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6100 DEPARTMENT OF EDUCATION
6870 (ALIFORNIA COMMUNITY COLLEGES

Issue 1: Overview of Proposition 98 and 2017-18 Bgdt Proposals (Information Only)

Panel I:
» State Superintendent of Public Instruction Tom dksbn
Panel II:

» Lisa Mierczynski, Department of Finance

» Kenneth Kapphahn, Legislative Analyst’s Office

* Debra Brown, California Department of Education

* Mario Rodriguez, Chancellor’s Office of Californommunity Colleges

Background:

California provides academic instruction and suppsmrvices to over six million public school
students in kindergarten through twelfth grade @-4nd 2.3 million students in community colleges.
There are 58 county offices of education, approxeyal,000 local K-12 school districts, more than
10,000 K-12 schools, and more than 1,200 chartbods throughout the state, as well as 72
community college districts, 113 community collegampuses, and 70 educational centers.
Proposition 98, which was passed by voters as aandment to the state Constitution in 1988, and
revised in 1990 by Proposition 111, was designegutirantee a minimum level of funding for public
schools and community colleges.

The proposed 2017-18 budget includes funding atPdmposition 98 minimum guarantee level of
$73.5 billion. The budget proposal also revises 2046-17 Proposition 98 minimum guarantee
downward to $71.4 billion, a decrease of $506 wonillfrom the 2016 Budget Act, and revises the
2015-16 Proposition 98 minimum guarantee down & B6illion, a decrease of $379 million from the
2016 Budget Act as a result of a decline in revenilibe Governor also proposes to pay $400 million
in Proposition 98 settle-up towards meeting the9200 Proposition 98 minimum guarantee. Together,
the revised guarantee levels and settle-up paynmenisut to a total of almost $1.6 billion in inased
funding for education over the three years, as @egpto the 2016 Budget Act.

The Governor proposes to eliminate the over-appatpn of funding for the guarantee in 2015-16
and 2017-18 by shifting or deferring expendituethie 2016-17 and 2017-18 years, as discussed later
in this section. The remaining Proposition 98 fnd 2017-18, after the changes for over-
appropriations and funding workload growth and @ddtving adjustments, are proposed to be used
primarily towards implementing the Local Controligéling Formula (LCFF). These proposals are
more fully described later in this section andeparate sections of this report.

Proposition 98 Funding. State funding for K-14 education—primarily K-12 &dceducational
agencies and community colleges—is governed larigglf?roposition 98. The measure, as modified
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by Proposition 111, establishes minimum fundingumegments (referred to as the “minimum
guarantee”) for K-14 education. General Fund resssjrconsisting largely of personal income taxes,
sales and use taxes, and corporation taxes, arbimednwith the schools’ share of local property tax
revenues to fund the Proposition 98 minimum gua@nihese funds typically represent about 80
percent of statewide funds that K-12 schools rexelNon-Proposition 98 education funds largely
consist of revenues from local parcel taxes, dibel taxes and fees, federal funds and proceeds fr
the state lottery. In recent years, there have bgerstatewide initiatives that increased Genetald~
Revenues and therefore, Proposition 98. Propasiiy passed by the voters in 2012, raised sabks an
income taxes, but phases out over seven yearsniReamticipating the expiration of the Propositio
30 taxes, Proposition 55 was passed by votersif,2étending the income tax portion of Proposition
30 for another 12 years.

The table below summarizes overall Proposition@&ling for K-12 schools and community colleges
since 2007-08, or just prior to the beginning @& dteep recent recession. 2011-12 marks the low poi
for the guarantee with steady increases since thiea.economic recession impacted both General
Fund resources and property taxes. The amountopieply taxes has also been impacted by a large
policy change in the past few years—the eliminabbmedevelopment agencies (RDAs) and the shift
of property taxes formerly captured by the RDAskoticschool districts. The guarantee was adjusted
to account for these additional property taxes,aibough Local Educational Agencies (LEAS)
received significantly increased property taxesrtisigg in 2012-13, they received a roughly
corresponding reduction in General Fund.

Proposition 98 Funding
Sources and Distributions
(Dollars in Millions)

Pre-Recessi| Low Poin Revised Revised Proposec
2007-08 2011-12 2015-16 2016-17| 2017-18
Sources
General Fung 42,015 33,136 48,989 50,330 51,351
Property taxes 14,563 14,132 19,681 21,038 22,160
Total 56,577 47,268 68,670 71,368 73,511
Distribution
K-12 50,344 41,901 60,655 63,039 65,007
CCC 6,112 5,285 7,933 8,246 8,424
Other 121 83 82 83 80

Source: Legislative Analysts’ Office and @ejent of Finance

Calculating the Minimum Guarantee. The Proposition 98 minimum guarantee is determibgd
comparing the results of three “tests”, or formutast are based on specific economic and fisdal. da
The factors considered in these tests include dromipersonal income of state residents, growth in
General Fund revenues, changes in student avemdlyeattendance, and a calculated share of the
General Fund. When Proposition 98 was first enatethe voters in 1988, there were two “tests”, or
formulas, to determine the required funding leviedst 1 calculates a percentage of General Fund
revenues based on the pre-Proposition 98 levelenfe@l Fund that was provided to education, plus
local property taxes. Test 2 calculates the priearyfunding level adjusted for growth in student
average daily attendance and per capita persooami@. K-14 education was guaranteed funding at
the higher of these two tests. In 1990, Propositibh added a third test, Test 3 which takes thar pri
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year funding level and adjusts it for growth indgat average daily attendance and per capita Genera
Fund revenues. The Proposition 98 formula was &&fju compare Test 2 and Test 3, the lower of

which is applicable. This applicable test is thempared to Test 1 and the higher of the tests

determines the Proposition 98 guarantee level.

Proposition 98 Tests
Calculating the Level of Education Funding

Test Calculated Level Operative Year Times Used
Test 1 | Based on a calculated percent of | If it would provide more funding 4
General Fund revenues (currently | than Test 2 or 3 (whichever is
around 38.1%). applicable).
Test 2 | Based on prior year funding, If growth in personal income fs 13

adjusted for changes in per capita | growth in General Fund revenues
personal income and attendance. | plus 0.5%.

Test 3 | Based on prior year funding, If statewide personal income 11
adjusted for changes in General Furgtowth > growth in General Fund
revenues plus 0.5% and attendancerevenues plus 0.5%.

Generally, Test 2 is operative during years when®eneral Fund is growing quickly and Test 3 is
operative when General Fund revenues fall or grtowlg. The Test 1 percentage is historically-
based, but is adjusted, or “rebenched”, to accéamiarge policy changes that impact local property
taxes for education or changes to the mix of pmoagréunded within Proposition 98. In the past few
years, rebenching was done to account for propgiaxtghanges, such as the dissolution of the RDAS,
and program changes, such as removing childcare the Proposition 98 minimum guarantee and
adding mental health services. In the budget ythar, Test 1 calculation is adjusted to reflect RDA
changes. Proposition 98 tests are based on estiMateors during budget planning; however, the
factors are updated over time and can change pasamgtee amounts and even which test is applicable
in a previous year. Statute specifies that at &irepoint the Proposition 98 minimum guaranteeafor
given year shall be certified and no further changkall be made. The guarantee was last fully
certified for 2007-08.

The Governor's proposal assumes that in all threarsy 2015-16, 2016-17, and 2017-18, the
Proposition 98 guarantee is calculated under TeAtTest 3 is reflective of strong per capita peido
income growth in comparison to relatively lower @l Fund growth. Generally, the Proposition 98
minimum guarantee calculation was designed in otdeprovide growth in education funding
equivalent to growth in the overall economy, asexdéd by changes in personal income (incorporated
in Test 2). In a Test 3 year, the Proposition 98imum guarantee does not grow as fast as in aZl'est
year, in recognition that the state’s General Fisnadot reflecting the same strong growth as pelsona
income and the state may not have the resourcemtbat a Test 2 level; however, a maintenance
factor is created as discussed in more detail.l#srnoted in the table above, in most years the
Proposition 98 minimum guarantee has been detedriiyethe application of Test 2; however, this
latest budget proposal which includes reduction&@meral Fund Revenues, is pushing the guarantee
back into an era of Test 3.

Suspension of Minimum Guarantee Proposition 98 includes a provision that allows tlegislature

and Governor to suspend the minimum funding requargs and instead provide an alternative level
of funding. Such a suspension requires a two-thiate of the Legislature and the concurrence of the
Governor. To date, the Legislature and Governorehauspended the Proposition 98 minimum
guarantee twice in 2004-05 and 2010-11. While tiepension of Proposition 98 can create General
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Fund savings during the year in which it is invokédalso creates obligations in the out-years, as
explained below.

Maintenance Factor. When the state suspends the Proposition 98 minimguanantee or Test 3 is
operative (that is, when the Proposition 98 guaargrows more slowly due to declining or low
General Fund growth), the state creates an outgldagation referred to as the “maintenance fattor.
When growth in per capita General Fund revenuégiser than growth in per capita personal income
(as determined by a specific formula also set fantthe state Constitution), the state is requied
make maintenance factor payments, which accelgrateth in K-14 funding, until the determined
maintenance factor obligation is fully restor@utstanding maintenance factor balances are adjuste
each year by growth in student average daily atteoel and per capita personal income.

The maintenance factor payment is added on to themam guarantee calculation using either Test 1
or Test 2.

* In a Test 2 year, the rule of thumb is that rougbly percent of additional revenues would be
devoted to Proposition 98 to pay off the mainteeaactor.

* In a Test 1 year, the amount of additional revergarag to Proposition 98 could approach 100
percent or more. This can occur because the retpagment would be a combination of the 55
percent (or more) of new revenues plus the estaddipercentage of the General Fund—roughly
38.1 percent—that is used to determine the minirguarantee.

Prior to 2012-13, the payment of maintenance faatas made only on top of Test 2; however, in
2012-13, the Proposition 98 guarantee was in arsualusituation as the state recovered from the
recession. It was a Test 1 year and per capitar@eRend revenues were growing significantly faster
than per capita personal income. Based on a gemding of the Constitution, the payment of
maintenance factor is not linked to a specific, tbat instead is required whenever growth in pgitaa
General Fund revenues is higher than growth ingagita personal income. As a result the state
funded a maintenance factor payment on top of Teanhd this interpretation continues today and
results in the potential for up to 100 percent orenof new revenues going to Proposition 98 inst Te

1 year with high per capita General Fund growthsTas the case in 2014-15, when the maintenance
factor payment was more than $5.6 billion.

The Governor’'s proposal assumes a Test 3 calcalatidche guarantee in all three years (2015-16,
2016-17, and 2017-18) and therefore a maintenauterfis created in each of the three years regulti
in a total outstanding maintenance factor balarickld billion at the end of 2017-18. In 2017-48,
relatively small amount of new revenues — approxéhyab1.5 billion - could move the guarantee into
a Test 2 calculation and require a maintenancerfgeyment, therefore increasing funding for school
in the budget year.

Settle-Up. Every year, the Legislature and Governor estimateRroposition 98 minimum guarantee
before the final economic, fiscal, and attendam@tors for the budget year are known. If the edttma
included in the budget for a given year is ultilpatewer than the final calculation of the minimum
guarantee, Proposition 98 requires the state tcemaalsettle-up” payment, or series of payments, in
order to meet the final guarantee for that yeae Governor’s budget proposes General Fund settle-up
payments of $400 million in 2017-18 counting towsattle 2009-10 minimum guarantee. After this
payment, the state would owe $626 million in satpefor years prior to 2014-15. In the recent past,
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the state was not required to make settle-up patgr@nschedule; however, Proposition 2, passed in
2014, requires the state to spend a minimum ameaoh year to buy down eligible state debt.
Proposition 98 settle-up debt is one area that sriéegposition 2 requirements, and in compliancé wit
this requirement, the state has made settle-up @atgnin the past few years.

Spike Protection. Proposition 98 also has a built-in formula to prevéarge increases in the
guarantee, referred to as “spike protection”. Tdasstitutional formula specifies that in years wlaen
Test 1 is operative and is greater than the Tash@unt by 1.5 percent of General Fund revenues, the
when calculating the guarantee level in the subsatoyear, the excess amount over the 1.5 percent of
General Fund revenues is not included in the cafimnl. This part of the formula has only been iaypl
twice, and reduced the impact of revenue gainshen2013-14 and 2015-16 minimum guarantee
calculations.

Proposition 98 Rainy Day Fund and District Reserve&Caps. Proposition 2 also requires a deposit in
a Proposition 98 Rainy Day Fund under certain arsiances. These required conditions are that
maintenance factor (accumulated prior to 2014-35)aid off, Test 1 is in effect, the Proposition 98
guarantee is not suspended, and no maintenanae faatreated. Related statute requires that in the
year following a deposit into this fund, a cap ondl school district reserves would be implemented.
Both the Governor and the Legislative Analyst’si€f(LAO) continue to project that a Test 1 will
not be in effect in their forecast period over tiext few years. The conditions needed to triggest Te
include significant year-over-year revenue gaira tre unlikely, given the modest growth projection
and potential for a slowing economy in the neanrett

Outstanding Obligations. The state currently has paid most of the outstandbiigations to school
districts and community colleges that built up othex last recession. However, as of the 2016 Budget
Act, the state still has more than $1.8 billionuimpaid mandate claims. The Governor’s proposal for
2017-18 would retire approximately $287 milliontbése mandate obligations.

Governor’'s Proposal

K-14 Proposition 98 Education Overall. The budget estimates a total Proposition 98 funtéxgl of
$73.5 billion (K-14). This is a $1.6 billion increa over the 2016-17 Proposition 98 level provided i
the 2016 Budget Act (a $2.1 billion increase oves tevised 2016-17 Proposition 98 level). The
Administration estimates that the Proposition 98wdation for 2017-18 will be a Test 3 calculation.

The budget estimates that the total Propositiog@&antee (K-14) for 2015-16 decreased by $379
million compared to the level estimated in the 2@8L@iget Act (for a total of $68.7 billion). Similgy

for 2016-17, the Governor estimates a decreasheiridtal guarantee of $506 million (for a total of

$71.4 billion). These adjustments are the resuét décline in anticipated General Fund revenues ove
the three-year budget period and result in the -appropriation of the Proposition 98 guarantee,
absent actions to reduce appropriations in 2018r62016-17. (The Governor proposes to eliminate
this over-appropriation by shifting or deferringpexditures from the 2015-16 and 2016-17 years to
the 2016-17 and 2017-18 years, as discussed tatlisi section.) The Administration estimates that
the Proposition 98 calculations for 2015-16 and&017 are Test 3 calculations.

K-12 Education Proposition 98 Major Spending Propoals. The budget includes a proposed
Proposition 98 funding level of $64 billion for K2Jprograms. This includes a year-to-year increése o
almost $2 billionin Proposition 98 funding for K-12 education, asngared to the revised Proposition
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98 K-12 funding level for 2016-17. Under the Gowets proposal, ongoing K-12 Proposition 98 per
pupil expenditures increase from $10,579 provide@016-17 (revised) to $10,910 2017-18. This
2017-18 proposed Proposition 98 funding level fet Xreflects a per-pupil increase of 3.1 percest, a
compared to the revised per-pupil funding levelvded for in 2016-17. The Governor's major K-12
spending proposals are identified below.

K-12 Local Control Funding Formula. The 2013 Budget Act changed how the state provides
funding to school districts and county offices afueation by creating the LCFF. Since its
inception, the state has dedicated a large podidhe new Proposition 98 revenues in each year
towards full implementation of the LCFF. The 2016dBet Act included $2.9 billion in new
Proposition 98 funds for LCFF implementation. Hoeevthe Governor's budget includes
Proposition 98 estimates for 2015-16 and 2016-A7 &ne below the levels assumed in the 2016
Budget Act and, as a result, proposes to defer .28B8llion of the funding scheduled to be
provided for LCFF implementation from 2016-17 tdlZ618 (payments to LEAs would shift from
June 2017 to July 2017). This would result in a-bbme deferral, fully paid off in the 2017-18
fiscal year. In addition to the one-year defertak Governor’'s budget proposes an increase of
approximately $744 million in 2017-18 to implemehn¢ LCFF. Overall, this investment results in
the formula funded at 96 percent of full implemdiota in 2017-18, maintaining the same
implementation percentage assumed as of the 20gdBuAct. County offices of education
reached full implementation with the LCFF allocatio the 2014 Budget Act. The accountability
system for LCFF is also not yet fully implemented.

Discretionary Funds / Mandate Backlog Reduction The budget proposes an increase of $287
million in discretionary one-time Proposition 98nfling provided to school districts, charter
schools, and county offices of education. The Adstiation indicates that this funding will allow
school districts, charter schools, and county efficof education to continue to invest in
implementing state adopted academic content stdedapgrade technology, provide professional
development, support beginning teacher inductiod address deferred maintenance projects.
These funds would also serve to offset outstandiagdate reimbursement claims. In addition, as
part of the actions taken to reduce the Proposifi8nappropriation levels, $310 million in
discretionary, one-time Proposition 98 expenditdoeschool districts, charter schools, and county
offices of education for these same purposes ib-A®@] would be shifted to the 2016-17 year.

K-12 Special Education.The budget proposes to begin a series of stakahwldetings during the
spring budget process on the funding model forigpeducation. In 2017-18, the budget proposes
expenditures of $3.2 billion in Proposition 98 fimgland $1.2 billion in federal funds for special
education. Unlike other categorical programs, fagdor special education was not rolled into the
funding for local educational agencies under thé~ECLEAs are required to operate as, or be a
member of, a Special Education Local Plan Area (&)L The majority of funding for special
education is provided to the SELPAs which distrébfuinds to member LEAs agencies based on a
locally-determined formula. The Governor’s budgetes that stakeholder conversations would be
centered on principles aligned with the LCFF, idahg equity, transparency, flexibility, local
control and focus on the needs of students.

K-12 School Facilities In November, 2016, the voters passed the Kindengathrough

Community College Facilities Bond Act of 2016 (Posftion 51), which authorizes the state to sell
$9 billion in general obligation bonds with the peeds to be used for K-12 and community
college facilities. The K-12 share of the proceeé¥shbillion, would be subject to the rules of the
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state’s existing school facilities program and dobé used for new construction, modernization,
career technical education facilities, and chadehool facilities. The Administration notes

concerns with the proper expenditure of fundingmirprior facilities bonds and proposes to
strengthen program oversight and accountabilitprpio expenditure of the Proposition 51 bond
funds. The Administration plans to accomplish timstwo ways: (a) supporting the State

Allocation Board and the Office of Public SchoolrStruction on revising and creating policies
and regulations; and, (b) introducing legislatiequiring that the annual K-12 Audit Guide include
facility bond expenditures.

Enrollment and Cost-of-Living Adjustments. The proposed budget reflects an estimated
decrease in student enrollment in the K-12 systepecifically, it reflects a decrease of $168.9
million in 2016-17, as a result of a decrease m pinojected average daily attendance (ADA),
compared to the 2016 Budget Act. For 2017-18, tlewe@or's proposed budget reflects a

decrease of $63.1 million to reflect a projectedhfer decline in ADA for the budget year. (For

charter schools, the Governor’'s proposed budgedsfian estimated increase in charter school
ADA , as discussed below.) The proposed budget pievides $58.1 million to support a 1.48

percent cost-of-living adjustment for categoricedgrams that are not included in the new LCFF.
These programs include special education and childtion, among others. The proposed funding
level for the LCFF includes cost-of-living adjustmi® for school districts and county offices of

education.

Other K-12 Education Budget ProposalsAdditional proposals contained within the budgeatex
to K-12 education include the following

Career Technical Education Incentive Grant.The budget includes $200 million in Proposition
98 funding for career technical education grantsottal educational agencies. This is the final
installment of funding for a three-year grant pargradopted in the 2015 Budget Act.

Proposition 39 Energy Efficiency InvestmentsThe budget proposes to allocate $422.9 million in
Proposition 39 energy funds available in 2017-1&+b2 school districts and charter schools for
energy efficiency project grants. Funds for Prapms 39 flow from a change made to the

corporate income tax code in 2013-14. Under tlopésition, half of the General Fund revenue
gained as a result of the tax changes are to liefaselean energy projects in schools for the firs

five years. 2017-18 is the fifth and final yeaattfunds must be used for this purpose.

Charter Schools The budget proposes an increase of $93 millidhroposition 98 funds to reflect
a projected increase in charter school ADA.

Special Education The budget proposes a decrease of $4.9 millioRroposition 98 funds to
reflect a projected decrease in special educatidA.A

Proposition 56.The budget proposes $29.9 million to support tobaoa nicotine prevention and
reduction programs at K-12 schools. This fundmghie result of an increase in taxes on tobacco
products as a result of the passage of Proposi®nn November 2016, which requires a
percentage of the revenues to be available forddtased tobacco prevention programs.

Proposition 47.The budget proposes $10.1 million in Propositiorfl@&ling to support improved
outcomes for students who are truant, at risk opging out of school, or are victims of crimes.
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Proposition 47 reduced penalties for some crimesb raquired that 25 percent of the resulting
savings be invested in K-12 truancy, dropout praeen victim services, and drug and mental
health treatments. SB 527 (Liu), Chapter 533, $atof 2016 and AB 1014 (Thurmond), Chapter
397, Statues of 2016, created a program for therakfure of K-12 Proposition 47 funds. Pursuant
to this legislation, the Department of Educatiofl eivard grants to LEAs and provide training and
technical assistance to grantees on pupil engagemsehool climate, truancy reduction, and
supporting pupils who are at risk of dropping oluschool or are victims of crime. This is a slight
increase from the $9.9 million estimate from thiading source included in the 2016 Budget Act.

Mandate Block Grant. The budget provides $8.5 million in PropositionféBthe mandate block
grant to reflect the addition of the Training fat®ol Employee Mandated Reporters program.

Child Care and Development The budget provides nearly $3.8 billion total dan($1 billion
federal funds; $1.7 billion Proposition 98 Gendrahd; and $1 billion non-Proposition 98 General
Fund) for child care and early education prograkiewever, the Governor does not include
scheduled increases in rates and state preschaisltbBat were scheduled to be included for the
2017-18 year as part of the 2016-17 budget agreeméis saves $226.8 million in 2017-18
($121.4 million in non-Proposition 98 General Famdl $105.4 million in Proposition 98.)

California Community Colleges Proposition 98 BudgeProposals.

Apportionments — The budget assumes a decrease of $27.1 milliopoBition 98 General Fund,
which reflects: (1) an increase of $94.1 milliom £1.48 percent cost-of-living adjustment, (2) an
increase of $79.3 million for enrollment growth34.percent), (3) an increase of $3.8 million as a
result of decreased offsetting student enrolimestrevenues, (4) a decrease of $56.6 million to
reflect unused growth provided in 2015-16, and d5Jecrease of $147.7 million as a result of
increased offsetting local property tax revenues.

Guided Pathways —The budget provides $150 million one-time Proposi®8 General Fund for
grants to community colleges to develop an integhatinstitution-wide approach to student
success. Trailer bill language largely delegatesggam design to the Chancellor's Office.
Additionally, about 90 percent of funding will garekctly to colleges based on a college’s share of
the state’s Pell Grant-eligible students, shareilbtime equivalent students, and a fixed basegra
for each college. About ten percent will be fotetade assistance and programmatic support.

Operating Expenses- The budget provides an increase of $23.6 milkooposition 98 General
Fund to support community college operating expgnsach as employee benefits, facilities,
professional development, and other general exgense

Online Education Initiative — The budget provides an increase of $10 millioopBsition 98
General Fund to provide system-wide access tortitiative’s course management system. The
proposal would increase implementation of the Carorse management system, and cover the
subscription costs for all colleges indefinitely.

Integrated Library System — The budget provides an increase of $6 million-ttme Proposition
98 General Fund to develop an integrated librasgesy that would allow for students to access a
cloud-based library system.
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» Deferred Maintenance— The budget proposes a $43.7 million one-timep&siion 98 General
Fund increase for deferred maintenance, instrugtiequipment, and specified water conservation
projects. Community colleges will not need to pd®/matching funds for deferred maintenance.

* Proposition 39— The budget proposes an increase of $3 milliomiCEnergy Job Creation Fund
for community college energy efficiency projectsnsistent with Proposition 39.

* Innovation Awards — The budget proposes $20 million one-time PrdjmrsB8 General Fund for
innovation awards for the development and implerd@nt of innovative practices as determined
by the Chancellor’'s Office. The Chancellor's Offizalicated that it would prioritize applicants
that focus on addressing needs like improving ddalining and better serving veterans.

e Strong Workforce Program — The budget proposes to move $48 million from @areer

Technical Education Pathways program, which is delegl to sunset on July 1, 2017, into the
Strong Workforce Program.

LAO Analysis and Recommendations

The LAO recently released “The 2017-18 Budget: Bsippn 98 Education Analysis” which includes
detailed information on the calculation of the Rysiion 98 Guarantee and programs provided with
Proposition 98 funding. The LAQO’s analyses of spedProposition 98 funded programs will be
discussed in detail when the subcommittee heansethted program area.

The LAO notes that the 2015-16 minimum guarantesimewhat insensitive to revenue changes and
likely will remain unchanged without large revemsawgings. The 2016-17 minimum guarantee would
change with revenue changes, a change in revenueedadollar (either higher or lower than estimates)
would result in a 50 cent change to the guaramtehe budget year, the impact of new revenue ¢o th
guarantee would be somewhat different based oarti@unt. In the chart below, the LAO shows that
for the first $400 million in revenue gains, theagantee would increase by $200 million, or 50 cents
on the dollar. At that point, the minimum guaranteéulations would switch from a Test 3 to a Test
2. Further increases in revenue would have no impatil the maintenance factor requirement is
triggered, at about $1.4 billion in additional raue above current DOF estimates, anything above tha
point would again result in a 50 cent on the ddltarease to the guarantee, up to a total of $ibibil
above current estimates.
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Figure 13
The Impact of Higher State Revenues on the 2017-18 Minimum Guarantee
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2 Assumes all other Proposition 98 inputs remain unchanged.

Source: Legislative Analyst's Office
Under the LAQO’s revenue estimates, higher GenewrldFRevenues would increase the minimum
guarantee by approximately $1 billion in 2017-1&tBthe LAO and the DOF will update their
estimates of General Fund Revenues for the Magigevof the budget.

Subcommittee Questions

1. What rate of growth are LAO and the DOF estimatmgthe Proposition 98 guarantee in the
out years (2018-19 and later)? How does this im{hectbility of the state to meet Proposition
98 funding obligations?

2. The Governor proposes to reduce over-appropriatbtise Proposition 98 guarantee in 2015-
16 and 2016-17 through shifting some one-time edperes from 2015-16 to 2016-17 and
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deferring a portion of LCFF payments from 2016-672017-18. Can DOF comment on the
practical impact of these changes to local educatiagencies?

3. In the Budget Summary released by the GovernorAthainistration is proposing to hold a
series of stakeholder meetings on Special Educdtimaing. Can DOF expand on the
outcomes that are expected from the stakeholdetimys@ Will there be a related proposal in
the May Revision? What problems is the Governoridgpfo address?

Staff Recommendation

No action, this issue is information only and theg®sition 98 guarantee calculation will be updated
at the May Revision.
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6100 DEPARTMENT OF EDUCATION

Issue 2: Federal Funding and Every Student Succeedgt Update (Information Only)

Panel:

* Natasha Collins, Legislative Analyst’s Office
* Marguerite Ries, California Department of Education

Federal Funding of K-14 Education:

In addition to state and local sources of funding éducation, K-12 schools also receive federal
funding, which makes up about 10 percent of alllt&t12 funding. The Governor’s budget includes
an estimated $7.5 billion in federal funding forlZ618. This funding is provided through a variefy
programs, including:

» Child nutrition programs totaling $2.6 billion; ilncles the National School Lunch program and the
School Breakfast program.

* Low-income student support programs totaling alng&sbillion; supports schools educating low-
income children under Title | of the Every Stud8ntcceeds Act.

» Students with disabilities programs totaling $1illdm; supports direct services for the education
of students with disabilities.

» Other programs include support of English learnaféer school programs, early childhood
education, and career technical education.

Finally, federal funding makes up $161 million bktstate operations budget of the Department of
Education, or about 70 percent of the departmeotz budget.

ESSA Background:

On December 10, 2015, the federal Elementary ancorfary Education Act (ESEA) was
reauthorized with the passage of the Every Stuianteeds Act (ESSA). This replaces a prior version
of the law, passed in 2002, known as No Child Bsfhind (NCLB). The ESEA was originally passed
in 1965 by the Lyndon B. Johnson administrationthwa primary goal of supporting low-income
students. Under ESEA, states are eligible for otmula and competitive grants, with the largest
being Title | formula grants that states receivat@nbasis of the number of low-income students.
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Funding for Every Student Succeeds Act
Proposed 2017-18% (In Millions)

Support for:

Low-income students (Title I) $1,958
Teachers and administrators (Title I1) 238
English learners (Title 11I) 145
After-school programs and charter schools (Titlg IV 164
Rural schools (Title V) 1
American Indian education (Title VI) 7
Schools on federal lands (Title VII) 85
Total $2,598

®Does not include various competitive grant awanl2016, we estimate California
educational entities received a total of $60 millio competitive grant funding.

PLAO estimates.

Source: Legislative Analyst's Office

Title I. Title I provides funding to support the academibiacement of low-income students. Under

ESSA, as under NCLB, states receive funding baseth® number of low-income students, most of
which goes out on a formula basis to local eduoatiagencies (LEAs). Of the total grant, states may
use up to one percent for state administration.tRe@r2017-18 year, California anticipates receiving
almost $2 billion in Title | funds.

Federal accountability is also included in Titld&Jhder ESSA, of the total Title | grant amounttata
must set aside seven percent for school improvenmeatventions and technical assistance. The
majority of these funds must be used to provide-j@mar grants to LEAs. States may also set aside
three percent of the total Title | allocation faredt services to students. Additionally, undeneTit
states are required to adopt challenging acadetaitdards (federal approval is not required) and
implement standards-aligned assessments in spkgifagle spans and subject areas (the same as under
NCLB).

States must develop accountability systems thats@tools using academic achievement, growth rates
(K-18), graduation rates (high school), Englishriea progress in language proficiency, and other
factors determined by the state. Academic growtlstninave the greatest weight. Title | requires
identification of, and intervention in, the lowgstrforming five percent of schools, high schoolatyh
fail to graduate more than one-third of their sitdeand schools in which any subgroup is in the
lowest performing five percent and has not improveer time.

Title 1. Title 1l provides funding to increase the quality teachers and principals. Title Il also
prohibits the Secretary of Education from requirorgcontrolling teacher evaluations, definitions of
effectiveness, standards, certifications, and Soenrequirements.
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Title 11l. Title 1l provides funding specifically for the edation of English learner students. Under
ESSA, Title 1l includes reporting on English lears; numbers, percentages, attainment of
proficiency, and long-term academic performancedédnNCLB, Title 1l included accountability
provisions called annual measurable achievemerdctbgs. Accountability for English Learners is
included in the new accountability system undeleTit

Timelines. The Legislature can expect that ESSA funding changdl impact the state’s budget
process for the 2017-18 fiscal year. In additioeywESSA for accountability takes effect in 2017-18.
Generally, programs may finish out existing gramds and requirements before transitioning to new
ESSA requirements. Federal regulations that prowdiglitional detail and guidance for the
implementation of ESSA have been underway sincé62Bowever the new federal Administration
and Congress may make changes that impact ESSAatiegs. For example, the previous
Administration issued regulations around the ESS#&oantability requirements in November;
however the House of Representativesrecently vimtexerturn the regulations and similar action is
anticipated from the Senate. If the regulations averturned, Congress is barred from issuing
"substantially similar” regulations on these issbhefore lawmakers reauthorize ESSA. States would
then rely only on the plain language of the ESSAusé for moving forward.

ESSA State Plan.The ESSA state plan is a comprehensive plan ttaditides all of the federal
requirements as reflected in Titles | through IXstakeholder process to contribute to the ESSAeStat
Plan has been underway since 2016 through theo@rahf Practitioners Advisory Group (CPAG). The
CDE and the State Board of Education (SBE) have kewking to align ESSA planning requirements
with the new statewide accountability system unbdlerLCFF to establish a single coherent localgstat
and federal accountability and continuous improvwansystem. At the March 2017 SBE meeting,
CDE staff will update the SBE on continued develepiof the state plan and the federal assurances
the state must agree to in order to receive fedenaling.

Staff Recommendation:No action. This item is informational only.

Senate Committee on Budget and Fiscal Review 15



