAO believes that it is difficult for CPEC to serve both as a part of the higher education system’s
infrastructure while also serving as an objective analyst of that same structure.

Staff notes that the question before the committee appears to be: How does the legislature better
align CPEC’s responsibilities with its level of funding; and in particular, what tasks and
responsibilities does the legislature want/need from CPEC and what are the costs associated with
those responsibilities.

If the committee instead chooses to determine a dollar figure first (as in the case of the Governor’s
Budget), the LAO notes that, if the appropriation level for CPEC is to be reduced to $695,000, it
would be most useful for CPEC to focus its limited resources in the area of data collection and
management.

Item 6440 — University of California — Capital Outlay

GOVERNOR’S BUDGET PROPOSAL The Governor’s Budget proposes to fund 37 University of
California capital projects (17 previously approved projects and 20 new projects) using $307.5
million in General Obligation Bonds approved by the voters in November of 2002.

RESEARCH SPACE. Of the 37 projects, the LAO singles out two, and recommends their deletion
based on concerns regarding the amount of research space already available on the campus (the
remainder of the projects are proposed for consent). Based on its own examination of research
space at 100 universities throughout the county, the LAO found that the UC has a significantly
greater proportion of research space than the amount of space found in what it deems to be
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comparable institutions. Staff notes that the data used by the LAO for this examination appears to
be substantially different from the research space standards available from CPEC. Specifically, staff
is unclear how one would draw comparisons given that the LAO’s data contains research space
associated with the health sciences (CPEC’s does not) which has the potential to severely distort the
data. Nor is it clear how the LAO is able to compare 100 universities nationwide to the University
of California system, when at least 85 percent of the institutions on the list would likely be defined
as “minor” research institutions when compared to the UC.

In response, the University of California, along with the Department of Finance and CPEC note that
UC adheres to the facilities planning and space utilization guidelines, first adopted by CPEC in the
1970’s and revised in the early 1990’s, related to the amount of research space appropriate to the
institution and/or discipline. While these guidelines were never codified, staff notes that they have
been generally accepted amongst all parties (with the exception of the Legislative Analyst).

Specifically, the Legislative Analyst recommends deletion of the following two projects (the
remainder of the capital outlay projects are proposed for consent):

e UNIVERSITY OF CALIFORNIA, IRVINE. BIOLOGICAL SCIENCES UNIT 3 BUILDING. The
Legislative Analyst recommends that $3.080 million for preliminary plans and working
drawings be deleted from the proposed 2003-04 budget because, according to the Analyst,
the campus already has enough research space. Future costs for the project are expected to
be $52.3 million for construction and equipment. Staff recommends that the project be
approved as budgeted.

e UNIVERSITY OF CALIFORNIA, SAN DIEGO. MAYER HALL ADDITION AND RENOVATION.
The Legislative Analyst recommends that $2.072 million for preliminary plans and working
drawing be deleted from the proposed 2003-04 budget because the campus has more research
space than justified. Total cost for the project, including construction and equipment is
expected to be $40 million. Staff recommends that the project be approved as budgeted.

Item 6870 — California Community Colleges — Capital Qutlay

GOVERNOR’S BUDGET PROPOSAL The Governor’s 2003-04 Budget proposal includes $562 million
in General Obligation Bond funds, approved by the voters in November of 2002, for 62 previously-
approved and 35 new projects.

Of the 97 projects, the Legislative Analyst recommends that the following four projects be deleted
from the proposed 2003-04 budget due to the following overarching concerns (the remainder of the
capital outlay projects are proposed for consent). In each case the Community College Chancellor’s
Office has a prepared (and written) response to the LAO’s concerns:
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e CONTRA COSTA COMMUNITY COLLEGE DISTRICT — LOS MEDANOS COLLEGE. MATH,
SCIENCE AND TECHNOLOGY BUILDING. The Legislative Analyst recommends that
$716,000 for preliminary plans be deleted from the proposed budget because (1) there is
already enough classroom space on campus (regardless of summer term enrollment); (2) the
campus is underutilized in the summer; (3) the proposal assumes unrealistic student
enrollment growth (and hence a demand for classroom space) over a one year time span; and
(4) the campus did not adequately evaluate the option of renovating existing space. Total
cost for the project is expected to be $21.3 million, including planning, working drawings,
construction and equipment.

e LONG BEACH COMMUNITY COLLEGE DISTRICT — LONG BEACH CITY COLLEGE.
INDUSTRIAL TECHNOLOGY CENTER, MANUFACTURING. The Legislative Analyst
recommends that $698,000 for preliminary plans and working drawings be deleted from the
proposed budget because (1) the campus is underutilized during the summer term and (2) the
campus did not adequately consider renovating existing facilities to meet their programmatic
needs. Additional project costs include $9.9 million for construction and equipment.

e LO0S ANGELES COMMUNITY COLLEGE DISTRICT — EAST L.A. FINE AND PERFORMING
ARTS. The Legislative Analyst recommends that $15.9 million for preliminary plans,
working drawings, construction and equipment be deleted from the proposed budget because
the campus did not fully evaluate the option of renovating existing facilities. The $15.9
million cost represents half of the total project cost, which is expected to be approximately
$31.8 million; the remainder of the funds are coming from nonstate sources.

e LO0S ANGELES COMMUNITY COLLEGE DISTRICT — LA HARBOR COLLEGE. APPLIED
TECHNOLOGY BUILDING. The Legislative Analyst recommends that $613,000 for
preliminary plans and working drawings be deleted from the proposed budget because (1) the
campus did not fully evaluate the option of renovating existing facilities; (2) there is already
enough instructional space on the campus; and (3) student enrollment in the campuses
applied technology programs (and campus enrollments in general) declined by 1,000 FTE
from 1982 to 2001. Total cost for the project is expected to be approximately $17.6 million,
with half that amount coming from nonstate sources.

Item 7980 — California Student Aid Commission

GOVERNOR’S BUDGET PROPOSAL. The Governor’s 2003-04 Budget proposes a total of $1.4
billion in expenditures ($699 million General Fund) for the California Student Aid Commission,
which reflects a $78 million or 13 percent increase above estimated current-year expenditures.
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Figure 1

Student Aid Commission
General Fund Budget Summary

(Dollars in Millions)

Change From
2002-03

2002-03 2003-04
Revised Proposed Amount Percent

State Operations $9.9 $7.7 -$2.2 -22%
Local Assistance
New Cal Grant entittlement awards $263.1 $424.3 $161.2 61%
New Cal Grant competitive awards 88.6 104.4 15.7 18
Existing awards 225.0 130.0 -95.0 -42
Subtotals, Cal Grant awards ($576.7)  ($658.7)  ($82.0) (14%)
Cal Grant C awards $12.1 $8.9 -$3.2 -26%
Cal Grant T awards 6.0 3.0 -3.0 -50
APLE® program 20.5 30.0 9.5 46
Graduate APLE program 0.2 0.5 0.3 130
Work study 5.3 — -5.3 -100
Law enforcement scholarships 0.1 0.1 0.1 103
Federal Trust FundP -9.5 -9.5 — —
Totals, local assistance $611.3 $691.7 $80.4 13%
Grand Totals $621.3 $699.4 $78.2 13%

a Assumption Program of Loans for Education.

b Federal Trust Fund monies directly offset Cal Grant program costs.

Specifically, the Governor’s Budget proposes an increase of $82 million (14 percent) over the
current year expenditures for the Cal Grant Program. Following are the adjustments to the Cal
Grant Program proposed by the Governor. (1) Augment he Cal Grant A and B programs to cover
proposed student fee increases at the University of California and California State University ($43
million); (2) increase the total number of Cal Grants available (by 41,045 for a total of 234,485 new
and renewal grants) based on new estimates of eligible high school graduates, transfer students and
renewal applicants ($49 million); and (3) decrease the maximum Cal Grant award level for students
attending private institutions ($10.2 million).

Other adjustments to the Student Aid Commission’s budget include a $9.5 million increase in the
funding available for the Assumption Program of Loans for Education Program (APLE). This
funding adjustment is due to an increase in the number of students redeeming previously approved
loan forgiveness warrants in the coming year.
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Figure 2
Eligibility Criteria for Cal Grant Entitlement Program
2002-03
Eligibility requirement Cal Grant A Cal Grant B
Minimum high school GPA 3.0 2.0
Minimum transfer GPA 24 24
Income ceiling, by family size?
Six + $76,500 $42,000
Four 66,200 34,800
Two 59,400 27,800
Asset Ceiling@ $51,200 $51,200
a Represents ceilings for dependent students and independent students with dependents other than a
spouse. A family's asset level excludes its principal residence.

Budget Issues/Action Items:

1.

REDUCE THE MAXIMUM CAL GRANT AWARD FOR STUDENTS ATTENDING PRIVATE
INSTITUTIONS (-$10.2 MILLION). Depending on the type of educational institution a Cal Grant
recipient elects to attend, the amount of the Cal Grant A or B award varies. The award is
“valued” at the cost of mandatory systemwide fees at the University of California (UC) and
California State University (CSU), while students attending private colleges receive up to $9,708
(in the current year) to assist in the payment of their tuition.

The Governor’s Budget proposes to reduce the maximum Cal Grant award for student attending
private colleges by 9 percent, generating $10.2 million in General Fund savings. The maximum
award amount would thus be reduced from its current level of $9,708 to $8,832 for new Cal
Grant recipients. Renewal recipients would continue to receive their awards at the current level
of $9,708. The Legislative Analyst recommends that the Legislature reject the Governor’s
proposal to reduce the Cal Grant award for students attending private colleges because these
awards, in many cases, may provide the state with fiscal advantages and strengthen educational
accountability among public universities. Staff notes that a decrease in the maximum award
level will likely result in more students being dependent upon student loans.

TUITION AND FEE ASSISTANCE TO FIRST-YEAR CAL GRANT B RECIPIENTS ($95 MILLION).
Current law provides that students receiving a Cal Grant B award receive a subsistence stipend
of $1,551 during their first year of college; in the second, third and fourth years, the student
receives both the stipend and financial aid to cover student fees and/or tuition (up to the
maximum award level of $9,708 for students attending private institutions). The LAO does note
that current law allows for up to 2 percent of the Cal Grant B recipients to receive tuition/fee
assistance in their first year, but only for the most financially needy and academically
meritorious of the Cal Grant B recipients. The LAO is recommending that this policy be
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changed and that funds be appropriated to provide fee/tuition assistance to first-yvear Cal Grant B
recipients.

Initially, when the original Cal Grant B program was established, there was an assumption that
fee/tuition assistance in the first year wasn’t necessary. At that time the law required that a
specified percentage of Cal Grant B recipients attend a community college, where, given a
students’ financial need, their fees would be waived under the Board of Governor’s (BOG) Fee
Waiver Program. When the Cal Grant program was revamped into an entitlement program
(Chapter 403, Statutes of 2000) the new statutes failed to include a fee/tuition component in the
first year, due primarily to the costs (approximately $95 million) associated with the change.
While a significant number (approximately 42 percent) of the Cal Grant B awards are still
granted to community college students, 32 percent are awarded to students attending a CSU
campus; 19 percent to UC students; and 8 percent to students attending private institutions.

3. REDUCE THE CAL GRANT C PROGRAM (-$3.2 MILLION). The Cal Grant C program provides
financially-needy students preparing for vocational or occupational careers with tuition/fee
assistance (up to $2,592) as well as additional support (up to $576) for training-related costs
such as tools, books, and supplies. Unlike the Cal Grant A and B programs, which require
students to be pursuing a baccalaureate degree, the Cal Grant C program is the only state-
supported grant program that provides funds to students enrolled in shorter-term vocational
programs. Of the Cal Grant C participants, approximately 60 percent are enrolled at the
Community Colleges; the remainder attend private vocational schools.

The Governor’s 2003-04 Budget proposes to decrease funding for the Cal Grant C program by
$3.2 million or 26 percent. This would reduce the total number of awards by 3,040 (from 10,730
to 7,690; of this amount 4,125 are renewal awards and 3,565 would be available for new
recipients.)

Staff notes that this is the only financial aid program targeted at short-term vocational training.
Given the current condition of the state’s economy, which tends to result in an increased need

for vocational training, staff recommends that the reductions proposed by the Governor be
denied.

4. REDUCE THE CAL GRANT T PROGRAM (-$3.0 MILLION). The Cal Grant T program provides
tuition and fee funding for financially- and academically-eligible students to attend a teacher
credentialing program. Recipients are required to teach for one year in a low-performing school
for each $2,000 received, for a maximum period of four years. Any recipient who does not
fulfill the teaching obligation is required to repay the award.

The Governor’s budget provides $3 million for the Cal Grant T program, which is 50 percent
less than the estimated current-year expenditures. This would reduce the number of awards by
540 (from 1,390 to 850). The LAO notes that since its inception, the Cal Grant T program has
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never been fully subscribed. Whereas the Commission was authorized to fund 3,000 awards in
2001-02, only 1,739 students utilized the program. In 2002-03, the state reduced the Cal Grant T
appropriation to better align it with expenditures. While the LAO does not make a specific
recommendation related to this program, they do note that there are a variety of sources of
financial aid for would-be teachers. For example, the state already funds the Assumption
Program of Loans for Education (APLE) program, as well as providing Cal Grant recipients with
aid for a fifth year of study if they enroll in a teacher preparation program. Further, the Analyst
points out that the federal government also funds two loan-forgiveness programs for teachers.

In light of the similarities between the Cal Grant T program and the APLE program, as well as
the availability of other teacher-related financial aid opportunities, staff recommends that the
entire Cal Grant T program be repealed and that no new awards be granted in 2003-04.
Further, staff notes that $1 million would need to be retained in the program to continue
providing grants to those students already receiving awards.

5. PROPOSED BUDGET BILL LANGUAGE TO DECREASE THE NUMBER OF AUTHORIZED APLE
WARRANTS IN 2003-04. The APLE program seeks to encourage individuals to pursue careers in
teaching by issuing warrants (commitments to pay) and then forgiving $11,000 in college loans
if they teach full time in a public K-12 school for four consecutive years. Teachers may receive
an additional $4,000 in loan forgiveness if they teach in a subject-shortage area (such as
mathematics, science or special education), or if they teach in a school ranked in the bottom two
deciles of the Academic Performance Index. Individuals who elect to teach in both a targeted
school and a targeted subject area can have up to $19,000 in college loans forgiven. In all cases,
the student must have accrued student loan debt in order to reap the benefits of this program.

The Administration proposes to decrease the number of APLE warrants issued in 2003-04 by
1,000 (from 7,500 to 6,500 which is the same number of warrants authorized in 2001-02). The
savings associated with this decrease would not be realized for at least two years, given that
students must first complete their teacher preparation program and then teach in the classroom
for one year before loans begin to be repaid.

In light of the above-noted staff recommendation on the Cal Grant T program, staff recommends
that the Governor’s proposal to reduce the number of authorized APLE warrants be denied, thus
keeping the program at its current level (at no cost to the state in the Budget Year).

6. ELIMINATE THE CALIFORNIA WORK-STUDY PROGRAM (-$5.3 MILLION). The California
Workstudy Program assists students by placing them in employment settings which will enable
them to pay a portion of their educational costs. Under this program, the state and the employers
each pay for a portion of the students’ salaries. Recipients are placed in jobs either (1) related to
their course of study or career interest, or (2) providing tutoring to elementary or secondary
school students. The program currently operates at 40 institutions and provides support to over
3,000 students. In 2002-03, the Student Aid Commission notes that all the funds for the program
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will be used. The Governor’s 2003-04 Budget proposes to eliminate the state’s Work Study
Program, thereby achieving $5.3 million in General Fund savings. Staff notes that, without this
financial aid option, students will be more dependent upon student loans.
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Consent

Staff recommends that the following items be Approved as Budgeted. No issues have been raised
with regard to any of these items:

6420-001-0890. Support, California Postsecondary Education Commission. Payable from the Federal
Trust Fund. $338,000

6420-101-0890. Local Assistance, California Postsecondary Education Commission. Federal
Eisenhower Professional Development Program. $5,002,000

6600-001-0814. Support, Hastings College of Law. California State Lottery Education Fund. $157,000

6600-301-6028 Capital Outlay, Hastings College of Law. Preliminary plans and working drawings for
200 McAllister Street Building seismic, fire and life-safety improvements as well as an upgrades to the
HVAC system and various code compliance issues. $1,875,000.

UC Capital Outlay projects (see attached spreadsheet)
CSU Capital Outlay projects (see attached spreadsheet)
Community Colleges Capital Outlay projects (see attached spreadsheet)

7980-101-0890. Local Assistance, California Student Aid Commission. Payable from the Federal Trust
Fund. $9,481,000
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UNIVERSITY OF CALIFORNIA

2003-04 Budget for Capital Improvements

Governor's Budget
($ in Thousands)

Items for Consent

Funding Request

BERKELEY
Doe Library Seismic Corrections, Step 4

DAVIS
Robert Mondavi Institute for Wine
and Food Science
Seismic Corrections -- Phase 4

IRVINE
Computer Science Unit 3
Central Plant Chiller Expansion, Step 5

LOS ANGELES
Kinsey Hall Seismic Correction, Phase 2
Electrical Distribution System
Expansion, Step 6B
Boelter Hall Fire Sprinkler System
Campus Fire Alarm System Upgrade, Phase 3
Campbell Hall Seismic Correction
Geology Seismic Correction

MERCED
Site Development and Infrastructure, Phase 3
Castle Facilities Improvements
Logistical Support/Service Facilities

RIVERSIDE
East Campus Infrastructure Improvements
College of Humanities and Social Sciences
Instruction and Research Facility
Psychology Building

SAN DIEGO
Pharmaceutical Sciences Building
Campus Emergency Services Facility
Biomedical Library Renovation and Addition
West Campus Utilities Improvements
Student Academic Services Facility
Satellite Utilities Plant, Phase 1
Applied Physics and Mathematics Renovation

PWC

W

PWC
wC
PW
PW

PWC

PWC

=S==0000

T T

16,920

600
574

29,089
18,800

17,387

6,228
5,081
2,654
534
978

12,799
3,000
874

8,400

31,227
2,241

24,714
3,987
14,503
3,940
1,172
647
845



Funding Request

SAN FRANCISCO

Health Sciences West Improvements, Phase 1 C 12,934
Medical Sciences Building
Improvements, Phase 2 P 1,400
SANTA BARBARA
Psychology Building Addition and Renewal C 9,817
Snidecor Hall Office Wing Seismic Replacement C 10,566
Biological Sciences Buildings Renovation PW 1,000
Education and Social Sciences Building PW 4,116
SANTA CRUZ
Seismic Corrections, Phase 2A wWC 3,000
Humanities and Social Sciences Facility wWC 25,826
Emergency Response Center WC 6,592
Alterations for Engineering, Phase 2 PW 396
McHenry Project P 3,602
ANR
Desert REC Irrigation Water System PWC 763
UNIVERSITYWIDE
Northern Regional Library Facility, Phase 3 C 16,177
TOTAL 303,383
2002 General Obligation Bond Funds 300,383
1998 General Obligation Bond Funds 3,000

P = Preliminary Plans
W = Working Drawings
C = Construction



CALIFORNIA STATE UNIVERSITY

FY03/04 Capital Outlay
Consent List
Item: Requested At Issue Approved
6610-301-6028 For capital outlay, California State University, payable from the Higher Education Capital
Outlay Bond Fund of 2002
(1) 06.48.315 Systemwide: Minor Capital Outlay Program, Preliminary plans, working drawings and 6,194,000 6,194,000
Subtotal 6,194,000 6,194,000
6610-302-6028 For capital outlay, California State University, payable from the Higher Education Capital
Outlay Bond Fund of 2002
(1) 06.52.109 Chico: Student Services Center, Working drawings and construction 32,840,000 32,840,000
(2) 06.56.092 Fresno: Science Il Replacement Building, Equipment 1,958,000 1,958,000
(3) 06.76.101 Sacramento: Infrastructure Upgrade, Phase 1, Preliminary plans, working drawings and 18,691,000 18,691,000
(4) 06.78.092 San Bernardino: Science Buildings Renovation/Addition, Phase II, Preliminary plans, 21,786,000 21,786,000
working drawings and construction
(5) 06.80.157 San Diego: Social Sciences/Art Gallery/Parking Structure 8, Preliminary plans, working 25,384,000 25,384,000
drawings and construction
(6) 06.86.115 San Jose: Joint Library-Secondary Effect, Preliminary plans, working drawings and cons 19,633,000 19,633,000
(7) 06.90.085 Sonoma: Darwin Hall, Preliminary plans, working drawings and construction 26,012,000 26,012,000
(8) 06.92.064 Stanislaus: Science II (Seismic), Working drawings and construction 45,696,000 45,696,000
Subtotal 192,000,000 192,000,000
Total Consent List 198,194,000 198,194,000




California

Community Colleges

Proposed Capital Outlay Spending Plan

2003-04

# District College Project Name Category | Ph. Amount

1 Allan Hancock CCD Allan Hancock College Library/Media Tech Center B ce 9,079,000
2 Allan Hancock CCD Allan Hancock College Science Health Occupations Complex B pWw 1,109,000
3 Barstow CCD Barstow College Remodel for Efficiency E pwW 266,000
4 Butte-Glenn CCD Butte College Learning Resource Center B ce 17,280,000
5 Cerritos CCD Cerritos College Seismic Retrofit-Administration A-3 2,080,000
6 Cerritos CCD Cerritos College Science and Math Complex - Life Safet A-2 432,000
7 Chabot-Las Positas CCD Las Positas College PE Gym - Phase I D-1 ce 12,496,000
8 Chabot-Las Positas CCD |Las Positas College Multi-Disciplinary Education Building B pWw 701,000
9 Chaffey CCD Chaffey College Science Bldg. A-2 e 64,000
10 Coast CCD Golden West College Structural Repair Campuswide A-4 pWw 199,000
11 Coast CCD Orange Coast College Learning Resource Center B pw 1,024,000
12 Compton CCD Compton College Performing Arts and Recreation Comple D pwW 825,000
13  Contra Costa CCD Diablo Valley College Life Science Remodel for Laboratories B ce 5,041,000
14  Contra Costa CCD Los Medanos College Learning Resource Center B ce 8,176,000
16  Contra Costa CCD San Ramon Valley Center Phase I Bldg. B ce 24,609,000
17  Copper Mountain CCD Copper Mountain College Multi-use Sports Complex D pwW 885,000
18 |Foothill-De Anza CCD De Anza College Planetarium Projector F e 1,000,000
19  Foothill-De Anza CCD Foothill College Seismic Replacement-Campus Center A-3 wce 11,438,000
20 Foothill-De Anza CCD Foothill College Seismic Replacement-Student Services A-3 c 3,606,000
21 Foothill-De Anza CCD Foothill College Seismic Replacement-Field Locker Roor. A-3 pwW 132,000
22 Foothill-De Anza CCD Foothill College Seismic Replacement-Maintenance Buil A-3 pwW 68,000
23 Fremont-Newark CCD Ohlone College Child Development Center A-2 e 251,000
24  Glendale CCD Glendale College Allied Health /Aviation Lab B ce 9,196,000
25 Glendale CCD Glendale College New Science Building Equipment B e 735,000
26  Grossmont-Cuyamaca CCI Cuyamaca College Science & Technology Mall B ce 18,349,000
27  Grossmont-Cuyamaca CCI Grossmont College New Science Bldg. B ce 12,141,000
28 Hartnell CCD Hartnell College Library/Learning Resource Center Com B ce 20,198,000
29 Kern CCD Bakersfield College Applied Science and Technology Moder: C c 4,017,000
30 Kern CCD Porterville College Library Expansion B pwW 507,000
31 Kern CCD Delano Center Lab Building B ce 4,965,000
32 Kern CCD Southwest Center Modernization Phase I C c 2,636,000
33 Lake Tahoe CCD Lake Tahoe Community Cc Learning Resource Center B ce 7,133,000
37 Los Angeles CCD Los Angeles Mission Colleg Child Development Center D-1 ce 5,432,000
38 Los Angeles CCD Los Angeles Southwest Col Child Development Center D-1 ce 4,482,000
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39 Los Angeles CCD Los Angeles Trade Tech Co Child Development Center D-1 ce 3,851,000
40 Los Angeles CCD Los Angeles Valley College Health Sciences Building B ce 14,214,000
41 Los Rios CCD American River College Learning Resource Center Expansion B ce 9,065,000
42  Los Rios CCD American River College Allied Health Modernization C 1,724,000
43 Los Rios CCD Consumnes River College Instructional & Library Facilities 1 B 6,753,000
44  Los Rios CCD Sacramento City College Technology Building Modenization C 1,562,000
45 Los Rios CCD El Dorado Center New Instructional & Library Facilities 1 B ce 5,896,000
46  Los Rios CCD Folsom Lake College Cente New Instructional Space Phase 1C B c 10,749,000
47  Merced CCD Merced College Science Building Remodel B pWw 1,048,000
48 Merced CCD Los Banos Center Site Development and Permanent Facili B PW 1,032,000
49  Mira Costa CCD Mira Costa College Horticulture Project D ce 3,356,000
S0 Mt. San Antonio CCD Mt. San Antonio College Science Bldg. Replacement A-2 e 326,000
51 | Mt. San Antonio CCD Mt. San Antonio College |Remodel Classroom Buildings C pwce 8,982,000
52 | North Orange County CCD Cypress College Library/Learning Resource Center B ce 13,396,000
53 North Orange County CCD Fullerton College Library/Learning Resource Center A-2 e 402,000
54 | Palo Verde CCD Palo Verde College Technology Bldg. Phase 11 B ce 7,881,000
55 |Palo Verde CCD Palo Verde College Physical Education Complex D pwW 806,000
56 Peralta CCD Vista College Vista College Permanent Facility B ce 28,533,000
57 |Rancho Santiago CCD Santa Ana College PE Seismic Replacement/Expansion D ce 5,524,000
58 |Rancho Santiago CCD Santiago Canyon College Science Building B pw 773,000
59 | Riverside CCD Riverside City College Martin Luther King High Tech Center C ce 8,711,000
60 Riverside CCD Moreno Valley Center Child Development Center D ce 2,090,000
61 Riverside CCD Norco Valley Center Child Development Center D ce 2,233,000
62  San Bernardino CCD San Bernardino Valley Col Child Development Center A-2 e 125,000
63 San Francisco CCD Mission Center Mission Center Building B ce 28,557,000
64  San Francisco CCD Chinatown Campus Campus Building B ce 33,180,000
65 San Jose-Evergreen CCD |San Jose City College Science Building Al ce 12,535,000
66  San Luis Obispo CCD Cuesta College Theater Arts Bldg. D-1 ce 11,665,000
67 San Luis Obispo County C(North County Center Initial Bldg.. - Science Cluster A-2 e 1,650,000
68  San Luis Obispo County CtNorth County Center Learning Resource Center B pw 702,000
69 Santa Barbara CCD Santa Barbara City College Gymnasium Remodel B ce 3,701,000
70  Santa Barbara CCD Santa Barbara City College Physical Science Renovation A-4 PwW 159,000
71  Santa Clarita CCD College of the Canyons Classroom/High Tech Center B ce 8,878,000
72  Santa Monica CCD Santa Monica College Liberal Arts Replacement B pwce 4,458,000
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73 Sequoias CCD College of the Sequoias PE & Disabled Program Center D pWw 505,000
74  Sequoias CCD College of the Sequoias Science Center B ce 10,586,000
75 Shasta Tehama Trinity Jt ( Shasta College Library Addition B ce 6,919,000
76  Sierra Jt. CCD Sierra College Construct New Classroom/Labs B PwW 1,301,000
77 Sonoma County CCD Petaluma Center Petaluma Center, Phase 2 D pw 1,669,000
78 Sonoma County CCD Santa Rosa Jr. College Learning Resource Center B ce 31,935,000
79  South Orange County Irvine Valley College Performing Arts Center D pwce 14,472,000
80 Southwestern CCD Southwestern College Child Development Center D-1 ce 5,322,000
81 Southwestern CCD Southwestern College Learning Assistance Center C pWw 2,367,000
82  State Center CCD Fresno City College Applied Technology Modernization C pwW 962,000
83 State Center CCD Reedley College Learning Resource Center Addition B ce 5,498,000
84  State Center CCD Vocational Training Center Vocational Training Center Modernizati C P 777,000
85 Ventura County CCD Moorpark College Child Development Center D-1 ce 2,901,000
86  Victor Valley CCD Victor Valley College Speech/Drama Studio Addition D PW 591,000
87 West Hills CCD West Hills College Library Expansion B ce 2,117,000
88 West Hills CCD Lemoore College Phase 2B Classrooms/Laboratories B ce 9,730,000
89 |West Hills CCD Lemoore College Child Development Center D ce 1,902,000
90 West Kern CCD Taft College Child Development Center D pwW 221,000
91 West Valley-Mission CCD West Valley College Campus Technology Center B pwW 791,000
92  West Valley-Mission CCD |Mission College Main Building 3rd Floor Reconstructiorn B ce 4,323,000
93 Yosemite CCD Modesto Junior College Auditorium Renovation/Expansion D pWw 1,026,000
94  Yuba CCD Yuba College Adaptive Physical Therapy A-2 e 44,000
95 Yuba CCD Yuba College Engineering, Math & Science C pwW 685,000
96 Yuba CCD Woodland Center Science Building A-2 e 714,000
97 Yuba CCD Woodland Center Learning Resources/Technology Center B PWw 1,908,000

$ 562,244,000
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Education

I. Overview

The 2003-04 Governor’s budget proposes nearly $53.0 billion for K-12 education,
which reflects a decrease of $497 million (0.9 percent) below the proposed 2002-
03 revised budget. The Department of Finance estimates that average per-pupil
funding from all sources (state, local, and federal) totals $8,899 in 2003-04, a
decrease of $173 below the $9,072 per-pupil in 2002-03.

Table 1
Summary of Expenditures

(dollars in millions) 2002-03 2003-04 $ %
Revised Proposed Change Change
General Fund $28,286 $27,390 -$896 3.2
Lottery Fund 800 800 0 0.0
Other State Funds 113 80 -34 -29.7
Local Property Taxes 13,140 13,775 635 4.8
Local Miscellaneous 3,716 3,716 0 0.0
Local Debt Service 828 828 0 0.0
Federal Funds 6,599 6,397 -202 -3.1
Total $53,481 $52,985  -$497 -0.9

As indicated by Table 1, the $53.0 billion for K-12 education includes $27.4
billion from the state General Fund, $13.8 billion in local property taxes, $6.4
billion in federal funds, $800 million in state lottery funds and $80 million in other

state funding.

The state General Fund provides 53 percent of school funding, while property
taxes and other local revenues provide 35 percent and federal funds provide 12
percent. The state lottery contributes approximately 1.51 percent of this total.

As proposed, the budget General Fund decreases by $896 million (3.2 percent) and
local property taxes increase by $635 million (4.8 percent). The budget also
reflects a reduction of $202 million (3.1 percent) in federal funds.
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II.  Proposition 98 Update

Proposition 98 Funding

Total Proposition 98 funding for K-12 education in 2003-04 is proposed at $44.1
billion, an increase of $182 million (1.6 percent) over the revised 2002-03 budget.

Table 2
Proposition 98 Summary

(dollars in millions) 2002-03  2003-04

2001-02  Revised Proposed $ Change % Change

General Fund
K-12 Education $38,363  $39,297  $39,939 643 1.6
Community Colleges 4,429 4,505 4,063 -442 9.8
Calif. Youth Authority 41 38 37 -.326 -1.1
State Schools 36 38 38 133 4
Dept. of Develop. Services 10 12 11 -.126 -9
Dept. of Mental Health 18 18 3 -14.5 -81.0
Indian Education Centers* 4 4 0 -4 -100.0
Loan Repayment 350 0 0
Total, General Fund $29,682  $28,898  $28,225 -672 2.4
Local Revenue $13,570 $15,013  $15,868 854 5.7
Total, State and Local Funds $43,252  $43,911 $44,093 182 4
Proposition 98 K-12 ADA 5,809,083 5,895,275 5,954,154 58,879 1.0
K-12 funding per ADA $6,708
(actual ) $6,455  $6,536 $172 2.7
*

Included in the Governor’s Categorical Block Grant proposal in 2003-04.

As indicated in Table 2, of the total $44.1 billion in Proposition 98 spending
proposed for 2003-04, $39.9 billion is attributable to K-12 and $4.1 billion is for
Community Colleges. The K-12 share of the Proposition 98 minimum funding
level increases by $643 million; whereas Community Colleges funding decreases
by $442 million in the budget year.

Funding from the formula established in Proposition 98 also supports direct
educational services provided by other departments and agencies such the
California Youth Authority and the state’s Schools for the Deaf and Blind.
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The 2003-04 budget proposes to provide K-12 education funding that will exceed
the Proposition 98 minimum guarantee by an estimated $104 million. In making
this estimate, the Department of Finance uses Test 3, as adjusted to reflect the
reduction of Child Care funds. The Governor proposes to shift Child Care
programs out from under Proposition 98 as a part of a local government
realignment proposal in 2003-04.

The number of students in K-12 schools, as measured by unduplicated average
daily attendance (ADA), is estimated to increase by 58,879 students in the budget
year, an increase of 1.00 percent over the current year. Average per-pupil
Proposition 98 funding is estimated to be $6,708 in 2003-04, an increase of $172
over the $6,536 per pupil funding in 2002-03.

Calculation of the Minimum Guarantee

Proposition 98, a constitutional amendment passed by the voters in 1988 and
amended by Proposition 111, established a minimum funding level for K-12 schools
and Community Colleges.

Proposition 98 funding is generally calculated as the greater of:

e Test 1 —a specified percent (approximately 34.5 percent) of state General
Fund revenues.

e Tests 2 and 3 — The amount provided in the prior-year adjusted for K-12 ADA
growth and an inflation factor. For “Test 2,” this inflation factor is the
percentage change in per-capita personal income. For “Test 3 the inflation
factor is equal to the annual percentage change in per-capita state General
Fund revenues plus 0.5 percent--used only when it calculates a guarantee that
is less than that determined by “Test 2.”

Note: Proposition 98 also includes a provision allowing the state to suspend the
minimum funding level for one year through urgency legislation other than the
Budget Bill.

The Governor’s budget is based on the assumption that 2002-03 is a “Test 3" year
and it fully funds the Proposition 98 minimum according to the Administration’s
estimates of the factors that determine that minimum. By contrast, the 2002-03
fiscal year is a “Test 2 year. (For additional detail on Proposition 98 calculations,
please see Attachment A.)
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Budget Issues/Actions:

1. LAO Proposition 98 Estimate. The Legislative Analyst’s Office estimates that
the Proposition 98 minimum guarantee for K-14 education is $373 million higher
than the level assumed by the Governor’s budget. (The LAO also estimates that the
minimum guarantee is $93 million lower in 2002-03.)

The LAQO’s estimate of a higher minimum guarantee in the budget year is based
upon three factors: (1) higher General Fund revenues -- $1.5 billion above the
Governor’s budget; (2) higher per capita personal income; and (3) slightly lower
state population levels. The LAO also assumes that Proposition 98 will be under
Test 2 in the budget year; whereas the Governor’s budget assumes a Test 3
scenario.

The LAO recommends that if the minimum guarantee is higher than the level
assumed in the Governor’s budget that the Legislature consider two proposals for
additional expenditures. These include: (1) paying off outstanding mandate claims
costs (estimated at $871 in the budget year) and (2) providing up to $100 million
for additional community college growth.

2. Suspension of AB 2781 Requirement to Fully Restore the Maintenance
Factor. The maintenance factor is currently estimated at $3.5 billion. AB

2781, the original 2002-03 budget trailer bill, would require restoration of the
maintenance requirement in the budget year, regardless of what the Proposition 98
calculation would otherwise require. Thus under AB 2781, the state would have to
restore these funds -- estimated at $3.5 billion — in one year in 2003-04. This
requirement was linked to the deferral of $1.1 billion in categorical program
payments from 2001-02 and 2002-03. On top of the requirement to fully restore the
maintenance factor, AB 2781 requires the state to overappropriate by an additional
$78 million as an "interest” expense related to the deferral.

The budget assumes suspension of the requirements to restore the maintenance
factor under AB 2781. The Governor proposes suspending this requirement and
paying for these restorations over time, as provided under the Constitution
(Proposition 98). In addition, the Governor proposes to delay the
"overappropriation” of $78 million until the maintenance factor is fully restored.
The Department of Finance has drafted trailer bill language to accomplish this.
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The LAO supports the elimination of the maintenance requirement, beyond what
would be required by Proposition 98. The LAO recommends that the Legislature
adopt trailer bill language proposed by the Department of Finance to delay the
restoration of the maintenance factor. They recommend eliminating the
commitment to overappropriate the guarantee by $78 million.

3. K-12 and Community College Split. The Governor proposes a Proposition 98
“split” between K-12 schools and Community Colleges for 2003-04 of 90.8
percent for K-12 and 9.2 percent for Community Colleges.

For more than a decade, current law has required a Proposition 98 funding split
between K-12 and Community Colleges of approximately 89 percent versus 11
percent. This split is based upon the percentage of Proposition 98 funding received
by K-12 schools and Community Colleges in 1989-90. This statutory “split” has
been suspended by the Legislature for more than ten years to reflect actual
spending percentages.

The LAO recommends that the Legislature annually adjust the funding share to
reflect its budget priorities relative to current circumstances.

III. Revenue Limits

School district revenue limits provide general purpose revenues for school districts
and county offices of education. In contrast to categorical funds, which provide
funds for specific purposes, revenue limit funding is viewed as discretionary
funding for school districts.

Revenue limits were established in 1972 as a part of the state’s response to the
Serrano v. Priest State Supreme Court decision of 1971. Revenue limits were
calculated to be equal to the per-student amount of general purpose state aid and
local property taxes that a district received in 1972-73.

The budget fully funds statutory enrollment growth for apportionments to school
districts, county offices of education and special education at a rate of 1.0 percent.
The budget provides $358.7 million for apportionment growth, including $299.2
million for school districts, $22.3 million for county offices of education and $37.2
million for special education. The budget does not provide growth for any other
categorical programs, except special education.
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Budget Actions/Issues:

1. Equalization. The budget proposes $250 million for revenue limit
equalization in 2003-04. This amount includes $203 million provided pursuant to
AB 2781 (Chapter 1167; Statutes of 2002) and an additional $47 million set aside
for pending legislation.

In the 1971 Serrano v. Priest state Supreme Court decision, the court specified a
range (currently about $335.00) to measure equality in school funding.
Approximately 98 percent of the state’s pupils are funded within that range which
meets the court’s standards.

In the years following the Serrano decision, the Legislature has enacted several
statutes designed to equalize revenue limits among the state’s school districts.

The passage of SB 727 (Chapter 854, Statutes 1997) by both eliminating excused
absences from the revenue limit calculation—beginning with the 1998-99 school
year—and increasing revenue limits to offset the effect of lower attendance, also
significantly changed revenue limit levels. To some extent SB 727 also increased
the variation in revenue limits and changed which districts were above and below
revenue limit averages.

The LAO has advised the Legislature in recent years that it will take a very long
time to reach equalization targets. Specifically, the LAO has calculated it would
take roughly 12-45 years to bring at least 95 percent of pupils to the same revenue
limit depending on the “steepness” of the scale. As a result, the LAO has
recognized that supplemental funds would be required to achieve a given
equalization target in a short period of time.

While equalization funding was not included in the 2002-03 budget, AB 2781
included $406 million for equalization in 2003-04. AB 2781 distributed funds
evenly on a pre-SB 727 and post-SB 727 basis. The Governor vetoed $203 million
(half) of these funds provided for pre-SB 727 equalization, leaving $203 million
for equalization. The $250 million for equalization proposed by the Governor in
2003-04 would be distributed according to a post-SB 727 formula.

The LAO recommends that the Legislature not fund the $250 million for revenue
limit equalization proposed by the Governor in 2003-04, given the state’s fiscal
situation and the flexibility offered by the proposed categorical block grant. In
addition, the LAO recommends that the Legislature delay revenue limit
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equalization until a year when Proposition 98 can fund growth, COLAs, and pay
off deferral payments.

2. Basic Aid Funds. The Governor’s budget proposes a reduction of $17.8 million
in 2003-04 to eliminate Basic Aid funding ($120/ADA) to high property value
districts that receive more property tax revenue than is needed to fully fund their
revenue limits. The Governor proposes to meet the state’s constitutional obligation
to provide Basic Aid through the provision of categorical funds to these districts.

For most of California’s nearly 1,000 school districts, revenue limit income is
derived from both local property taxes and state funds. For 82 California school
districts local property taxes nearly equal or exceed the revenue limit amount, so
they require little or no revenue limit funding from the state. However, because the
State Constitution guarantees some “basic aid” funding for all school districts, these
school districts receive $120 per student (or minimum $2,400 per district) from the
state.

There are currently 82 school districts that receive basic aid funding from the state.
The number of these districts -- known as basic aid districts -- can fluctuate each
year, depending on their level of property taxes and the number of students enrolled
in their district.

Of these 82 basic aid districts, 60 districts receive more local property taxes than is
needed to fund their revenue limits. Therefore, these 60 districts do not receive
revenue limit funds from the state, and instead receive state basic aid funds at the
$120 per student level.

The remaining 22 districts receive slightly less in property taxes than necessary to
fully fund their revenue limits. These districts receive part of their $120 per student
funding in the form of basic aid and part in revenue limit funds from the state.

Basic aid funding is provided in lieu of revenue limits to comply with the
constitutional requirements that all school districts receive some general purpose
funding from the state. Basic aid districts also receive categorical program funds
from the state. These categorical funds are not included in the calculations for
determining these district’s basic aid funding.

The Governor’s proposal would utilize categorical funds to satisty the state’s
constitutional requirement to provide $120 per student in basic aid. In so doing, the
Governor’s proposal defines state basic aid to include state categorical funds. The
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Governor would deem categorical funds received by basic aid districts as satisfying
the $120 per student obligation. According to the Department of Finance, all basic
aid districts receive enough categorical funding to satisfy the $120 per student.

By counting other state categorical funds as basic aid, the state can eliminate
separate basic aid payments and generate a reduction of $17.8 million in 2003-04.

The Governor proposed a reduction of basic aid funding of $15.3 million as a part
of the mid-year reductions for 2002-03. The Governor estimated that this
reduction equated to a 2.15 percent reduction in general purpose funding for basic
aid districts, intended to match the Governor’s 2.15 percent across-the-board
reductions for revenue limits proposed in the current year. The Legislature
rejected both the Governor’s basic aid reduction proposal and the across-the-board
reduction proposals as a part of the mid-year reductions.

The Governor’s proposal to eliminate basic aid funding in the budget year would
reduce the state General Fund by $17.8 million. The loss of these funds would
reduce general purpose funding to basic aid districts by an estimated 2.5 percent.

The LAO recommends that the Legislature approve the Governor’s proposal to
eliminate basic aid payments entirely in 2003-04 for a savings of $17.8 million. The
LAO feels that basic aid funds exacerbate wealth-related disparities among districts
and if eliminated would help equalize school district revenue limits and provide
savings to the state.

3. Basic Aid Districts — Excess Property Taxes. In addition to the elimination of
basic aid funding, the Governor’s Budget proposes $126.2 million in General Fund
reductions from the recapture of excess property taxes from 60 basic aid school
districts whose property tax revenues exceed their revenue limits. These excess
taxes would be recaptured from these basic aid districts and then redistributed to
offset revenue limit costs for K-12 schools and community colleges within the
same county.

Under the Governor’s proposal the savings from the recapture and redistribution of
excess property taxes would result in a reduction of General Fund costs under
Proposition 98 of $126.2 million. Redistributed funds would not increase funding
to other K-12 schools and community colleges, but would offset (reduce) state
General Fund costs for state aid to these schools and colleges.
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School districts are currently allowed to keep excess property taxes. These
retained taxes are not counted under Proposition 98. The level of excess taxes
collected by the 60 basic aid districts ranges significantly. According to data
developed by LAO at the request of Subcommittee staff, excess property taxes
ranged from $61 per student to $13,720 per student in 2001-02. The average level
of excess property taxes for districts was $1,727.

According to the Department of Finance (DOF), total excess taxes are projected at
$160.1 million in 2003-04, or 4.4 percent above the $153.3 million projected in
2002-03. However, actual figures from DOF indicate that excess taxes have been
increasing at a higher rate in recent years. Between 2000-01 and 2001-02 — the
latest actual data available — excess property taxes grew from $94.7 million to
$147.8 million, an increase of 56.1 percent.

The LAO predicts that actual excess taxes will be higher than projected by DOF in
2002-03 and 2003-04. Clearly, excess taxes have increased significantly recently.
The LAO cites escalating property tax values and high turnover rates for property
as the reason behind this increase.

According to the LAO, excess property taxes contribute to inequities in general
purpose funding among school districts in the state — a circumstance that gives
excess tax districts clear funding advantages for serving their students. According
to LAO data requested by the Subcommittee, general purpose funding for basic aid
districts with excess taxes ranges from $4,539 to $19,763 per student. The average
is $6,526 per student, as compared to a statewide average of $4,525.

However, the LAO indicates that the Governor’s proposal — which reduces excess
taxes for basic aid districts by 78 percent — would cause “severe disruption” to
districts that rely on large tax revenues. For the average basic aid district, the loss
of excess taxes would result in a 20 percent reduction in general purpose funding.
Reductions would reach as high as 50 percent for a few districts.

Accordingly, the LAO does not recommend approval of the Governor’s budget to
capture $126.2 million in excess property taxes from basic aid districts.

The LAO does support some reduction of excess property taxes for these 60 basic
aid districts. Specifically, the LAO recommends that the Legislature place a cap
on the amount of excess property taxes districts can keep as general purpose funds.

March 10, 2003 Page 10



Budget and Fiscal Review Subcommittee No. 1 Education

The LAO further recommends that taxes above this level be redistributed to other
K-12 schools and community colleges in the same county, as proposed by the
Governor.

The LAO suggests the cap on excess property taxes be set at levels received in
2001-02. This LAO alternative would result in savings of $65 million in 2003-04.
The LAO does not believe a reduction of this magnitude would harm districts.
According to the LAO, the additional funds resulting from the 56.1 percent
increase in excess property taxes in 2001-02 may not have been fully scheduled in
district budgets and could give them a cushion to absorb reductions resulting from
the cap.

5. Public Employees Retirement System (PERS). The Governor’s Budget
proposes to fully fund the 9.5 percent increase in the PERS rate, providing a
$381.7 million increase in funds for school districts and county offices of
education.

6. PERS Offset. The budget does not provide funding to buyout the PERS offset and
thereby proposes elimination of $35 million appropriated pursuant to Chapter 2,
Third Extraordinary Session, Statutes of 2002.

The 2001-02 Budget Act, as enacted in July 2001, provided $35 million in
discretionary funding for school districts in the form of a PERS Revenue Limit Offset
pursuant to Chapter 794, Statutes of 2001 (SB 6, O’Connell). The “PERS offset”
statute “passes through” to the state all savings or costs that otherwise would accrue
to K-12 agencies from annual changes in the employer rate.

It was the Legislature’s intent that the PERS offset program (and the equalization
program) be “ongoing,” (i.e., continuously appropriated a part of a district’s base
revenue limit). However, Chapter 2, Statutes of 2002, Third Extraordinary Session
(SBX3 5, Peace), which enacted the mid-year budget adjustment proposal for
education for 2001-02, altered, at least temporarily, that intent. While preserving
funding for both the PERS offset appropriations, SBX3 5 “suspended,” until the
2003-04 fiscal year, the statute assuring continued funding.

The Governor vetoed the $36 million augmentation the Legislature provided for the
PERS offset in the 2002-03 Budget Act.
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The LAO recommends delaying additional funding for the PERS offset until the state
is able to fully fund growth, COLA and pay off its deferrals.

IV. Cost-of-Living Adjustments (COLA)

Budget Issues/Actions:

1. Cost of Living Adjustments (COLAs). The Governor’s Budget does not fund
cost-of-living adjustments (COLAs) for any education programs -- revenue limits
or categorical programs -- in 2003-04. The Governor proposes savings of $800.5
million assuming a COLA of 1.96 percent.

The Governor’s Budget estimate for a budget year COLA changed at the time the
budget was released. The Governor now estimates that the statutory COLA for the
budget year is 1.55 percent.

According to the LAO, suspending the COLA in the budget year results in savings
of $635 million assuming a 1.55 percent COLA. Total savings in the budget year
include $441 million for revenue limits to school districts and county offices of
education and $194 million for categorical programs subject to the statutory
COLA.

The 2002-03 budget provides a 2.0 percent COLA for revenue limits and
categorical programs; the Legislature did not revise the COLA as a part of the mid-
year reductions contained in SBX1 18.

The 1.55 percent COLA now estimated for 2003-04 is subject to adjustment. The
Department of Finance will report the official percentage change as part of the
Governor’s “May Revise”. The annual inflation percentage for K-12 revenue
limits is established by statute. It is calculated as the annual percentage change in
the “Implicit Price Deflator” for State and Local Government Purchases of Goods
and Services for the United States, as published by the United States Department
of Commerce each May.

2. Deficit Factor. The Governor’s budget does not provide a “deficit factor” for
revenue limit COLA reductions that would allow funds to be claimed and restored
when economic conditions improved.
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During the recession years of the early 1990’s, the statutory COLA for revenue
limits was not fully funded. The state created a second set of revenue limits, called
“deficited” revenue limits. Deficited revenue limits reflect the amount that the
state actually provides to school districts and county offices of education for
revenue limits. The state keeps track of the difference between base revenue limits
and deficited revenue limits — by acknowledging through statute a revenue limit
deficit factor. The deficit factor specifies the amount the state owes schools by a
percentage that is approved as part of the annual budget process.

The Legislature has approved deficit reduction funding for revenue limits, in years
when the statutory COLA has not been fully provided.

The LAO recommends that the Legislature not create a deficit factor for revenue
limits if it does not fund the statutory COLA. The LAO believes that this position
would give the Legislature more flexibility to spend funds in future years while
still permitting the Legislature to restore COLA if it desired.

V. No Child Left Behind (Information Item)
1. Implementation Status

In January 2002, President Bush signed legislation re-authorizing the Elementary
and Secondary Education Act (ESEA). The newly signed law —No Child Left
Behind Act (NCLB) of 2001— makes sweeping changes to the previous Title I
program under the ESEA law.

NCLB authorizes approximately $21.8 billion in federal fiscal year (FFY) 2003 for
federal elementary and secondary education programs targeted to economically

disadvantaged students. Of this amount, California is slated to receive $2.9 billion
in funds to implement NCLB in 2003-04.

While NCLB authorizes new education programs and funds for states, it also
places significant new assessment and accountability requirements on states in
exchange. Most notably, states must develop an accountability plan to define
student proficiency according to standards-aligned assessments, require all students
to reach proficiency in English language arts and math in 12 years, and require all
schools to make adequate yearly progress (AYP) for all students (including student
subgroups) in reaching this proficiency goal. States are required to develop a
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single-state accountability system in meeting the requirements of NCLB and
establish interventions and sanctions for Title I schools that do not make AYP.

In addition, under the new law, all teachers in California must be highly qualified
within four years. Effective this year, all newly hired teachers in Title I schools
must meet the state’s definition of highly qualified.

In implementing the new accountability provisions of NCLB, California has met
many of the requirements of the act through our state’s existing accountability
system established under the Public Schools Accountability Act (PSAA).
However, alignment of our state accountability system with the NCLB presents
many challenges.

The State Board has responsibility for approving state plans under NCLB and has
been very focused on this and other major requirements of NCLB in the last six
months as it prepared our state’s accountability plan for NCLB. The board
approved a final plan and submitted it to the US Department of Education in
January.

In May 2003, the board must also approve a definition of highly qualified teacher,
another major requirement of NCLB. State Board staff has indicated recently that
state’s may have additional time — possibly until September 2003 -- to submit their
official definitions to the US Department of Education.

Nearly one year ago, at their May 30, 2002, meeting, the board approved a
definition of highly qualified teacher as a part of its first consolidated application
for NCLB. While not required for another year, the approval and inclusion of this
definition by the State Board attracted some criticism, most notably from U.S.
Representative George Miller, who felt the definition of the highly qualified
approved by the board undermined provisions of NCLB he had worked so hard to
secure.

As a part of the consolidated application approved last May the State Board also
approved the California Reading First Application — another action tied to
implementation of NCLB that also attracted some criticism. California received
$133 million in funding for this new Title I program in 2003-03 to ensure that
every student can read at or above grade level before the end of third grade.

The Reading First Plan approved by the State Board was developed by the
governor, State Board and superintendent and adopted at their May 29,2002. At
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that meeting the board received criticism for not including educational
stakeholders in development of the Reading First plan and about the lack of time
group’s had for reviewing the plan and providing input.

The Legislature passed AB 312 (Strom-Martin) in 2002 to create another role for
the Legislature in implementation of NCLB. As enacted, AB 312 establishes a 15-
member liaison team, including 10 members representing or appointed by the
Legislature, to advise the Superintendent of Public Instruction and the State Board
of Education on all appropriate matters related to the implementation of NCLB.
The bill also requires the board to provide the same information about meeting
agenda items on the internet as it provides for board members.

Budget Issues/Questions:

o What is the status of our state’s NCLB accountability plan submitted to the US
Department of Education (USDE) in January? Are there some components of
the plan that may not be approved?

o What are the costs associated with implementation of our NCLB accountability
plan?

o How would we assess the level of federal funding available to states for
implementation of NCLB? What is the federal commitment to funding
implementation of NCLB?

o What are the costs to our state in assuring that all public school teachers in
California are “highly qualified”, as defined in NCLB?

o How has the State Board involved the new Legislative Liaison Committee
established by AB 3127 How has the board been utilizing the
recommendations of the AB 312 Liaison Committee in developing a definition
of “highly qualified teacher”, which may be due to the US Department of
Education as early as this May.

2. Data Collection -- CSIS Expenditure Plan. Under NCLB, states must
maintain a comprehensive data system as a part of their accountability systems.
NCLB requires a range of performance indicators and will require a wide range of
data to be collected at the student school and state levels.
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While some of this data is currently available, new data systems will have to be
developed and existing systems modified to capture all the data and meet the new
reporting requirements. While California collects data about students, it does not
collect student-level data that allows the state to track student level outcomes, such
as graduation rates required by NCLB.

Senate Bill 1453 (Alpert), enacted in 2002, requires the CDE to contract with an
entity to develop, host and maintain a longitudinal pupil achievement data system
for the STAR, California English Language Development Test (CELDT), and the
High School Exit Examination (HSEE).

The Department of Finance (DOF) recently notified the Legislature via a letter
dated February 21, 2003, that they have partially approved an expenditure plan for
the longitudinal data system required by SB 1453. The expenditure plan was
submitted to DOF by the California Department of Education and the California
Information Services (CSIS). Of the $6.9 million in federal Title VI funds
appropriated in the 2002-03 budget pursuant to SB 1453, the DOF has approved
$460,000 in the current year (to-date). DOF anticipates approving another $1.1
million in 2003-04.

The LAO is concerned that the DOF is delaying the development of the
longitudinal data system, which is needed to satisfy NCLB requirements under our
state’s agreements and plans with the US Department of Education. As a result,
California may not be able to achieve compliance with NCLB. In particular, t