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SUMMARY

The California Community Colleges (CCCs) is the largest system of community college
education in the United States, serving approximately 2.1 million students annually. The
CCC system is made up of 113 colleges operated by 72 community college districts
throughout the state. California’s two-year institutions provide primary programs of study
and courses, in both credit and noncredit categories, which address its three primary areas
of mission: education for university transfer, career technical education, and basic skills.
The community colleges also offer a wide range of programs and courses to support
economic development and specialized populations. As outlined in the Master Plan for
Higher Education in 1960, the community colleges were designated to have an open
admission policy and bear the most extensive responsibility for lower-division,
undergraduate instruction.

According to a recent report by the Public Policy Institute, by 2025, California is likely to
face a shortage of workers with some postsecondary education but less than a bachelor’s
degree. The future gap among associate degree holders, those with one- or two-year
technical certificates, and anyone who attended college but did not receive a credential,
may be as high as 1.5 million. In order to meet the growing workforce demands, California
must ensure that higher education is accessible and affordable for all students.

Recently, President Obama proposed the America’s College Promise plan to make the first
two years of college tuition-free for students meeting certain criteria and academic
progress. At the national level, a conversation has begun about college affordability and
the importance of making college accessible to everyone. Some states, like Tennessee
and Oregon, and cities across the country, are considering or have implemented tuition-
free community college plans. This hearing seeks to evaluate community college
affordability in California, examine existing financial aid opportunities for community
college students, and review the national movement for tuition free community college and
other states’ Promise Programs.

6870 CALIFORNIA COMMUNITY COLLEGE

As noted above, since the creation of the junior college in 1910, California Community
Colleges (CCC) have a broad mandate —to provide a post-secondary education to
citizens of California, regardless of their ability to pay. To this end, community colleges in
the state were initially open-access and charged no tuition or fees for attendance (State of
California Master Plan 1960).

Tuition-free education ended during the 1983-1984 legislative session after a year-long
budget conflict between Governor Deukmejian and the Legislature. In 1983, the Governor
proposed a mandatory $50 per semester fee for CCC students. While the Legislature
fought to maintain the tuition-free status of the system, they ultimately agreed to pass a $5
per credit fee, but clearly stated their intent that “the implementation of a mandatory fee
does not impair access to, or the quality of, California Community College.”
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California Community College Fees. The state first instituted a $5 credit fee at the
community colleges in 1983 and, over the last 33 years, fees have increased eight times,
and decreased three times. Fees have increased from $18 per unit in 2003-04 to $46 per
unit, the current fee level, in 2012-13 as a way to mitigate General Fund cuts during the
recent recession. The following chart describes the changes in fees over the last decade.

Year Fee History
2003-04 Enrollment Fee increased to $18 per unit
2004-05 Enrollment fee was increased to $26 per unit
2006-07 Enrollment fee was reduced to $20 per unit
2009-10 Enrollment fee was increased to $26 per unit
2011-12 Enrollment fee was increased to $36 per unit
2012-13 Enrollment fee was increased to $46 per unit

Despite these increases in fees, in 2013-14 California has the least expensive community
college tuition in the country with $1,238 in tuition and fees for a full-time student. The
most expensive community college system is New Hampshire with $7,234 in tuition and
fees. Tennessee has $3,644 and Oregon has $4,133 in tuition and fees.

Board of Governor's (BOG) Fee Waiver Program. In 1984, the Board of Governor’'s
(BOG) Fee Waiver program was created to help the community college system to continue
to meet its open access goals. This program waives tuition fees for financially- needy
students. For the past 30 years, the BOG Fee Waiver has kept pace with tuition, making a
community college education tuition-free for all financially-eligible Californians. Between
1984 and 2015, the waiver has been provided to over 5.1 million students.

The BOG Fee Waiver is available to California residents, or students who are exempt from
non-resident fees under AB 540 (Firebaugh), Chapter 814, Statutes of 2001, who:

e Demonstrated financial need for a fee waiver based on the Free Application for
Federal Student Aid (FAFSA), or

e Receive Temporary Assistance for Needy Families, Supplemental Security Income
/State Supplementary Payment or General Assistance, or

e Have an income (based on family size) that does not exceed 150 percent of the
federal poverty standard.

For the 2014-15 academic year, more than one million or 54 percent of California
community college students, and 66 percent of units earned, received a BOG Fee Waiver,
totaling more than $812 million Proposition 98 General Fund in financial aid. Of the
students who do not receive fee waivers, community college collected over $406 million in
fee revenue. The budget notes that the BOG anticipates waiving approximately 65 percent
of the 2015-16 student enroliment fees at a state cost of approximately $780 million
Proposition 98 General Fund.
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Recent Changes to the BOG Fee Waiver. Senate Bill 1456 (Lowenthal), Chapter 624,
Statutes of 2012, the Student Success Act of 2012, provided authority to the BOG to
establish and implement academic and progress standards for fee waiver recipients. The
BOG adopted the following regulations in January 2014:

e Students lose eligibility for the BOG Fee Waiver if they are on probation for not
maintaining a 2.0 GPA for two consecutive primary terms or not successfully
completing half the units attempted in that period.

e Require that students be notified of their probation status within 30 days of the end
of the term for which the student did not meet academic or progress standards.

e Require that districts establish and publish written policies and procedures for
appeals. Specify that valid appeals include extenuating circumstances of various
types, such as changes in economic situations or evidence that the student was
unable to obtain essential student support services from the campus.

e Tie the appeal process to that of the Enroliment Priorities regulations so that a
successful appeal of the loss of enroliment priority shall result in the restoration of
fee waiver eligibility.

e Require that districts begin notification to students following the spring 2015 term
and that all requirements are fully operational by fall 2016. The first loss of fee
waiver eligibility shall not occur prior to fall 2016.

Full Time Student Success Grant. In addition to the BOG Fee Waiver, the 2015 Budget
Act created a new grant program, the Full Time Student Success Grant, which provides
additional assistance to community college students who enroll in courses full-time. The
budget provided $39 million Proposition 98 General Fund to leverage the existing Cal
Grant B program (discussed below) with supplemental grant funding and an additional $3
million was provided to assist community colleges in implementing the new grant program.
Students who receive Cal Grant B Access awards will receive an additional supplemental
award to help pay for non-tuition costs.

For the fall of 2015, about 50,000 awards were awarded to students, totaling $15 million in
additional grants. This means that about 50,000 received an additional $300 per Semester
or $200 per Quarter to help pay for their total cost of attendance.

| 6980 CALIFORNIA STUDENT AID COMMISSION — CAL GRANT PROGRAMS

The Cal Grant program is the primary financial aid program run directly by the state.
Modified in 2000 to become an entitlement award, Cal Grants are guaranteed to students
who graduated from high school in 2000-01 or beyond, and meet financial, academic, and
general program eligibility requirements. Administered by the California Student Aid
Commission (CSAC), Cal Grant programs include:

e Cal Grant A high school entitlement award provides tuition fee funding for the
equivalent of four full-time years at qualifying postsecondary institutions to eligible
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lower and middle income high school graduates who have at least a 3.0 grade point
average (GPA) on a four-point scale and apply within one year of graduation. If a
student receives Cal Grant A but decides to attend a California Community College
first, the award will be held in reserve for up to two years until the student transfers
to a four-year college (as a Cal Grant recipient, the students community college
fees will be waived through the BOG Fee waiver).

Cal Grant B high school entittement award provides funds to eligible low-income
high school graduates who have at least a 2.0 GPA on a four-point scale and apply
within one year of graduation. The award provides up to $1,656 for book and living
expenses for the first year and each year following, for up to four years (or
equivalent of four full-time years). After the first year, the award also provides tuition
fee funding at qualifying postsecondary institutions. Any student receiving a Cal
Grant B at the community colleges is automatically eligible for a Board of
Governor’s fee waiver. Thus, Cal Grant B awards for CCC students include only the
$1,656 for costs other than tuition and fees.

Cal Grant Competitive Award Program provides 25,750 Cal Grant A and B awards
available to applicants who meet financial, academic, and general program eligibility
requirements. The Cal Grant Competitive awards are for students who are not
graduating high school seniors or recent graduates. Half of these awards are
reserved for students enrolled at a community college and who met the September
2 application deadline.

Cal Grant C Program provides funding for financially-eligible lower-income students
preparing for occupational or technical training. The authorized number of new
awards is 7,761. For new and renewal recipients, the current tuition and fee award
is up to $2,462 and the allowance for training-related costs is $547. Any student
receiving a Cal Grant C at the community colleges is automatically eligible for a
Board of Governor's fee waiver. Thus, Cal Grant C awards for CCC students
include only the $547 for costs other than tuition and fees.

Community College Transfer Award provides a Cal Grant A or B to eligible high
school graduates who have a community college GPA of at least 2.4 on a four-point
scale and transfer to a qualifying baccalaureate degree granting college or
university.
CCC Cal Grant Recipients
(Dollar Amounts in Thousands)

Paid Recipients Total Amount Average Award

2014-15 | 2015-16 | 2014-15 | 2015-16 | 2014-15 | 2015-16
High School
Entitlement (Cal 63,440 | 72,764 $85,201 | $98,434 | $1,343 $1,353
Grant B)
Competitive Cal
Grant (Cal Grant B) 31,535 | 35,113 $39,137 | $44,418 | $1,241 $1,265
Cal Grant C 6,833 7,044 $2,548 $2,644 $373 $375
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Cost of Attendance. The Cal Grant program's focus on tuition largely ignores the
considerable living expenses that students face. The Legislative Analyst’'s Office (LAO)
notes that the cost of attendance in California for students not living with family is higher
than most other states. This is because California tends to have higher costs for housing,
which is a large factor in attendance costs. Below is a description of the total cost of
attendance for a California resident living away from home.

2014-15 San Diego Mesa American River Butte City
Student Budget City College College College

Tuition and Fees $1,142 $1,104 $1,364
Housing and Food $11,493 $11,494 $10,962
Books and Supplies $1,746 $1,746 $1,660
Transportation/ Other

Expenses $4,149 $4,078 $3,614
Total Costs $18,530 $18,422 $17,600
Tuition and Fees as a 6.16% 5.99% 7 75%

Percentage of Total Cost

* Data from U.S. Department of Education Institute of Education Sciences, National Center for Education
Statistics

The average cost of attendance for community college students living away from home in
California is $18,444. As shown above, tuition is less than 10 percent of the total cost of
attendance at various community colleges throughout the state. Despite this, Cal Grants
remain largely focused on covering tuition for students. Additionally, the BOG Fee waiver
only covers tuition. Only the stipend associated with the Cal Grant B program and Cal
Grant C program provides some aid for living expenses, and at $1,656 and $547 annually,
the stipend does meet total expenses. Additionally, the Full-Time Student Success Grant,
helps students pay for non-tuition expenses; however, as noted above, funding for this
program is limited, and for the fall of 2015, students received about $300 per Semester or
$200 per Quarter to help pay for their total cost of attendance.

To cover living expenses, students may take out loans to help cover living expenses.
According to IPEDS data, in 2014, about 40,000 CCC students borrowed federal loans,
with the average loan amount of about $5,500.

Many students must also work part-time or even full-time jobs. This can have a detrimental
effect on student outcomes. Research by the American Council on Education indicates
that students working more than 15 hours per week are more likely to drop out of college
than those working fewer than 15 hours.

OTHER STATES AND NATIONAL MOVEMENT

America’s College Promise. In January 2015, President Obama released the America’s
College Promise proposal to make two years of community college tuition free for students
who attend at least half time, maintain a 2.5 GPA, and enroll in programs preparing them
for transfer or occupational training programs with high graduation rates and industry
demand. Colleges must also adopt evidence-based institutional reforms to improve student
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outcomes, such as helping students pay for books and transit costs, and provide academic
advising and supportive scheduling programs.

Federal funding will cover three-quarters of the average cost of community college. States
that choose to participate will be expected to contribute the remaining funds necessary to
eliminate community college tuition for eligible students. States that already invest more
and charge students less can make smaller contributions. States must also commit to
continue existing investments in higher education; coordinate with high schools,
community colleges, and four-year institutions to reduce the need for remediation and
repeated courses; and allocate a significant portion of funding based on performance, and
not enrollment alone.

Legislation modeled after the President’s proposal, H.R. 2962 and S. 1716, are pending in
Congress and Senate.

The Tennessee and Oregon Promise Programs.  The President’s proposal was inspired
by the Tennessee Promise Program, which have led to other states like Oregon, to follow
suit. The Tennessee Promise is the only program that has taken effect, with the first cohort
of students having started in the fall of 2015. The LAO chart on below describes the
components the two state programs:

State-Level Tuition-Free Community College Programsa

Start DateP

Minimum GPA Requirement
Deadline to Enroll

Required Units

Eligible Institutions / Programs

Other Requirements

Tuition Coverage

Other Financial Aid

Length of Program
Annual Cost

Fund Sources

Fall 2015.

2.0 (college).

Fall after high school graduation.
At least 12 units per semester.

Community colleges, colleges of applied
technology, and associate’s degree programs
at certain public and private universities.

Two meetings with mentor. Eight hours of
community service per semester. Student

must not already have an associate’s degree.

Generally full tuition, after taking into account
all other tuition aid.

None.

Up to five semesters.
$10.6 million estimated for 2016-17.

State lottery endowment.

Senate Budget and Fiscal Review Committee

Fall 20186.

2.5 (high school and college).

Within six months of high school graduation.

At least half time (six to eight units per quarter).

Community college transfer, associate’s degree,
and career technical education programs.

Student must not have already completed 90 or
more quarter units in an eligible program.

Up to the average in-state tuition after taking into
account all other tuition aid. Pro-rated for part-
time students. Requires a $50 copay per term.

Recipients already receiving tuition coverage may
receive up to a $1,000 stipend for living expenses.

Up to 90 quarter units.
Maximum limit of $10 million.

General Fund.

& For both programs, recipients must be state residents who (1) graduate from an in-state high school, (2) apply to the program, and (3) apply for financial aid. Recipients generally
must maintain continous enroliment to have eligiblity renewed.
b Date of first entering cohort of students.

¢ Awards used to pay for associate's degree programs at four-year insfitutions are based on average fuition and fees at community colleges.
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Initial data regarding the Tennessee Promise estimates that 80 percent of high school
graduates submitted applications, and about 28 percent of applicants enrolled. The
Tennessee Higher Education Commission reported that the average Tennessee promise
award was $1,020, with a $10.6 million net program cost for 2015-16. Additionally, fall
enrollment at community and technical colleges increased by 23 percent, while enroliment
at four-year public institutions declined by 7 percent. The net change was a ten percent
increase statewide. State officials are conducting further research to understand the
impact on enrollment on four-year institutions.

As noted above, the first cohort of students for the Oregon Promise program will enroll in
the fall of 2016, therefore data for the program is not yet available, however approximately
4,000-6,000 students are expected to be served in the first year of the program.

The subcommittee may wish to ask:

* Does the state need a college promise program? If so, what eligibility criteria should
be included, and how would it differ from the eligibility criteria in the BOG Fee
Waiver and Cal Grant programs? What are the expected costs, and would it require
the state to redirect resources from other community college programs?

* Would tuition free college promote access in California? If so, how much and
among which type of students?

» Is tuition the most significant financial barrier to access for students? How do other
attendance costs, such as housing, impact access?

* What impact will tuition free college have on completion and time to degree?
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6110 DEPARTMENT OF EDUCATION
6870 (ALIFORNIA COMMUNITY COLLEGES

Issue 1: Overview of Proposition 98 and 2016-17 Bgdt Proposals (Information Only)

Panel I:
. State Superintendent of Public Instruction Tom dksbn
Panel 1I:
. Lisa Mierczynski, Department of Finance
. Kenneth Kapphahn, Legislative Analyst’s Office
. Debra Brown, California Department of Education
. Dan Troy, Chancellor’s Office of California CommutynColleges

Background:

California provides academic instruction and suppsmrvices to over six million public school
students in kindergarten through twelfth grade @-and 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 thanl1,200 charteoashthroughout 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 2016-17 budget includes funding atPdmposition 98 minimum guarantee level of

$71.6 billion. The budget proposal also revises 20&5-16 Proposition 98 minimum guarantee to
$69.2 billion, an increase of $766 million from t2©15 Budget Act, and revises the 2014-15
Proposition 98 minimum guarantee to $66.7 billian,increase of $387 million from the 2015 Budget

Act. The Governor also proposes to pay $257 mililoProposition 98 settle-up towards meeting the
2009-10 Proposition 98 minimum guarantee. Togettier,increased guarantee levels and settle-up
payments reflect a total of $4.3 billion in incredsfunding for education over the three years, as
compared to the 2015 Budget Act.

The Governor proposes to use one-time Proposi@ofuds to provide discretionary funding that will
also help to reduce the mandate backlog, as weloa®ind one-time programs, like the career
technical education incentive grant program thas weluded in the 2015 Budget Act. Most of the
ongoing Proposition 98 increase is proposed to $ed uowards implementing the Local Control
Funding Formula (LCFF). The Governor’'s proposab aixludes several other initiatives in the areas
of career technical education for community colkegearly education, and special education, among
others. These proposals are more fully describit Ia this section and in separate sections af thi
report.

Proposition 98 Funding. State funding for K-14 education—primarily K-12 #&ceducational
agencies and community colleges—is governed larigglf?roposition 98. The measure, as modified
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by Proposition 111, establishes minimum fundingumnegments (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.

The table below summarizes overall Proposition@®ling for K-12 schools and community colleges
since 2007-08, or just prior to the beginning @& #teep recent recession. 2012-13 marked a turning
point for education funding, and resources havavgreach year since then. The economic recession
impacted both General Fund resources and propedgst The amount of property taxes has also been
impacted by a large policy change in the past feary—the elimination of redevelopment agencies
(RDAs) and the shift of property taxes formerly wapd by the RDAs back to school districts. The
guarantee was adjusted to account for these additpyoperty taxes, so although LEAs received
significantly increased property taxes starting@12-13, they received a roughly corresponding
reduction in General Fund.
Proposition 98 Funding
Sources and Distributions
(Dollars in Millions)

Pre-Recessidn  Low Poinf Revised Revised Proposeq
2007-08 2011-12 2012-13 2013-14 2014-1%5 2015-16 2016-17

Sources
General Fung 42,015 33,136 41,682 42,996 49,554 49,992 9730,
Property taxes 14,563 14,132 16,224 15,905 17,136 19,183 0,612

Total 56,577 47,268 57,907 58,901 66,690 69,174 71,586
Distribution
K-12 50,344 41,901 51,719 52,392 59,329 61,096 63,243
CCC 6,112 5,285 6,110 6,431 7,281 7,997 8,259
Other 121 83 78 78 80 82 83

Source: Legislative Analysts’ Office and DepartmehEinance

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 d¢romvipersonal income of state residents, growth in
General Fund revenues, changes in student avemlyeattendance, and a calculated share of the
General Fund. When Proposition 98 was first enaltethe voters in 1988, there were two “tests”, or
formulas, to determine the required funding levigdst 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 persoocami@. 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
year funding level and adjusts it for growth indgat average daily attendance and per capita Genera
Fund revenues. The Proposition 98 formula was #etju compare Test 2 and Test 3, the lower of
which is applicable. This applicable test is themmpared to Test 1 and the higher of the tests
determines the Proposition 98 guarantee level.
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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 is 14

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 9
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 progartghanges, such as the dissolution of the RDAs,
and program changes, such as removing childcare fhe Proposition 98 minimum guarantee and
adding mental health services. In the budget yharTest 1 calculation is adjusted to reflect the ef

the “triple flip” and the retirement of the EconamRecovery Bonds and for RDA changes.

Proposition 98 tests are based on estimated fadtoteg budget planning; however, the factors are
updated over time and can change past guaranteanésnand even which test is applicable in a
previous year. Statute specifies that at a cegaint the Proposition 98 minimum guarantee for a
given year shall be certified and no further changjeall be made.

The Governor’s proposal assumes that in 2016-%¥ Ptloposition 98 guarantee is calculated under
Test 3, the current year is a Test 2 year, and pear is a Test 1. A Test 3 is reflective of sgger
capita personal income growth in comparison tatikedly lower General Fund growth. Generally, the
Proposition 98 minimum guarantee calculation wasiged in order to provide growth in education
funding equivalent to growth in the overall econgmag reflected by changes in personal income
(incorporated in Test 2). In a Test 3 year, thepBsttion 98 minimum guarantee does not grow as fast
as in a Test 2 year, in recognition that the stéaB2neral Fund is not reflecting the same stroog/tr

as personal income and the state may not haveewmnces to fund at a Test 2 level, however a
maintenance factor is created as discussed in oeiesl later. As noted in the table above, in most
years the Proposition 98 minimum guarantee has teetemmined by the application of Test 2.

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 tispension of Proposition 98 can create General
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 miniguanantee 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 outgfdayation referred to as the “maintenance fattor.
When growth in per capita General Fund revenuégiser than growth in per capita personal income
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(as determined by a specific formula also set fartthe state Constitution), the state is requieed
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 attecel and per capita personal income.

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

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

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

Prior to 2012-13, the payment of maintenance fags made only on top of Test 2, however in 2012-
13, the Proposition 98 guarantee was in an unusualtion as the state recovered from the recession
it was a Test 1 year and per capita General Fuvehtes were growing significantly faster than per
capita personal income. Based on a strict readfnifped Constitution, the payment of maintenance
factor is not linked to a specific test, but instaa required whenever growth in per capita General
Fund revenues is higher than growth in per cap&isgnal income. As a result the state funded a
maintenance factor payment on top of Test 1 arglithérpretation continues today and results in the
potential for up to 100 percent or more of new rexes going to Proposition 98 in a Test 1 year with
high per capita General Fund growth, as is the ta2814-15, when the maintenance factor payment
is approximately $5.4 billion.

The Governor’s proposal includes maintenance faeagments of $810 million in the 2015-16 year,
completely paying off the outstanding maintenanaetdr balance. However, in 2016-17, the
Governor's proposal projects a Test 3 year andcthation of $548 million in maintenance factor
owed in future years.

Settle-Up. Every year, the Legislature and Governor estimageRroposition 98 minimum guarantee
before the final economic, fiscal, and attendamatofs for the budget year are known. If the esema
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 Glovernor’'s budget assumes General Fund settle-up
payments of $362 million in 2014-15 and $814 millioa 2015-16 (due to increases in the guarantees
for those years.) The Governor’s budget propossd aicludes a settle-up payment of $257 million
counting towards the 2009-10 minimum guaranteeerAfhis payment, the state would owe $975
million in settle-up for years prior to 2014-15.

Spike Protection. Proposition 98 also has a built-in formula to pr@véarge increases in the
guarantee, referred to as “spike protection”. Tuasstitutional formula specifies that in years wiaen
Test 1 is operative and is greater than the Tesh@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 cafimn. This part of the formula has only been iaypl
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twice, spikes in revenues in the 2012-13 and 2@ 4€hrs, resulted in spike protection reducing the
impact of these revenue gains on the 2013-14 ahf-26 minimum guarantees, respectively.

Proposition 98 Rainy Day Fund and District ReserveCaps. Proposition 2 passed in the November
4, 2014 general election and requires certain gajptient and reserve deposits in some years. As part
of these reserve requirements, a deposit in a Bitogpo 98 Rainy Day Fund is required under certain
circumstances. These conditions are that maintenfaator (accumulated prior to 2014-15) is paid
off, that Test 1 is in effect, that the Proposit@hguarantee is not suspended, and that no maimten
factor is created. Related statute requires thétenyear following a deposit into this fund, a @ap
local school district reserves would be implemeniath the Governor and the Legislative Analyst’s
Office (LAO) continue to project that a Test 1 wilht be in effect in their forecast period over i@t
few years. The conditions needed to trigger Tesiclude significant year-over-year revenue gains
that are unlikely given the modest growth projetsi@nd potential for a slowing economy in the near
future.

Outstanding Obligations. The state currently has paid most of the outstandiiigations to school
districts and community colleges that built up otrex last recession. However, as of the 2015 Budget
Act, the state still has nearly $2.6 billion in @b mandate claims. The Governor’s proposal for6201
17 would retire approximately $786 million of thesandate obligations.

Governor’'s Proposal:

K-14 Proposition 98 Education Overall.The budget estimates that the total Propositiogi@8antee
(K-14) for 2014-15 increased by $387 million, comgzhto the level estimated in the 2015 Budget
Act. Similarly, for 2015-16, the Governor estimagsincrease in the total guarantee of $766 million
Both of these adjustments lead to Proposition @8tlésup” obligations, which result in additional
one-time resources. The Governor proposes to ese thdditional one-time resources primarily to
provide discretionary funding to LEAs, a portion which would reduce the backlog of mandate
claims. The budget estimates a total Propositiofufifling level of $71.6 billion (K-14). This is 8%
billion increase over the 2015-16 Proposition 9&lerovided in the 2015 Budget Act.

K-12 Education Proposition 98 Major Spending Propoals. The budget includes a proposed
Proposition 98 funding level of approximately $68iRion for K-12 programs. This includes a year-
to-year increase of more than $2.1 billionProposition 98 funding for K-12 education, asnpared

to the revised Proposition 98 K-12 funding level 2015-16. Under the Governor’s proposal, ongoing
K-12 Proposition 98 per pupil expenditures increfisen $10,223 provided in 2015-16 to $10,581
2016-17. This 2016-17 proposed funding level inp@eation 98 funds for K-12 reflects a per-pupil
increase of 3.5 percent, as compared to the reyseg@upil funding level provided for 2015-16. The
Governor’'s major K-12 spending proposals are idieatibelow.

* K-12 Local Control Funding Formula. The 2013 Budget Act changed how the state provides
funding to school districts and county offices diieation by creating the Local Control Funding
Formula (LCFF). The budget proposes an increasppfoximately $2.8 billion to implement the
LCFF. This investment would eliminate about 50 petcof the remaining funding gap between
the formula’s current year funding level and futiglementation for school districts and charter
schools. Overall, this investment results in thenfiala being 95 percent fully funded in 2016-17.
County offices of education reached full impleméota with the LCFF allocation in the 2014
Budget Act. The accountability system for LCFFIsoanot yet fully implemented. Implementation
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of LCFF is more fully discussed iK-12 Education Reform: Finance, Accountability, and
Sandards in this report.

Mandate Backlog Reduction.The budget proposes more than $1.2 billion inrdisanary one-
time Proposition 98 funding be provided to schastritts, charter schools, and county offices of
education to offset outstanding mandate debt. ThmniAistration indicates that, while the use of
this funding is discretionary, it allows school tdits, charter schools, and county offices of
education to continue to invest in implementindestedopted academic content standards, upgrade
technology, provide professional development, suppeginning teacher induction and address
deferred maintenance projects.

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 $150.1
million in 2015-16, as a result of a decrease m thojected average daily attendance (ADA), as
compared to the 2015 Budget Act. For 2016-17, tidgbt reflects a decrease of $34.1 million to
reflect a projected decline in ADA for the budgety. The budget also proposes an increase of $61
million in Proposition 98 funds to reflect an inase in charter school ADA. The proposed budget
also provides $22.9 million to support a 0.47 petceost-of-living adjustment for categorical
programs that are not included in the new LCFF.s€hgrograms include special education and
child nutrition, among others. The proposed fundiexgl for the LCFF includes cost-of-living
adjustments for school districts and county offioEeducation.

K-12 School Facilities.The budget does not include a specific K-12 sclaalities proposal, but
notes continued concerns with the existing programsluding but not limited to, program
complexity, costly administrative burdens, inequdi in funding allocation, and lack of alignment
with actual local facility needs. The Administratiacknowledges that a new program is needed,
but states that the $9 billion school bond on trevénber 2016 ballot fails to make needed
changes, while adding significant debt service 0Bhe Administration proposes to continue the
dialogue with the Legislature and stakeholders abloel best way to fund school facilities going
forward, specifically focused on funding for theyiest-need schools and districts, and increased
local flexibility.

Other K-12 Education Budget Proposals
Additional proposals contained within the budgéditesd to K-12 education include the following

Charter School Startup Grants. The budget proposes to allocate $20 million in time
Proposition 98 funds to provide start-up grantsrew charter schools. In previous years, new
charter schools were eligible for start-up fundihgugh the federal Public Charter Schools Grant
program. California was not selected to participatine latest cohort of this grant program.

K-12 High Speed Network The budget proposes $8 million Proposition 98d&i($4.5 million
ongoing and $3.5 million one-time) to support theemtions of the K-12 High Speed Network.
The 2015 Budget Act required the program to usstiexj reserves to fund operations in 2015-16.

Proposition 47.The budget proposes $7.3 million in Propositionf@&ing to support improved
outcomes for students who are truant, at risk opging out of school, or are victims of crimes.
Proposition 47 reduced penalties for some crimes raquired that 25 percent of the resulting

Senate Committee on Budget and Fiscal Review 7



Subcommittee No. 1 March 3, 2016

savings be invested in K-12 truancy, dropout préeen victim services, and drug and mental
health treatments.

Systems of Learning and Behavioral SupportsThe budget proposes to allocate $30 million in
one-time Proposition 98 funds to support an effoeginning in 2015-16 with $10 million in one-
time Proposition 98 funds) to help LEAs establisd anplement schoolwide systems of academic
and behavioral support for students.

Proposition 39 Energy Efficiency InvestmentsThe budget proposes to allocate $419 million in
Proposition 39 energy funds available in 2016-1ibHsws:

o $365.4 million to K-12 school districts, for energfficiency project grants.
o $45.2 million to community college districts, fanexrgy efficiency project grants.

o $5.4 million to the California Conservation Corps, provide technical assistance to school
districts.

o $3 million to the Workforce Investment Board, fantinued implementation of job-training
programs.

Special Education.The budget proposes a decrease of $15.5 millidAraposition 98 funds to
reflect a decrease in special education ADA.

Child Care and Development The budget provides $3.6 billion total funds (89dillion federal
funds; $1.7 billion Proposition 98 General Fundd &998 million non-Proposition 98 General
Fund) for child care and early education programs.

California Community Colleges Proposition 98 MajorSpending Proposals.

Creates New Workforce Program, Makes Another Permaaent. The budget includes $200
million in new ongoing funding to implement reconmdations of the Board of Governors Task
Force on Workforce, Job Creation, and a Strong &egyn The new “Strong Workforce Program”
would require community colleges to collaboratehwatiucation, business, labor, and civic groups
to develop regional plans for career technical adon (CTE). The regions would be based on
existing planning boundaries for the federal Wor&é&lnnovation and Opportunity Act (WIOA).

Extends Career Technical Education Pathways Initidte. The budget also includes $48 million
in ongoing funding to support the CTE Pathways Rrog Over the last 11 years, this program has
supported regional collaboration among schools, noanity colleges, and local businesses to
improve career pathways and linkages. The statestiaeduled to sunset the program at the end of
2014-15 but extended it through 2015-16 using ame—funding. The Governor proposes to
make the program permanent and align future CTHvwRat funding with the regional plans
developed under the Strong Workforce Program. TabwPay program would continue to have
separate categorical requirements.

Basic Skills Initiative. The budget proposes $30 million ongoing Propasi®8 General Fund
increase for the Basic Skills Initiative, bringitgtal spending on this program to $50 million, to
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implement practices that increase student mobifityn remedial math and English courses to
college-level courses. Trailer bill language repetile previous categorical program and ties
increased funding to the use of evidence-basedipeacand improved outcomes in transitioning
students from basic skills courses to college-lewamk.

Other Community College Budget Proposals

* Apportionments. The budget provides $115 million Proposition 98 &ahFund for two percent
enrollment growth and $29 million for a 0.47 perceost-of-living adjustment (COLA).

» Institutional Effectiveness Initiative. The budget proposes $10 million ongoing Proposifién
General Fund for the Institutional Effectivenessidtive, bringing total funding to $27.5 million.
This includes $8 million for workshops and trainisugd $2 million for technical assistance to local
community colleges and districts.

» Zero-Textbook-Cost DegreesThe budget provides $5 million ongoing Proposit@th General
Fund for campuses to develop “zero-textbook-cosfjrde and certificate programs using open
educational resources. Colleges would be eligitmaip to $500,000 per degree program.

e Telecommunications and Technology Infrastructure Pogram. The budget proposé&3 million
ongoing Proposition 98 General Fund to improveesystide data security.

e Cost-of-Living Adjustments for Categorical Program. The budget provides $1.3 million
Proposition 98 General Fund for a 0.47 percent CO@wAExtended Opportunity Programs and
Services, Disabled Student Programs and Serviced, the CalWORKs Program. The
Administration also provides $1.8 million Propasitio8 to raise the apprenticeship funding rate to
the highest noncredit rate.

» Deferred Maintenance.The budget proposes $289 million one-time Proosi®8 increase for
deferred maintenance, instructional equipment, apecified water conservation projects.
Community colleges will not need to provide matchinnds for deferred maintenance in 2016-17.
This is one-time funding, although $255 milliorfigm ongoing sources.

 Mandate Debts. The budget provides $76.3 million one-time Proposi 98 General Fund
increase to pay-down outstanding mandate claimssdpayments will further reduce outstanding
mandate claims and open up one-time resourcegitesglvarious one-time needs, such as campus
security, technology and professional development.

* Innovation Awards. The budget proposes $25 million Proposition 98e&in-und for innovation
awards focusing on technology, transfer pathwayssarccessful transition from higher education
to the workforce. This award would only be avaiéatd community colleges seeking to implement
programs that allow students to simultaneously &é&gh school diplomas and industry credentials
or transfer degrees, develop online basic skillzeyp-textbook-cost degree programs. Similar to
previous innovation awards, colleges would submifppsals f, and a committee chaired by the
Department of Finance would select awardees. Baahdee would receive at least $4 million.

LAO Analysis and Recommendations
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The LAO recently released “The 2016-17 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 LAO’s analyses of sipedProposition 98 funded programs will be
discussed in detail when the subcommittee heansethed program area.

In general, the LAO and the Administration are gneement about the calculation of the Proposition
98 guarantee and the related state revenue estimd&eth the Administration and the LAO will
continue to monitor economic trends and updateneséis at the May Revision. The LAO notes that
over the three-year period, changes in revenuds aopact different years very differently:

 The 2014-15 guarantee calculation is highly seresito changes in revenue, such that an
increase or decrease in the state’s General Fwediue would result in approximately a dollar
for dollar change in the guarantee. However spilk¢ection would prevent any increase in the
guarantee from impacting the 2015-16 guarantee.

 The 2015-16 guarantee calculation is relativelemsitive to changes in state revenues. The
LAO estimates that the state’s General Fund revemu2015-16 could increase by as much as
$7 billion or decrease by up to $1.3 billion with impact to the guarantee.

 The 2016-17 guarantee calculation is moderatelgises to revenue changes. Similar to
historical “normal” guarantee calculation years; &ach additional dollar of General Fund
revenue the guarantee would increase by approxiyr@ecents.

The LAO does differ with the Administration in tlvalculation of local property tax revenues. The
LAO estimates that the Administration is underrasating local property taxes by $1.1 billion ($520
million in 2015-16 and $620 million in 2016-17),iparily due to differences in the way the
Administration estimates redevelopment-related arggoevenue and assessed property values. The
LAOs property tax estimates would result in no geto the overall Proposition 98 guarantee level,
but would offset the amount General Fund underftimula, freeing up a like amount of General
Fund for other non-Proposition 98 uses.

Subcommittee Questions

1. Are the Department of Finance and the LAO workimgether to identify and resolve
differences in the calculation of local propertyas?

2. What rate of growth are LAO and the Departmentioffce estimating for the Proposition 98
guarantee in the out years (2017-18 and later)W étwes this impact the ability of the state to
meet Proposition 98 funding obligations?

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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6110 DEPARTMENT OF EDUCATION

Issue 2: Local Control Funding Formula

Panel:
. Aaron Heredia, Department of Finance
. Ryan Anderson, Legislative Analyst’s Office
. Debra Brown, California Department of Education

Background:

K-12 School Finance Reform.As of the 2015 Budget Act, the state appropriatesemthan
$60 billion in Proposition 98 funding (General Fuartt local property taxes) annually for K-12 public
schools. In 2013-14, the state significantly refedrthe system for allocating funding to school
districts, charter schools, and county offices ddication. The LCFF replaced the state’s prior syste
of distributing funds to local education agencieEBAs) through revenue limit apportionments (based
on per student average daily attendance) and appatedy 50 state categorical education programs.

Under the old system, revenue limits provided LBEigh discretionary (unrestricted) funding for
general education purposes, and categorical progestricted) funding was provided for specialized
purposes, with each program having a unique allmtatmethodology, spending restrictions, and
reporting requirements. Revenue limits made up abeo-thirds of state funding for schools, while
categorical program funding made up the remainimgrthird portion. For some time, that system was
criticized as being too state-driven, bureaucratiomplex, inequitable, and based on outdated
allocation methods that did not reflect currentistut needs.

Local Control Funding Formula. The LCFF combines the prior funding from revenurits and
more than 30 categorical programs that were elitathaand uses new methods to allocate these
resources and future allocations to school districharter schools, and county offices of education
allowing LEAs much greater flexibility in how thespend the funds than under the prior system. There
is a single funding formula for school districtdacharter schools, and a separate funding fornarla f
county offices of education that has some simi&gitto the district formula, but also some key
differences.

School Districts and Charter Schools Formula.This formula is designed to provide districts and
charter schools with the bulk of their resourcesnnestricted funding to support the basic edunatio
program for all students. It also includes addaiofunding, based on the enroliment of low-income
students, English learners, and foster youth, gexVifor increasing or improving services to these
high-needs students. Low-income students, Engbamers, and foster youth students are referred to
as “unduplicated” students in reference to the LOEEause for the purpose of providing supplemental
and concentration grant funding, these students@uated once, regardless of if they fit into more
than one of the three identified high-need categorMajor components of the formula are briefly
described below.

» Base Grantsare calculated on a per-student basis (measurstubgnt average daily attendance)
according to grade span (K-3, 4-6, 7-8, and 9-1i#) adjustments that increase the base rates for
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grades K-3 (10.4 percent of base rate) and grades (2.6 percent of base rate). The adjustment
for grades K-3 is associated with a requirementethuce class sizes in those grades to no more
than 24 students by 2020-21, unless other agresnaeatcollectively bargained at the local level.
The adjustment for grades 9-12 recognizes the iaddit cost of providing career technical
education in high schools.

» Supplemental Grantsprovide an additional 20 percent in base grantifumébr the percentage of
enrollment that is made up of unduplicated students

* Concentration Grants provide an additional 50 percent above base grandifig for the
percentage of unduplicated students that exceqf®nt of total enrollment.

e Categorical Program add-ons for Targeted Instructional ImprovementcBIGrant and Home-to-
School Transportation provide districts the samewarh of funding they received for these two
programs in 2012-13. The transportation funds nbestised for transportation purposes. Charter
schools are not eligible for these add-ons.

 LCFF Economic Recovery Targetadd-on is provided to districts and charter schablheir
undeficited per-ADA funding under the old fundingdel (adjusted to projected 2020-21 levels) is
at or below the 90 percentile and the district or charter school widuhve been better off under
the old funding model rather than the LCFF moddkTEpayments are frozen based upon the
calculations made by the California Department d@i¢ation in 2013-.

« Hold Harmless Provisionensures that no school district or charter schablreceive less state
aid funding under the LCFF than its 2012-13 fundengel under the old system.

County Offices of Education Formula. The County Offices of Education (COE) formula isry
similar to the school district formula, in terms pfoviding base grants, plus supplemental and
concentration grants for the students that COEsesdirectly, generally in an alternative school
setting. However, COEs also receive an operatigrat that is calculated based on the number of
districts within the COE and the number of studerdsnty-wide. This operational grant reflects the
additional responsibilities COEs have for suppaord aversight of the districts and students in their
county.

Excess Taxes and Basic Aid Districtdvost school districts receive a mix of local prdydgaxes and
Proposition 98 General Fund to meet their LCFF fogdevel. Under LCFF and under the prior
revenue limit system, some county offices and sktstricts received local property tax revenue tha
exceeded the revenue limit and now exceeds thelffH.@argets (or LCFF transition funding).
Districts, consistent with pre LCFF policy, retdatal property taxes above their LCFF funding level
and can use them for any educational purpose. Téws®ol districts are referred to as “basic aid”.
County offices, also consistent with pre-LCFF pglido not keep their excess taxes. Prior to LCFF
this funding rolled over to the following year andder LCFF it is swept and used for other purposes
within the county.

During the recent recession, the state reducednuevdéimit funding for all districts and also cut
categorical funding for basic aid districts. Thistegorical funding policy was called a “fair share”
reduction in that non-basic aid districts were igtpd through cuts to their revenue limit fundingdu
to the recession, but basic aid districts wereimgiacted by revenue limit cuts because they already

Senate Committee on Budget and Fiscal Review 12



Subcommittee No. 1 March 3, 2016

received no state funding for revenue limits aretéfore would share the burden of reduced funding
through categorical cuts. While most basic aidridist have long histories of being considered basic
aid, there are some that were cut into basic aistwhen the state made these reductions to revenu
limit and categorical funding.

In calculating the LCFF funding provided to distsi@ach year, pursuant to statute, the Departnfent o
Education calculates the LCFF floor, the total leé tistrict's 2012-13 revenue limit and categorical
funding. The LCFF floor of some districts includiégt reduced categorical funding, in additional to
the reduced revenue limits that all district LCR&0of calculations were based on. For basic aid
districts that were on the border of being basicaaid were “cut” into this status during recesstbrg
lower floor means that these districts receive laswtal LCFF funding during the transition to Iful
implementation than they would have absent theusich of the categorical reductions when
calculating their LCFF floor.

Budget Appropriations. The LCFF establishes new “target” LCFF funding anmts for each LEA,
and these amounts are adjusted annually for CObéspapil counts. When the formula was initially
introduces, funding all school districts and chagehools at their target levels was expected ke ta
eight years and cost an additional $18 billionhvebmpletion by 2020-21. The Department of Finance
(DOF) has not released an updated estimate ofdh®pletion date at this point. County offices of
education reached their target funding levels 64205 and adjust each year for COLAs and ADA
growth.

Over the past three years, the state has madedeoaisie investments towards implementing the
LCFF, as shown in the tables below. The 2015-1@lihgiclosed almost 52 percent of the remaining
gap to full funding of the LCFF target levels farhsol districts and charter schools, The remaining
gap is recalculated annually based on funding pexvibut also on annual adjustments to the LCFF
funding targets. The proposed 2016-17 funding waldde 50 percent of the remaining gap. Overall,
the LCFF is about 90 percent fully funded as of 2045 Budget Act and the proposed additional
investment would bring that up to 95 percent.

Amounts Provided in the Annual Budget to fund incrased costs for LCFF
(Dollars in Billions)

Original Estimated Remainina Need to
Fiscal Year Need to Fully Fund | Gap Appropriation 9
Fully Fund LCFF
LCFF
2013-14 $18.0 $2.1 $15.8
2014-15 N/A $4.7 $11.3
2015-16 N/A $6.0 $5.3 (estimated)

Figures may not sum due to changes between yaagsdwth and cost of living adjustments.

Source: California Department of Education
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The significant ongoing allocations of funding filre LCFF was made possible by considerable
growth in the Proposition 98 guarantee over thd @8 years. A strong economic recovery has
accelerated growth in the Proposition 98 guarantesding funding to make up for years of low
growth beginning in 2008-09.

Governor’'s Proposal:

The budget provides an increase of $2.8 billiofPioposition 98 funding for schools for the fourth
year of LCFF implementation. The DOF indicates faisding level represents closing approximately
50 percent of the gap between the school distriz@l5-16 funding levels and the LCFF full
implementation target rates as of the budget ydader the budget, the LCFF would be 95 percent
funded in 2016-17. County offices of education, ehhieached full implementation in 2014-15, would
receive a cost-of-living increase.

LAO Analysis and Recommendations

The LAO supports the Governor’'s budget proposapravide additional ongoing funding towards
implementation of the LCFF. They note that the efskinding to move towards full implementation is
consistent with the priorities of the Legislaturelahe Governor over the past few years, and uthaer
adoption of the LCFF.
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The LAO has identified a concern that the countficef of education LCFF formula results in
significant funding advantages for some countycesi of education that are above their LCFF targets.
Under the LCFF, county offices of education have twld harmless provisions (these also apply to
school districts). County offices of educationlwéceive at least as much funding as they received
from revenue limits and categorical programs in2Q3, and at least as much Proposition 98 General
Fund as they received in 2012-13 for categoricajams, called “minimum state aid.” County offices
of education historically have varied widely in itheamount of Proposition 98 funding and the LAO
notes that county offices of education that recéiiMeminimum state aid amount on top of their LCFF
allocation (due to strong property tax growth orcomunty offices that were already funded at high
levels prior to LCFF) further widens the varianagaoag funding levels between county offices of
education.

The LAO recommends repealing the minimum stateadliocation for county offices of education
while still holding the county offices of educatibarmless to their 2012-13 funding level. The LAO
estimates that eliminating the minimum state aliolcation would reduce the amount of Proposition 98
resources being provided to county offices of etlanan 2016-17 by $75 million (contrasts with the
Administration’s estimate of $35 million) and matkese resources available for other Proposition 98
priorities.

Staff Comments

LEAs have seen large investments in ongoing funéiainghe LCFF as the state’s economy recovers
from the last recession. This trend continues whth 2016-17 Governor’s budget proposal, however
both the LAO and the Department of Finance showptéhee of economic growth slowing in future
years. The Legislature may wish to continue to tmonnvestments in the LCFF to ensure LEAs reach
meet their LCFF targets. Funding for any new onggrograms within the Proposition 98 guarantee
over the next few years should be considered witlencontext of meeting LCFF funding obligations.

Changing to a new funding formula was a complexess, involving considerable workload on the
part of the Administration and the Legislature &velop and enact authorizing statute and of the CDE
fiscal staff, to overhaul their systems for thecoddtion and apportionment of funding. While simpl

in concept, the implementation of LCFF continueseteeal complexities in implementation, as in the
case of some districts and county offices of edaocafunding. The Legislature should continue to
monitor implementation and engage in discussionth whe Administration and stakeholders on
potential improvements.

Subcommittee Questions

1. Does the Department of Finance or the LAO havetated projection on whether the state
will reach full implementation of LCFF by 2020-21fnot, when will that be available?

2. If there are additional Proposition 98 funds avadédaat the May Revision, does the Department
of Finance anticipate proposing to increase theusnof ongoing funds committed to fully
funding the LCFF?

3. Is the Department of Finance considering any changehe funding formula for districts or
county offices of education?
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Staff Recommendation

Hold open pending May Revision funding projections.
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6110 DEPARTMENT OF EDUCATION

Issue 3: Federal Every Student Succeeds Act Updateformation Only)

Panel:
. Edgar Cabral, Legislative Analyst’s Office
. Debra Brown, California Department of Education

Background

On December 10th, 2015, the federal Elementary &edondary Education Act (ESEA) was
reauthorized with the passage of the Every Stulanteeds Act (ESSA). This replaces a prior version
of the law, passed in 2002, known as No Child Bshind (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 receivetlon basis of the number of low-income students. In
general, the new ESSA law is very similar to NCbBt with some key differences in as noted below.

Title I. Title I provides funding to support the academibiaeement 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, statey ma
use up to 1 percent for state administration. tRer2016-17 year, California anticipates recei8ag3
billion in Title | funds.

Federal accountability is also included in TitleUnder ESSA, of the total Title | grant amoungtes
must set aside 7 percent for school improvemestvehtions and technical assistance. The majority
of these funds must be used to provide 4 year gitanLEAs. States may also set aside 3 percent of
the total Title | allocation for direct servicesdtudents. Additionally, under Title | states ezquired

to adopt challenging academic standards (fedemalo&pl is not required) and implement standards-
aligned assessments in specified grade spans hjetsareas (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 growtlstnmave the greatest weight. Title | requires
identification of and intervention in the lowestrfpeming five percent of schools, high schools with
graduation rates lower than 2/3 and schools in kvligy subgroup is in the lowest performing five
percent and has not improved over time.

Title 1. Title 1l provides funding to increase the qualitiyteachers and principals. The changes to
Title Il under ESSA include formula adjustmentsateight poverty more heavily than population than
the current program. Under ESSA, Title Il also pbdk the Secretary of Education from requiring or
controlling teacher evaluations, definitions ofeetiveness, standards, certifications, and licgnsin
requirements. Under NCLB, Title Il funding for Cfalinia is approximately $250 million.

Title 11l. Title Il provides funding specifically for the edation of English learner students. Under
ESSA, Title 1l includes reporting on English lears; numbers, percentages, attainment of
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proficiency, and long term academic performancedédnNCLB, Title Il included accountability
provisions called annual measurable achievemenecbobgs. Under the ESSA reauthorization,
accountability for English Learners is includedie new accountability system under Title I. Under
NCLB, Title lll funding for California is almost $I6 million.

Other Changes.There are some changes to other Title programsrde88A. Title IV includes a
new grant program that provides funds for suppgrstudents in a variety of ways (e.g. enrichment
activities, school climate, health and safety, tetbgy access. There are new competitive preschool
grants administered jointly by ED and the Healtd &tuman Services departments. Additionally, the
granting of waivers has changed, LEAs must firdinsii waiver requests to the State Educational
Agency (in California this is the SBE) who mustviard eligible waivers to the federal Department of
Education.

ESSA Implementation Timeline. Different components of the ESSA have different elimes.
However, the Legislature can expect that ESSA fupdhanges will impact the state’s budget process
for the 2017-18 fiscal year. Other timelines redai® ESSA are as follows:

* Waivers provided under the old ESEA end AugustOlL62
* New ESSA for competitive grants effective Octobe?016

» New ESSA for formula grants effective July 1, 20However, additional federal statute,
notwithstands this timeline and provides that foangrants authorized under ESEA for the
2016-17 school year shall be administered in aesard with the prior ESEA, meaning that
formula grant changes will not take effect unteg 2017-18 school year.

* New ESSA for accountability will take effect in 2018.

* Generally, programs may finish out existing gramtds and requirements before transitioning
to new ESSA requirements.

A regulations process at the federal level will lbelerway this year, and will result in additional
information and formal guidance for states in impdmting the ESSA.

ESSA State Plan.The ESSA State Plan is a comprehensive plan tldides all of the federal
requirements as reflected in Titles | through IXst&keholder process to contribute to the ESSAeStat
Plan will be provided through the California Préotiers Advisory Group (CPAG). The SBE solicited
applications for the constituted advisory committeeprovide input to the SBE federal Title I
requirements and efforts to establish a single ottelocal, state, and federal accountability and
continuous improvement system. CPAG Meetings bl open to the public. The following table
describes the timeline shared by CDE and the SBEdimpleting the ESSA state plan.

Proposed Development of ESSA State Plan

Announced application for the California Practigos Advisory Group
February 2016 (CPAG)
March 2016 The State Board of Education Screening Committeemenendations for
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appointments to the CPAG.

The CDE submits an assurance letter to Federal Department of Education
(ED) concerning its transition plan for supplemental educational services
(SES) and public school choice in the 2016-17 school year.

April 2016 Proposed orientation and first meeting for CPAG.
The CDE posts the one-year transition plan for SES and public schpol
choice for the 2016-17 school year.
May 2016 o L
CDE saolicits input from stakeholders on select components of the E$SA
State Plan.
Early June- CPAG Meeting
June 2016 Proposed SBE Information Memorandum on draft concepts of the ESSA
State Plan.
CDE drafts ESSA State Plan to conform to rules and regulations.
July 2016 Propose concepts for integrating federal requirements with state
accountability.
September 2016 CDE presents early draft of ESSA State Plan based on stakeholder
input.
October 2016 Proposed CPAG meeting.
November 2016 Draft ESSA State Plan for SBE Review.
December 2016 Proposed CPAG meeting.
CDE revises ESSA State Plan based on stakeholder feedback and submits
to SBE for approval at January meeting.

January 2017

CDE then submits approved ESSA State Plan to ED; ED has up to 120
days to review ESSA State Plan.

June 2017 (or

Accepted ESSA State Plan is published.

earlier)
New Accountability System begins August 2017.
July 2017 The ESSA State Plan takes effect 2017-18 and implements process to
identify schools for assistance.
2018-19 The new interventions under ESSA are implemented.

Source: State Board of Education and California Department of Education

Staff Recommendation:No action. This item is informational only.
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6440 WNIVERSITY OF CALIFORNIA
6610 CALIFORNIA STATE UNIVERSITY

Issue 1: Overview of the Governor’s University of @lifornia and California State
University 2016-17 Budget Proposals — Information @ly

Panel
* Maritza Urquiza, Budget Analyst, Department of Fica
» Jason Constantourdsiscal & Policy AnalystLegislative Analyst’'s Office
* Kieran Flaherty, University of California
* Ryan Storm, Assistant Vice Chancellor for Budgetliférnia State University

Background

During the recent recession, the state was limitedts ability to invest in public higher
education and significantly cut state support t® timiversities. The universities responded by
shifting more of the financial burden to the studetinrough increased tuition. Most notably,
between 2004 and 2013, tuition at the UniversityGalifornia (UC) and California State
University (CSU) more than doubled. Rapid tuitiocreases led to growing concerns about the
affordability of higher education. The December 2CRublic Policy Institute of California
(PPIC) Statewide Survey found that 65 percent dif@aians were concerned about the cost of
college. However, as the economy recovered, teisdtrof divestment started to reverse. The
passage of Proposition 30 and recent budget aciltad'ed a renewed investment in public
higher education. Since the passage of Propos3iom 2012, the state has funded a multiyear
investment plan, starting in 2013-14 for the publniversities.

Since 2012-13, funding for UC has grown by $691liari| and funding for CSU has grown by
$823 million. The budget continues that growth,gasing an additional $125 million ongoing
General Fund for UC and $148 million ongoing GehEtand for CSU in 2016-17. Additionally,
the state has continued to fund robust financidl @iograms, maintaining the Cal Grant
entitlement even during the economic downturn, amiag to significant levels of indirect state
support for institutions.

University of California. The 1960 Master Plan for Higher Education deseméhe UC as the
primary state-supported academic agency for reselr@ddition, the UC is designated to serve
students at all levels of higher education andhes public segment primarily responsible for
awarding the doctorate and several professionakésgincluding in medicine and law.

There are ten UC campuses: Berkeley, Davis, Irvites Angeles, Merced, Riverside, San
Diego, San Francisco, Santa Barbara, and Santa ®me of these are general campuses and
offer undergraduate, graduate, and professionalagun. The San Francisco campus is devoted
exclusively to the health sciences. The UC operfatesteaching hospitals in Los Angeles, San
Francisco, Sacramento, San Diego, and Orange esurithe UC has more than 800 research
centers, institutes, laboratories, and programallirparts of the state. The UC also provides
oversight of one United States Department of Endadppratory and is in partnerships with
private industry to manage two additional DeparthuériEnergy laboratories.
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The UC is governed by the Board of Regents whiokgeu Article IX, Section 9 of the California
Constitution, has "full powers of organization agolvernance,” subject only to very specific
areas of legislative control. The article states tthe university shall be entirely independent of
all political and sectarian influence and kept fileerefrom in the appointment of its Regents and
in the administration of its affairs." The BoardRégents consists of 26 members, as defined in
Article IX, Section 9, each of whom has a vote gadition, two faculty members — the chair
and vice chair of the Academic Council — sit on ltle@ard as non-voting members):

* 18 regents are appointed by the governor for 124gems.
* One is a student appointed by the Regents to yeaeterm.

* Seven are ex officio members — the Governor, Liea¢ Governor, Speaker of the
Assembly, Superintendent of Public Instruction,sptent and vice president of the Alumni
Associations of UC and the UC president.

The Governor is officially the president of the Bibaof Regents; however, in practice the
presiding officer of the Regents is the Chair & Board, elected by the board from among its
members for a one-year term, beginning each Julijhgé. regents also appoint its officers of
general counsel; chief investment officer; secyetard chief of staff; and the chief compliance
and audit officer.

The following table displays the budgeted expemdgwand positions for the UC, as proposed in
the Governor’'s budget. Of the amounts displayedtha table, $2.9 billion in 2014-15,
$3.3 billion in 2015-16, and $3.4 billion in 2018-hre supported by the General Fund. The
remainder of funding comes from tuition and feeeraye and various special and federal fund
sources.

University of California
Budgeted Expenditures and Positions
(Dollars in Millions)

2014-15 2015-16 2016-17
Personal Services $11,147 $11,715 $12,285
Operating Expense $16,709 $17,161 $17,490
and Equipment
Total Expenditures $27,856 $28,876 $29,775
Positions 96,008 96,872 9,687
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California State University. The CSU system is comprised of 23 campuses, storgsiof 22
university campuses and the California Maritime dexay. The California State Colleges were
brought together as a system by the Donahoe Higtlecation Act of 1960. In 1972, the system
became the California State University and Colleges name of the system was changed to the
California State University in January 1982. Thdest campus, San Jose State University, was
founded in 1857 and became the first institutiorpoblic higher education in California. Joint
doctoral degrees may also be awarded with the W€.pfogram goals of the CSU are to:

* Provide instruction in the liberal arts and scienyd¢be professions, applied fields that require
more than two years of college education, and &raetucation to undergraduate students
and graduate students through the master's degree.

* Provide public services to the people of the sta@alifornia.

» Support the primary functions of instruction, pab$iervices, and student services in the
University.

» Prepare administrative leaders for California puleliementary and secondary schools and
community colleges with the knowledge and skillsedwd to be effective leaders by
awarding the doctorate degree in education.

* Prepare physical therapists to provide health sareices by awarding the doctorate degree
in physical therapy.

* Prepare faculty to teach in postsecondary nursmegrpms and, in so doing, help address
California's nursing shortage by awarding the d@teodegree in nursing practice.

The CSU Board of Trustees is responsible for theroght of the system. The board adopts
rules, regulations, and policies governing the C3be board has authority over curricular

development, use of property, development of fieedj and fiscal and human resources
management. The 25-member Board of Trustees migdimes per year. Board meetings allow

for communication among the trustees, chancellampus presidents, executive committee
members of the statewide Academic Senate, repesad of the California State Student

Association, and officers of the statewide Alummu@Gcil. The trustees appoint the chancellor,
who is the chief executive officer of the system éhe presidents, who are the chief executive
officers of the respective campuses.

The following table displays the budgeted expemdg&lwand positions for the CSU, as proposed
in the budget. Of the amounts displayed in theeta$.76 billion in 2014-15, $3.03 billion in
2015-16, and $3.15 billion in 2016-17 are suppottgdthe General Fund. The remainder of
funding comes from tuition and fee revenue andouarispecial and federal fund sources.
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California State University
Budgeted Expenditures and Positions
(Dollars in Millions)

2014-15 2015-16 2016-17
Personal Services $4,081 $4,303 $4,373
Operating Expenses 4,968 4,836 4,953
and Equipment
Total Expenditures $9,049 $9,139 $9,326
Positions 44,079 46,608 46,608

Governor’s Proposal

University of California

Multi-Year Funding Plan. The Governor’s proposed budget includes a $1&6ll{bn General
Fund increase for the UC to support the Adminigirgsé fourth installment of their fouyear
investment plan in higher education. This planjated in 2013-14, assumes additional General
Fund support for the UC, the CSU, and Hastingsegellof the Law.

For UC, the budget assumes no systemwide tuitiohfe® increases for resident undergraduate
students, except for a $54 (five percent) increias¢he Student Services Fee. The budget
assumes UC will enroll 5,000 more resident undelggites in 2016-17 and receive an associated
$25 million ongoing augmentation in 2015-16, purgua the 2015 Budget Act. Additionally in
May 2015, the Governor announced his intentionrtp@se four percent General Fund increases
for UC in 2017-18 and 2018-19. The Governor alsippsed for UC to begin increasing tuition
around the rate of inflation in 2017-18.

Deferred Maintenance.The budget proposes $35 million one-time GeneuwaldHor deferred
maintenance. Last year, the budget provided $2Bomifor this purpose, which UC distributed
to campuses for projects ranging from roof repairfite alarm replacements. UC recently
compiled a list of deferred maintenance from itspases, totaling $1.2 billion. UC asserts this
list is not exhaustive and understates its totaklog.

Energy Projects. The budget proposes $25 million one-time cap-aaderfunds for energy
projects for UC.

Pay Down Debts and Liabilities.The budget provides $171 million one-time Proposit2
funds to pay down the unfunded liability of the BRetirement Plan. This is the second of three
proposed payments from Proposition 2 to UC for phigpose. Consistent with the 2015 funding
agreement, the UC Regents are expected to establishtirement program that limits
pensionable compensation consistent with the Plibhployees’ Pension Reform Act of 2014,
no later than June 30, 2016.
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The Legislative Analyst’s Office developed the éoling charts that display the Governor’s
January revenue assumptions and UC'’s correspoedpenditure plan.

University of California Budget
(Dollars in Millions)

Revenue®

201516 Revised

General Fund 53257
Tuition and fees 3,028
Total $6,285
2016—17 Changes

General Fund $209
Tuition and fees® 158
Subtotal ($367)
Other® 145
Total W
2016—17 Proposed

General Fund 53,467
Tuition and fees 3,186
Total $6,652
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Changes in Spending

UC's Plan for Unrestricted Funds

General salary increases (3 percent) $152
Resident undergraduate enroliment growth (3.4 percent)? 50
Academic quality initiatives® 50
Faculty merit salary increases 32
Cperating expenses and equipment cost increases 30
Health benefit cost increases (5 percent) 27
Deferred maintenance 25
Pension benefit costincreases 24
Debt service for capital improvements 15
Monresident enrollment growth (3.2 percent)’ 14
Dream Loan Program i
Retiree health benefit cost increases 4
Subtotal W
Restricted General Fund

Proposition 2 payments for UC Retirement Flan (one time) $171
Deferred maintenance (one time) 35
Remove one—time funding provided in 201516 —122
Subtotal W
Total W

JIncludes all state General Fund. Reflects tuition after discounts. (In 2016—17, UC is projected to
provide 51.1 billion in discounts.)

"Reflects increases in nonresident supplemental tuition (8 percent), the Student Services Fee
{5 percent), and increased enrcliment, offset by increases in discounts.

“Reflects: (1) General Fund for enrcliment growth UC intends to carry ower into 2016-17, (2) savings
from administrative efficiencies, (3) increased revenue from investments, and (4) philanthropy .

C has not yet indic ated its final plan for resident graduate enrcliment growth.
*For purposes such as increasing instructional support, reducing student—to—faculty ratios, rec ruiting
faculty, increasing faculty salaries, and providing stipends to graduate stuedents. UC indicates it will

allow campuses to determine how to spend the funds.

'Funded from nonresident tuition.
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California State University

Multi-Year Funding Plan. The Governor’'s proposed budget includes a $148liBmiGeneral
Fund increase for CSU—to support the Administrasidiourth installment of their fouyear
investment plan in higher education.

For CSU, the budget proposes: (1) a $125.4 millinallocated augmentation identical to UC’s
base increase, (2) an additional unallocated $lltfomassociated with savings from changes to
the Middle Class Scholarship program made in 203,5ahd (3) $7.9 million for lease-revenue
bond debt service. The Governor does not proposellment targets or enroliment growth
funding and assumes no increase in tuition.

Deferred Maintenance. The budget proposes $35 million one-time Geneuasld<or deferred
maintenance. Last year, the budget provided $2komifor this purpose, which CSU distributed
to campuses for projects ranging from roof repaifire alarm replacements. CSU has reported
that it has roughly $2.6 billion in deferred maimiace needs, with nearly $2 billion for facilities
and the remainder for campus infrastructure.

Energy Projects. The budget proposes $35 million one-time cap-aadéerfunds for energy

projects for CSU. CSU states that it would fundesal types of projects with this money,
including mechanical retrofit projects ($18 milliprsuch as replacing fan motors, insulation,
boilers, and chilling systems, lighting replacementjects ($10.4 million), and projects to
replace and improve energy information systemsamnpuses ($6.6 million).

Precision Medicine.The budget proposes one-time $10 million over aghrear period to the
Office of Planning and Research to further researatevelop precision medicine. Funding will
be distributed through an interagency agreememtdeet OPR and the Regents of the University
of California, or an auxiliary organization of tlalifornia State University.

The LAO developed the chart on the following pabattdisplays the Governor's January
revenue assumptions and CSU'’s corresponding exjpeadlan.
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California State University Budget
(Dollars in Millions)

Revenues? Amount

201516 Revised

General Fund 53,297
Tuition 2273
Total $5,570
201617 Changes

General Fund 3187
Tuition® 18
Total $203
201617 Proposed

General Fund 33,484
Tuition 2288
Total §5,772

Changes in Spending

C5U's Plan for Unrestricted Funds

Employee compensation increase (2 percent) 570
Resident enrcliment growth (1 percent) a7
Employee health benefits 3o
Lease—revenue debt service 8

Pension benefits®

Maintenance of newly constructed facilties 1
Other? ¥
Subtotal (5164)
Restricted General Fund

Deferred maintenance (one time) 335
Retiree health benefits 27
College Textbook Affordability Act (ongoing) 2
Remowe one-time funding in 201516 =25
Subtotal (339)
Total 203

®Reflects General Fund, including most appropristions outside of CSU's main appropriation.
Reflects tuition after discounts. In 201517, CSU is projected to provide 5558 million in
discounts.

"Generated from 1 percent enroliment growth.

“Reflects higher pension costs that CSU must fund from within its base increase. The state is
providing C5U an estimated $52 million [not shown) for higher pension costs attributed to its
2013—14 payroll level.

CSU has not yet specified how it would sllocate this funding. It has identified capital
improvements and student success initiatives as possible priorities. This amount slightly differs
from CS5U's Academic Sustainability Plan due to different tuition revenue assumptions made by
the Gowvermorand CS5U.
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Segments’ Adopted Budget

UC’s Budget Plan.As a part of the 2016-17 budget approved by thgeRes in November of
2015, UC requests additional funding above the Gurés proposal. UC requests the following
increases:

e Graduate Student Enrollment - $6 million General Fund to enroll 600 more graduate
students. As UC increases enrollment for undergrtady it states that additional graduate
students are needed to support faculty in the relseaission of the University and to help
with the teaching load associated with additiomalargraduates.

* Cap-and-Trade - $69.1 million in one-time cap-and-trade funds inl@Qd7, which UC
would match with $81 million of university fundsy teduce greenhouse gas emissions and
reduce energy use in existing buildings to helppsupthe UC’'s commitment to become
carbon neutral by 2025. UC proposes using thisiigntbr energy efficiency improvements,
solar installations, and biogas development, wisebks to convert agricultural waste into
energy.

e Transportation Research -$9 million over three years from the Public Transaon
Account to augment the state contribution to thstitete for Transportation Studies. The
Institute conducts research in five areas thatstiade has identified as critical, including
climate change and infrastructure development. ifilsétute currently receives less than
$1 million from the state’s Public Transportationcdunt.

CSU’s Budget Plan.As a part of the 2016-17 budget approved by therdo& Trustees, CSU
requests additional increases above the Govermmoposal. CSU requests the following
increases:

* Enrollment Growth - $110 million for funded three percent, or 10,700EST enrollment
growth, including undergraduate and graduate stsdémder the Governor’s proposal, CSU
would only be able to grow enrollment by one petcen 3,565 FTES. This includes net
tuition revenue adjustment, which is associatett witreased enrollment.

¢ Student Success and Completion Initiative $50 million across the system, with an
average allocation of $2.2 million per campus foriize investments to improve graduation
rates, reduce achievement gaps, and increase mhigenwf degree completions at CSU.

* Facilities and Infrastructure Needs -$25 million ongoing for infrastructural renewal dse
and improvements, such as technology network, imgilceplacements/renovations, and debt
service.

» Cap-and-Trade - $55 million one-time to implement greenhouse gas emergy reduction
projects.

» Deferred Maintenance -$15 million one-time to address maintenance backlog
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Given that significant budget authority has beeleghkted to UC and CSU, the Legislature has
historically relied on two primary budgetary conti@vers or “tools™— earmarks and enrollment
targets — to ensure that state funds are spenimarmer consistent with the Legislature’s intent
and that access is maintained. The use of the$e lhas also ensured a clear public record and
transparency of key budget priorities.

Earmarks. Historically, the annual budget act included a bhamof conditions on UC's and
CSU's General Fund appropriations. These earmanks VYaried over the years in keeping with
the Legislature's and Governor's priorities attthee. Due to the Governor’'s vetoes, earmarks
for the UC and CSU were essentially eliminated ftbmbudget acts of 2012, 2013 and 2014.

Enrollment Targets. Historically UC’'s and CSU’s budgets have been tteda specified
enrollment target. To the extent that the segméaitled to meet those targets, state funding
associated with the missing enrollment revertethto General Fund. Since 2007-08, the state
budget only twice included both enrollment targatsl enrollment growth funding. This was
largely due to difficult budget years in which ttate reduced support for the universities, and in
turn provided the universities with increased fieidiy in how to respond. Though the state
began to recover its fiscal footing in 2013-14, Administration’s 2013-14, 2014-15, 2015-16
budget proposals did not provide enrollment targetenrollment funding, and instead gave the
UC and CSU even greater flexibility in managingithresources to meet obligations, operate
instructional programs most effectively, and avaidion and fee increases. However in the
2015-16 Budget Act, the budget included languagermvide UC $25 million in ongoing
funding should UC increase resident undergraduat@lment by 5,000 students by the 2016-17
academic year, when compared to the 2014-15 acadeyar. Additionally, budget bill language
for CSU stipulates that CSU increase their enratitiyy 10,400 full-time equivalent students.

Access.California students seeking to enter college cmito face obstacles. Since fall 2010,
CSU has annually turned away more than 20,000 stedeno are eligible for entrance to a CSU
campus, based on Master Plan criteria. (The Md&dter declares that any student finishing in
the top one-third of their high school class igjible for CSU.) When campuses or specific
programs receive more eligible applicants than thaye resources for, impaction occurs and
campuses or programs restrict enrollment. For 28,5all programs are impacted at CSU
Fullerton, CSU Long Beach, San Diego State UnitygrSian Jose State University, and Cal Poly
San Luis Obispo. And while UC officials state tlla¢y are accepting all eligible high school
students (those finishing in the top 12.5 percdrntheir class), three of UC's campuses — UC
Berkeley, UCLA and UC San Diego - have recentlyoled fewer Californians than in the past
as they have increased out-of-state and foreigollerent.

Completion. The Governor's budget summary notes that fewan thne in five students who
enter the CSU as freshman graduate in four yeams.récent report, the CSU indicate that four-
year graduation rates of first-time freshman Pelr® students are 11 percent lower than their
peers. Specifically only 11percent of first-timedhman Pell Grant students in the entering class
of 2010 graduated in four years, compared with 2&gnt to their peers. As noted in their
budget request, the CSU have expressed a commitmadtiressing this persistent challenge.
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Legislative Analyst’'s Office (LAO) Comments

The LAO recently released “The 2016-17 Budget: ldigRducation Analysis” which includes
detailed information regarding the Governor’s higkducation budget proposals. The LAO’s
analyses of specific proposals such as UC’s unfdinglension liability and UC and CSU
enrollment and academic quality and performancd| e discussed in detail when the
subcommittee hears the related program area.

Unallocated Base AugmentationSimilar to last year, the Governor provides eagmsnt with

an unallocated base augmentation that is not linkeal specific purpose. In general, the LAO
raised serious concerns about the Governor’'s dvaudijetary and states this proposal makes it
difficult to assess whether the augmentations &edad and whether any monies provided
would be spent on the highest state priorities. ofding to the LAO, the Administration’s
discretionary funding approach diminishes the Uagise’s role in key policy decisions and
allows the universities to pursue their own inteseather than the broader public interest. The
continued unallocated base increases at the UCC&\d dilute the role and authority of the
Legislature in the budget process and, as a rdbeltl.egislature will have difficulty assessing
whether augmentations are needed and ultimatelygh&hany monies provided would be spent
on the highest state priorities. Linking fundinghvenrollment serves an important state purpose
because it expresses the state’s priority for studecess and connects funding with student-
generated costs. Despite these benefits, the Gaverantinues to disregard the state’s
longstanding enrollment practices for UC and CSU.

The subcommittee may wish to ask:

* In their 2016-17 budget proposal, the UC Board efyéhts requested an additional $6
million General Fund to support growth in graduatedent enrollment, which the board
believes will help support the undergraduate stuéemnollment growth it is pursuing. Why
does UC need additional funding for graduate stisfewhat does the Administration think
of this proposal?

* CSU has reported that it added more than 10,00Qifut equivalent students in Fall 2015,
when compared to 2014. Which campuses added sgrdevitich CSU campuses are in the
best position to increase enrollment going forward?

* How many qualified students were not admitted taJG$ Fall 2015? Can CSU develop a
referral process to ensure students understanchwhimpuses and programs have openings?

Staff Recommendation. Hold Open.
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Issue 2: Capital Outlay — Oversight

Panel

* Raghda Nassar, Budget Analyst, Department of Fmanc

» Jason Constantourdsiscal & Policy AnalystLegislative Analyst’'s Office

* Dan Feitelberg, Vice Chancellor for Planning andiget, UC Merced

* Elvyra San Juan, Assistant Vice Chancellor, Capgtiahning, Design & Construction,
California State University

Background

Prior to 2013-14 for UC and 2014-15 for CSU, thatesttunded construction of state-eligible
projects by issuing general obligation and leasewae bonds and appropriated funding
annually to service the associated debt. Genefgation bonds are backed by the full faith and
credit of the state and require voter approval.skee@venue bonds are backed by rental
payments made by the segment occupying the faahty only require a majority vote of the
Legislature. The debt service on both is repaithftbe General Fund. State eligible projects are
facilities that support the universities’ core agac activities of instruction and, and in the case
of UC, research. The state does not fund nonacadeuiidings, such as student housing and
dining facilities.

Chapter 50, Statutes of 2013 (AB 94, Committee addgt) and Chapter 34, Statutes of 2014
(SB 860, Committee on Budget), revised this mettwpa@uthorizing UC and CSU, respectively,
to pledge its state support appropriations to issrals for state eligible projects, and as a result
the state no longer issues bonds for universitytalaputlay projects. The authority provided in
AB 94 and SB 860 is limited to the costs to desigmmstruct, or equip academic facilities to
address: (1) seismic and life safety needs, (2)llement growth, (3) modernization of out-of-
date facilities, and (4) renewal of expansion dfastructure to serve academic programs. SB
860 also included the costs to design, construatgaip energy conservation projects for CSU.
Additionally, the state allows each university taypthe associated debt service and deferred
maintenance of academic facilities using its stafgoort appropriation.

Under the new authority, UC and CSU are requiredsibmit project proposals to the
Department of Finance and the budget committeeheflLegislature by September 1 for the
upcoming fiscal year. By February 1, DOF is requite notify the Legislature as to which
projects it preliminarily approves. The budget cattges then can express any concerns with
the projects to DOF. The DOF can grant final appl@f projects no sooner than April 1 for the
upcoming fiscal year.

SB 81 (Committee on Budget and Fiscal Review), @ap2, Statutes of 2015, revised UC’s
capital outlay authority to allow them to enteroirdontracts with private partners to finance,
design, construct, maintain and operate statebédidacilities. SB 81 also expanded the eligible
uses of state support funds to include availabipgyments, lease payments, installment
payments, and other similar or related paymentsdpital expenditures. For the Merced project,
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SB 81 requires UC to use its own employees forimeuthaintenance, meaning the partner only
would perform maintenance on major buildings.

Governor’s Proposal

On February 1%, the Department of Finance submitted letters éoltbgislature listing one UC
and 21 CSU projects DOF preliminarily approved.

CSU'’s 2016-17 capital outlay request includes Zjjeggots totaling $535 million. To pay for
these projects, CSU would issue bonds worth $47Bomiin the coming year, and campuses
would provide the remaining funds from their opemgtreserves. The projects include $194
million for new facility space at eight campusesd &B41 million for improvements and
renovations to facilities and infrastructure atrgveampus across the system. CSU estimates the
total debt service on these projects would rangm f$30 million to $47 million, depending on
market conditions at the time the bonds are sold.

The DOF preliminarily approved the following CSUddal outlay proposals:

1. Statewide Infrastructure Improvements (PWC): $298,000 for preliminary plans,
working drawings, and construction of approximat&l$ projects at 23 campuses.
Projects include building systems modernizatiomrf@ding, mechanical, and electrical),
replacement of chillers, boilers, and HVAC systeert®grgy management upgrades, and
Americans with Disabilities Act (ADA) upgrades. Cpns reserves in the amount of
$18,630,000 will fund various phases of the pragjefir a total cost of $156,921,000.

2. Monterey Bay Academic Building Ill: $34,364,0007($8B,000 for a portion of working
drawings and $33,646,000 for construction) to aoesta new 50,800 GSF lecture and
office building to address the need for additiocebacity related to academic growth in
the college of Arts, Humanities, and Social and®@tral Sciences. Campus reserves in
the amount of $500,000 will fund a portion of therking drawings phase of the project,
for a total cost of $34,864,000.

3. Dominguez Hills Center for Science and Innovati®t5,321,000 ($1,526,000 for
working drawings, $60,547,000 for construction, &b@l248,000 for equipment) to
construct a new 80,000 GSF science laboratory dassroom building to serve the
biological, physical, and earth science disciplin€éampus reserves in the amount of
$500,000 will fund a portion of the working drawgghase of the project, for a total cost
of $65,821,000.

4. Fullerton McCarthy Hall Science Renovation, Phas&1P,726,000 for construction, to
address fire and life safety needs, ADA upgrades| electrical upgrades. Campus
reserves in the amount of $1,646,000 will fundipralary plans and $393,000 will fund
working drawings, for a total cost of $14,765,000.

K

5. Humboldt Jenkins Science Hall Renovation: $11,3@9,($333,000 for preliminary
plans and $11,056,000 for construction) to renoeaie repurpose the building; updates
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10.

11.

12.

to the building systems will improve energy use apeérating cost efficiency, and will
address ADA deficiencies. Campus reserves in theuamof $368,000 will fund
working drawings and $212,000 will fund equipmédat,a total cost of $11,969,000.

San Diego IVC North Classroom Seismic Renovatio$2,022,000 ($58,000 for
preliminary plans, $83,000 for working drawingsdabi,881,000 for construction) to
renovate and upgrade the North Classroom Buildingtlee IVC campus. Seismic
upgrades as well as ADA code deficiencies will Bdrassed.

Chico Siskiyou Il Science Replacement Building: 3%b1,000 ($2,606,000 for

preliminary plans and $71,045,000 for constructiém)construct a new building to

replace the existing seismically deficient PhysiSalences Building. The replacement
building will include science classrooms, wet lgase, faculty office space, a data
center, and a vivarium. Campus reserves in theuatmaf $2,414,000 will fund working

drawings and $4,521,000 will fund equipment footalt cost of $80,586,000.

San Jose Science Replacement Building: $2,755@0@reliminary plans to build a
replacement facility for the Biology and ChemistDepartments in the College of
Science. The facility will include wet laborat®jdaculty offices, and graduate research
space.

Fresno Central Plant Replacement, Phase 1: $28@87$1,428,000 for preliminary
plans and $21,659,000 for construction) to reptheeexisting central plant components
(chillers/boilers/cooling towers/HVAC systems) campwide. Campus reserves in the
amount of $5,601,000 will fund working drawings &®b1,000 will fund equipment for
a total cost of: $29,539,000.

Fullerton Pollak Library Renovation, Phase 1. Campeserves in the amount of
$12,748,000 ($320,000 for preliminary plans, $366,0for working drawings,
$11,295,000 for construction, and $748,000 for pepant) will renovate the entire first
floor of the library, as well as the fourth andtifloors of the south wing. This campus-
funded project will be completed in four phases.

Long Beach Student Success Building/Peterson Hab28,156,000 for construction to
renovate the building to provide space for acadeadidgsing, disabled student services,
learning assistance, teaching lab spaces. Thecpmik address seismic deficiencies (the
building is currently rated a seismic level 5). n@as reserves in the amount of
$1,084,000 will fund preliminary plans, $1,355,08dl fund working drawings, and
$2,762,000 will fund equipment for a total cost$df3,357,000.

East Bay Library Seismic Renovation: $50,255,080,541,000 for preliminary plans

and $48,714,000 for construction) to renovate tlastEBay library building. The

renovation will address seismic deficiencies; udgrére and life safety systems, and
building system renewals. The facility is currgntated a seismic level 6. Campus
reserves in the amount of $1,571,000 will fund vimgkdrawings and $3,000,000 will

fund equipment for a total cost of $54,826,000.
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13. Stanislaus Library Seismic Renovation: $3,539,(R0841,000 for preliminary plans,
$1,728,000 for working drawings) to renovate thedry building. The renovation will
address seismic deficiencies, upgrade fire andséfety systems, ADA compliance, and
will upgrade plumbing and mechanical equipment. e Tacility is currently rated a
seismic level 5.

14.Northridge Sierra Hall Renovation, Phase 1: $1@887 for preliminary plans to
renovate the instructional lab building. The reatmn will be completed in two phases;
phase 1 will reconfigure and modernize lecture sgaw teaching labs. The renovation
will also address ADA and fire and life safety dedhcies. Campus reserves in the
amount of $1,862,000 will fund working drawingst, &ototal cost of $3,729,000.

15.San Diego Utilities Upgrade, Phase 1: Campusvesen the amount of $1,730,000 will
fund the preliminary plans phase of this projestcorrect campus utility infrastructure
deficiencies. Upgrades will be made to campustetat systems, chiller plant systems,
steam lines, and steam boilers.

16.Sacramento Utilities Infrastructure, Phase 1. 38,000 ($1,996,000 for preliminary
plans and $1,728,000 for working drawings) for fin& phase of utilities infrastructure
improvements. Improvements will upgrade and extémel storm water collection
system, irrigation pumps, natural gas distributsystem, chilled water system, and the
domestic water distribution system.

17.Channel Islands Gateway Hall: $1,983,000 for thaiminary plans phase of a new
project to renovate and expand the facility. Thaget also includes the demolition of
hospital wings on the north side of the campuspdasion will add 56,900 square feet of
space to accommodate 1,485 full-time students @rfd@ulty offices.

18.Los Angeles JFK Library Seismic Renovation: $1,900 for the preliminary plans
phase of a new project to renovate the library aodect seismic deficiencies. The
facility is currently rated a seismic level 5.

19. Maritime Academy Learning Commons: $1,458,000 8@00 for preliminary plans
and $750,000 for working drawings) to construcieavrb0,000 square foot building that
will connect to the existing campus library to alléor the expansion of enroliment and
programs.

20.Sonoma Professional Schools Building: $2,306,300125,000 for preliminary plans
and $1,181,000 for working drawings) to construcesv 62,300 square foot building to
house professional disciplines of business admatieh, education, and nursing. The
project will include lecture space to accommodédt® full-time students and 100 faculty
offices.

21.Bakersfield Humanities Classroom: $4,386,000 ($209 for preliminary plans and
$4,277,000 for construction) to construct a 6,7@@ase foot addition to the Humanities
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Office Building complex. The addition will allowhé campus to accommodate the
general lecture requirements of the undergraduatgeg program by utilizing larger
classrooms with 120 or more stations, as opposetutople smaller classrooms with 20-
30 stations. Campus reserves in the amount of 82@3yill fund working drawings and
$72,000 will fund equipment for a total cost of @0H,000.

UC capital outlay project preliminarily approved for 2016-2017 The DOF preliminarily
approved one UC capital outlay projects totaling2&5million in 2016-17, including
$400,000,000 from external financing and $127,300 fiom developer funding

The Merced—State 2020 Project: $527,300,000 tatsis ($18,857,000 for preliminary
plans, $43,999,000 for working drawings, $428,3@3,0for construction, and
$36,101,000 for equipment). The Merced—State 202(eEt will include instructional,
research, and academic office space, an enrolloerier, and campus operations. This
project is part of the larger comprehensive Mer2éd0 Project (totaling $1.1 billion)
that will accommodate enrollment growth from thareat 6,200 students to 10,000
students by the year 2020, allowing the campustamnaseltsufficiency. The annual cash
flow requirement to fulfill the Merced 2020 Projesttligations for state eligible facilities
is estimated to be $47 million (and $58 million foon-state eligible facilities). UC
anticipates financing its payment obligations freeveral different sources, including
revenue generated by campus auxiliaries, other gamgvenue and fee sources, and its
General Fund support appropriation.

Proposed New Space and Cost for UC Merced Project
(Dollars in Millions)

Assignable

Square Feet Cost

State—Eligible
Research labs and support 181,000 5300
Faculty and administrative offices 144 600 121
Classrooms, teaching labs, and other instructional space® 69,800 86
Cther® 19,000 20
Subtotals (414,400) ($527)
Not State—Eligible
Housing 380,500 5258
Student recreation 122,600 163
Parking — a5
Other — 100
Subtotals (503,100) ($616)
Totals 917,500 $1,143

Ancludes flexible space adjacent to research laboratories. UC indic ates this space will be for faculty

and student interaction.

“Facilities for public safety, environmental safety, and workplac e safety personnel.
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UC Proposes to Deliver Project UsindgPublic—Private Partnership. Under the partnership, the
partner would design and construct the facilités.noted above, UC would issue $400 million
in bonds for construction of the state—eligiblelfaes. The partner would finance the remaining
$127 million for these facilities. Under the comttaUC would pay the partner for the
construction costs in three installments upon cetigrh of certain construction milestones. UC
states that this payment schedule would provideingentive for the partner to complete
construction without delays.

Annual Ongoing Costs.The LAO notes that that the UC’s annual ongoingtsdor the project
would initially total $47 million, specificallyUC would cover annual debt service on the bonds
it issued for state—eligible facilities ($21 milijpand would perform annual routine maintenance
on the new facilities ($7.3 million). In additiodC would make annual payments to the partner
for the partner’s financing costs ($13 million) afat the partner to perform maintenance on
major building systems ($5.4 million). UC indicatbsit the contract it plans for the partnership
would allow it to reduce or withhold these paymeiftgshe facilities do not meet certain
operational standards. For example, if a faciligrevto shut down and no longer be available for
use, UC could withhold funding from the partner2Bb65, UC would assume full responsibility
for the operation and maintenance of the facilities

Legislative Analyst’s Office Comments

The Legislative Analyst’'s Office recently releasadreport, “Review of the UC'S Merced
Campus Expansion Proposal,” which includes detaidormation regarding the UC Merced
proposal and issues for legislative consideration.

Enrollment Considerations. UC cites enrollment growth as the key justification expanding
the Merced campus, and LAO notes that the Legidatuay wish to consider the appropriate
enrollment growth UC should undertake. Student demaries by campus, with Berkeley, Los
Angeles and San Diego receiving the most applicantorder to accommodate all eligible
applicants UC traditionally redirects some eligibtadents to UC Merced. The 2015-16 budget
set an expectation that UC enroll 5,000 more unddrgte resident students in 2016-17 than in
2014-15. The 2015-16 budget made a $25 million ardation contingent on meeting this
enrollment expectation. UC plans to meet these @apens, and accordingly, UC Merced is
expected to increase enroliment by 450 students.

LAO notes that over 40 percent of the proposecsthgible space and over 50 percent of the
estimated state construction cost is for new rebeé#acilities. Increasing research activities
increases cost because it increases the campusrallospace needs and research space is the
costliest type of space to construct. The LAO sstgéhat the Legislature could prioritize the
construction of instructional space, including teag laboratories, enabling the campus to
continue to continue accommodating more studenteahalcing cost.
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Procurement Method and Costs ConsiderationdJC asserts that a private partner could
develop innovative construction and maintenancectipes that would produce long—
term savings relative to a design—bid—build or giesbuild procurement method. Although these
savings are plausible, LAO notes savings are highlyertain because the state has entered into
only a few partnerships and evidence from othetesta limited. The partner will face higher
interest rates than UC when issuing debt, therabseasing financing costs for the project. In
LAO’s view, UC has not been able to provide suéfiti evidence that construction and
maintenance costs would be low enough under a @ybivate partnership to outweigh the
likelihood of increased financing costs. TherefotdO notes that savings fropublic—
privatepartnership are uncertain.

Although UC asserts that a public—private partnerstould transfer risks associated with the
construction and operations of a facility onto fivesate partner, the partner most likely will
factor these risks into its bid. As public—privgbartnerships tend to entail complex legal
contracts, with each side attempting to minimizk,ridisputes are common. For this project,
future disputes between UC and the partner ovetetines of the contract could be numerous and
serious. For instance, UC could experience cossiyuies with the partner if the contract fails to
address an unforeseen issue or lacks clarity @eeifsc performance metric. Such disputes have
occurred in other public—private partnership prtgac California and created increased costs for
the state agencies involved in the disputes.

Improve Maintenance.Under the proposal, UC would be contractually aiikgl to provide
ongoing payments to the partner to maintain thgepts facilities. The contract also would
require the partner to maintain a reserve accauahsure that funding is available for scheduled
facility renewal. A stable budget for maintenanoeld prevent the campus from accumulating a
large deferred maintenance backlog.

Staff Comments: The Governor’s approach was a dramatic departora fiow UC and CSU
capital outlay has been historically addressed. Atninistration indicated the motivation for
combining the universities’ support and capital detd was to provide universities with
increased flexibility, given limited state fundingowever, the Administration did not identify
specific problems with the previous process usedngrspecific benefits the state might obtain
from the new process.

Project Prioritization. The change occurred without any analysis of ongamed, not only for
capital outlay but also deferred maintenance aitierg buildings, and for campuses that might
be needed in the future. While UC only has one @sef project this year, LAO notes that
UCOP does not have a process for prioritizing tgjecross campuses, and gives campuses
broad discretion to set their own capital priostiaVhereas, the CSU Chancellor's Office
performs assessments and ranks projects on behallf campuses, giving priority rankings to
projects that mitigates risks associated with camupartial campus shutdown. However, some
ambiguity remains with CSU’s prioritization of otherojects included in its capital outlay
request. For example, some projects do not appebe tassociated with mitigating risks of a
campus shutdown. Additionally, the Department ofafice also notes they do not provide UC
and CSU guidance on how to prioritize their capatailay projects. Lastly, the Legislature does
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not have a system to prioritize projects withinte&tgher education segment and among all
higher education segments. Last year, the LAO recended the state set priorities for projects
to provide more guidance to segments. For exantipdel_egislature could state its priorities for
funding projects in a certain order, such as (19 kafety, (2) seismic corrections, (3)
modernization, and (4) program expansions.

Timeline for Review. As noted above, statute requires DOF to notifylLtbgislature as to which
projects it preliminarily approves by February heTbudget committees then can express any
concerns with the projects to DOF, and DOF cantdinal approval of projects no sooner than
April 1 for the upcoming fiscal year. However, D@&bmitted the preliminary approved list on
February 17, 2016, past the statutory deadline. Jiiecommittee may wish to request an
extension on the timeframe for legislative review.

The subcommittee may wish to ask:

* Regarding the UC Merced 2020 Project, why does Willele a public-private
partnership is the appropriate method to constaadt operate new buildings? Will UC
seek state funding for the $47 million annual paynassociated with this project once it
is completed in 20207? Is UC considering other mdplivate partnerships?

* How does UC prioritize capital outlay projects?

» Based on the Governor’s budget, how is CSU prionigj capital outlay projects?
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6110 DEPARTMENT OF EDUCATION
6870CALIFORNIA COMMUNITY COLLEGES

Issue 1: Adult Education Block Grant

Panel I
. Natasha Collins, Legislative Analyst’s Office
. Jessica Holmes, Department of Finance
. Debra Brown, California Department of Education
. Debra Jones, California Community Colleges
Panel II:
. Bill Bettencourt, Principal, Placer School for Attul
. Susan Yamate, Director, San Diego Adult Educatiegi®al Consortium

Background:

Adult Education Block Grant. The 2015-16 Budget Act provided $500 million in oy
Proposition 98 funding for the Adult Education BtoGrant (AEBG) and budget trailer bill, AB 104
(Committee on Budget and Fiscal Review), Chapter Statutes of 2015,contained implementing
statute. This new program built on two years ofnplag to improve and better coordinate the
provision of adult education by the Chancellor be tCalifornia Community Colleges and the
Superintendent of Public Instruction. Under thetreesturing effort, regional consortia, made up of
adult education providers, formed to improve cooation and better serve the needs of adult learners
within each region.

There are currently 71 regional consortia with lotares that coincide with community college
district service areas. Formal membership in cdiegsaes limited to school and community college
districts, county offices of education (COES), @midt powers agencies (JPAs). Each formal member
is represented by a designee of its governing boahth input from other adult education and
workforce service providers, such as local libgricommunity organizations, and workforce
investment boards, the consortia developed regiolaals to coordinate and deliver adult education in
their regions. Only formal consortia members mayenee AEBG funding directly. However, under a
regional plan, funds may be designated for andegoh$isrough to other adult education providers
serving students in the region.

Consortia Governance Structures.To be eligible for AEBG funds, regional consortra aequired to
establish a governance structure, however statts dot specify the type of governance structures
consortia must adopt, instead providing flexibilfiyr local decision-making. The chancellor and
superintendent must approve the governance steuctueach consortium. Of the 71 consortia, 53
currently indicate a governance structure of onte vuer member. The chart below describes the
governance structures that consortia have adopted.
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Number of | Percentage of
Consortia Consortia
One vote per member (1:1) 53 75%

Voting Power for Regional Consortia in 2015-16

Modified 1:1 — additional votes for community cajés 7 10%
Modified 1:1 — additional votes for larger membmestitutions 5 7%
Modified 1:1 — additional votes for members with B@unds 3 4%
No assigned voting power due to consensus model 3 4%

According to California Department of Education (EDand the California Community Colleges
Chancellor’'s Office (CCC), seven consortia areha process of revising their governance structure
for 2016-17.

Instruction Authorized in Seven Areas.Block grant funds may be used for programs in seadarit
education instructional areas:

1) Elementary and secondary reading, writing, and emattics (basic skills).
2) English as a second language and other progranmfoigrants.

3) Workforce preparation for adults (including seniditizens) entering or re-entering the
workforce.

4) Short-term career technical education with high leypent potential.
5) Pre-apprenticeship training activities coordinateith approved apprenticeship programs.
6) Programs for adults with disabilities.

7) Programs designed to develop knowledge and skidd enable adults (including senior
citizens) to help children to succeed in school.

Consortia Funding. The 2015-16 Budget Act provided $500 million imgoing Proposition 98
funding to regional consortia. In 2015-16, $331lion of this funding was distributed based on a
maintenance of effort amount for school distriatd £ OEs that operated adult education programs in
2012-13 and subsequently became members of regionabrtia. Each of these providers received the
same amount of funding in 2015-16 as it spent artaducation in 2012-13. The remainder of the
funds were designated for regional consortia baseeach region’s share of the statewide need for
adult education as determined by the chancellgrersotendent, and executive director of the State
Board of Education. In determining need, statutpiires these leaders to consider, at a minimum,
measures related to adult population, employmeniigration, educational attainment, and adult
literacy. The CDE and CCC report that need-basedifig in 2015-16 for consortia was $158 million,
with $5 million not yet allocated and set-asidetfoe potential expansion of consortia.

Beginning in 2016-17, the CCC and CDE will disttduilock grant funding based on (1) the amount
allocated to each consortium in the prior year,t{2) consortium’s need for adult education, and (3)
the consortium’s effectiveness in meeting thosedse#d a consortium receives more funding in a
given year than in the prior year, each membehefconsortium will receive at least as much funding
as in the prior year. The CCC and CDE report that gireliminary 2016-17 fiscal year allocation
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schedule, to be released in March, 2016, will otftee provision of the same amount of funding to
consortia as provided in the 2015-16 fiscal year.

AB 104 authorized each consortium to choose alfsgant to receive state funds and then distribute
funding to consortium members, or to opt out angeh@members receive funds directly. The current
distribution of fiscal agents, as of March 2016&;lules, 12 K-12 districts, 48 community college

districts, three county offices of education, andenconsortia that opted instead for direct funding
from the state.

Data and Reporting In the 2015-16 Budget Act, the CCC and CDE wereviged $25 million
Proposition 98 funds to identify common measuresliédermining the effectiveness of the consortia in
providing quality adult education. AB 104 specifigdat, at a minimum, the chancellor and
superintendent accomplish both of the following:

» Define the specific data that each consortium stodléct.

» Establish a menu of common assessments and poliegading placement of adults in
education programs that measure the educationdsrefeadults and the successfulness of the
provider in meeting those needs.

Of the total data allocation, 85 percent is avaddbr grants to establish systems or obtain necgss
data and 15 percent is available for grants foettgament of statewide policies and proceduresedlat

to data collection and reporting, or for techniaasistance to consortia. The CDE and CCC have not
yet awarded grants or expended any of the $25amilli

Legislative intent language also specifies thatdi@ncellor and superintendent work together terent
into agreements between their two agencies and atiencies, including the Education Development
Department and the California Workforce Investnigoard.

Report on Progress:

AB 104 required the chancellor and Superintendentport on the progress made towards defining
specific data collected, establishing menus of comrassessments and policies, and enacting data
sharing agreements to be submitted by November015.2The statutory requirements and report
responses are compared below:

1. Requirement: Identify the specific data that each consortiumllstollect.
Report Response:An interim reporting tool has been created onAkelt Education Block
Grant website for consortia to enter data requimgdB 104, plus data on the number of adult
students transitioning from the K-12 system to ¢benmunity college system. This system
will also require consortia to report expenditubgsprogram area. The required information
under AB 104 is as follows:
1. How many adults are served by members of the ctasar

2. How many adults served by members of the consortiane demonstrated the following:

o Improved literacy skills.
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o Completion of high school diplomas or their recagul equivalents.
o Completion of postsecondary certificates, degreesaining programs.
o Placement into jobs.

o Improved wages.

» Specific data elements already identified in tmalfiplanning report required last spring
in statute AB 86 (Committee on Budget), Chapter 43, Statute20d 3),that should be
collected are:

o Student headcount for each academic term and yeardvider, aggregated into
statewide and consortium totals and disaggregated)e, gender, and race/ethnicity.

o Fulltime equivalent students/average daily attendarof each of the five
instructional areas, in total and by course sestion

o Degrees/certificates attained.
o Learning gains (i.e. test scores or advancinghmler instructional levels.

o Employment outcomes (e.g. entered employment,nedaemployment, and wage
gains).

o Transition to postsecondary education or training.

« The CDE and CCC have examined the student idemtiffeat are used in the K-12 system
(Statewide Student Identifiers) and the communitllege system (social security
numbers). Other potential identifiers are the\ndiial Taxpayer Identification number and
the California Driver’s License number. A decisiwnalign identifiers or collect either of
the potential additional identifiers has not beeadmand would require changes to the data
systems being used by CDE and CCC.

» The CCC and CDE have also identified that a cam@dlclearinghouse is needed to track
student outcomes within and across both systems.

2. Requirement: Establish a menu of common assessments and gofejarding placement of
adults in education programs that measure the #doeh needs of adults and the
successfulness of the provider in meeting thosdsee

Report Response:Within consortia, local providers are aligning essments to ease the
transition between programs or into the workforddhe CCC and CDE identified the
assessments used by both the adult education arf@Gl system. These include:

» Comprehensive Adult Student Assessment System 2(l&ellt education, CCC who
receive federal Title 1l or WIOA funds).

» Test of Adult Basic Education (CCC and K-12).
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* General Assessment of instructional Needs (CCCKaha).
» Basic English Skills Test for Literacy (CCC and R}1
¢ Common Assessment Initiative — under developme@QC

The CCC and CDE have not yet identified work reagfassessments used by providers. The
report also did not included data on state or cdisspecific policies regarding the placement
of adults.

3. Requirement: Development of memorandums-of-understanding (MOids}he purposes of
data sharing.

Report Response:There are MOUs between CCC and CDE that allowttier matching of
students between the CDE’s CALPADS system and C@@ta system. CDE and CCC are
also working on MOUs with the Employment Developiddepartment to enable the
identification of wage data.

Member Effectiveness DataAB 104 also required the CCC and CDE to identifggfic metrics on
member effectiveness. CDE and CCC recently idedtihe following metrics:

* Each member must participate in completing and tipgléhe Annual Plan Template.

* Adult Education Block Grant member funds must beesxied in the seven program areas, and
services provided must be consistent with the plan.

» Each member must participate in completing and tipgléhe 3-year Consortia Plan, including
any amendments.

* Member expenditures of Adult Education Block Gramids must match the objectives and
activities included in the Annual Plan.

* Members participate in consortium/public meetings.

* Members patrticipate in consortium final decisions.

* Members report student level enrollment data ariddamoes for mid-year and final reporting.

* Members share information on programs offered,thadesources being used to support the
programs.

Coordination of Other Adult Education Fund Sources.AB 104 requires the state to coordinate
funding of two federal adult education program® Adult Education and Family Literacy Act, also
known as Workforce Innovation and Opportunity AdtIQA) Title 1, and the Carl D. Perkins Career
and Technical Education Act (Perkins), with statiulA Education Block Grant funding. WIOA Title

Il was reauthorization that became effective July2Q15, and funding is allocated by the CDE to
numerous adult education providers, including adwlhools, community colleges, libraries, and
community-based organizations. The CDE distribdtexling based on student learning gains and
other outcomes. Perkins is ongoing federal fundilhacated by CDE to schools, community colleges,
and correctional facilities. This funding may beedsfor a number of career technical education
purposes, including curriculum and professionaleftlgyment and the purchase of equipment and
supplies for the classroom. Of these funds, 85guerdirectly supports local career technical edanat
programs and 15 percent supports statewide admaticst and leadership activities, such as support
for career technical education student organization
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The CCC and CDE are required to submit a plan tpafiment of Finance, the State Board of
Education, and the Legislature by January 31, 2filéhe distribution of WIOA Title 1l and Perkins
funds in alignment with AEBG funds. As of writingi$ agenda, CCC and CDE state the plan is still
undergoing editing, however, they have providedcthramittee with a draft copy thanticipates these
funds will continue to be allocated the same wathayg have been allocated in the past.

The CCC and CDE note that the reauthorization cDW/Title 1l and Perkins may make changes in
structure, goals and implementation of the actschviould drive state-level changes for alignment
purposes. Until reauthorization of the Carl D. ReskAct, and until guidance for WIOA is released,

the CDE and CCC have determined it is prematurghémge funding processes and will continue to
allocate funds under the current structure and.pglarce WIOA Title Il regulations are released and
Perkins is reauthorized, CCCCO and CDE recommetmwhegituting the Joint Advisory Committee on

Career Technical Education to assist in the devedn of alternative methods of allocating multiple
funding streams.

Governor’'s Budget Proposal

The Governor's budget proposal includes no charigethe funding amount of $500 million in
ongoing Proposition 98 each year for the AEBG.

The Governor proposes trailer bill language thatdifies consortia decision-making procedures.
Specifically, trailer bill language requires a corisim to consider input provided by pupils, teashe

employed by local educational agencies, communitilege faculty, principals, administrators,

classified staff, and the local bargaining unitstteé school districts and community college dissric

before making a decision.

Staff Comments

The first year of the AEBG has highlighted many cesses among consortia, funding has been
allocated and local governance and financing sirest have been established. Most consortia have
reported significantly increased collaboration amnoansortia members. However, staff continue to be
concerned with slow progress on the developmensystems for collecting and reporting data
statewide. While the reports required in statuteehaeen released or are in progress, it is diffitaul
determine what the chancellor and the superintdndave accomplished since the AB 86 cabinet
report was released in Spring 2015. Many of timeesssues around data collection, student iderdifie
and assessments remain.

Staff are also concerned that the $25 million @ted specifically to develop data systems remains
unspent. These funds were specifically intendedddress the lack of data consistency among the
providers of adult education. Adult education isaaa of education that can result in a variety of
positive outcomes for students from employment,atiitional education, to improved English
language skills. The AEBG does not require a smeafimber of adult students to be served. As a
result of the unique nature of adult educationpeate tracking of positive student outcomes isl vda
determining the success of the AEBG program andafigopriate allocation of any future funding
increases. The Legislature may wish to explore dreadditional legislative direction is needed to
align data systems to ensure reliable outcome anatis for adult education.

Senate Committee on Budget and Fiscal Review 7



Subcommittee No. 1 March 10, 2016

Finally, the CCC and CDE have noted in several mspbat the anticipated WIOA Title Il regulations
and Perkins reauthorizations limit the CCC and Cibdn making changes to disbursement and
alignment of funds, and identifying and aligningrenon assessments. However, it is unclear if WIOA
regulations will significantly change the curremiderstanding of the law’s requirements. Furtheg, th
Perkins reauthorization and subsequent rulemakiogegs could take another several years. The
Legislature may wish to require follow-up reportiingm the CCC and CDE specifying which in areas
they feel it is important to delay further progress state coordination of federal funds, as well as
common assessments, until WIOA’s (and later, Pgjkitmal regulations are released and which state
priorities they can move forward in the coming nin@nt

Subcommittee Questions

1) What are the next steps that the CDE and CCC mlatake in the current year towards
alignment of data to measure effectiveness andremssitive outcomes for adult students?

2) How is the CCC’'s Common Assessment Initiative, eotly under development, aligned with
other assessments used by adult education providers

3) How are consortia directing programs to meet thedaeof their regions? What indicators of
need are most useful for local planning purposes?

Staff Recommendation

Hold open pending May Revision funding projections.
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Issue 2: K-14 Education Mandates

Panel:
. Rebecca Hamilton, Department of Finance
. Dan Kaplan, Legislative Analyst’s Office
. Debra Brown, California Department of Education
. Dan Troy, California Community Colleges

Background:

The concept of state reimbursement to local agerane school districts for state-mandated actwitie
originated with the Property Tax Relief Act of 197%&B 90 (Dills), Chapter 1406, Statutes of 1972,
known as SB 90. The primary purpose of the act twdsnit the ability of local agencies and school
districts to levy taxes, however it also includewvsions to require the state to reimburse local
governments when they incurred costs as the redgulitate legislation. In 1979, Proposition 4
(superseding SB 90) was passed by voters, amenbdea@alifornia Constitution to require local
governments to be reimbursed for new programs girerilevels of services imposed by the state. In
response to Proposition 4, the Legislature creitedCommission on State Mandates (CSM) to hear
and decide upon claims requesting reimbursemertofsis mandated by the state.

In the area of K-14 education, school districtayrdg offices of education (COEs), and community
colleges, collectively referred to as local edumadi agencies (LEAS), can file mandate claims &kse
reimbursement. Charter schools have filed mandaims in the past and the CSM disapproved the
claims stating that a charter school is voluntapgrticipating in the charter program and therefore
their activities are not mandates. In additionharter school is not considered a school distmecten

the Government Code sections that allow for themttey of reimbursement. However, charter schools
are required, as a course of operation, to prosmee of the same programs, or higher levels of
service for which other education agencies maynfismdate claims and receive reimbursement.

Mandate Reimbursement ProcessA test claim must be filed within 12 months of #féective date

of the activity. The CSM first determines whetharagtivity is a mandate. Generally, a new program
or higher level of service for a local governmerstynmot be considered a reimbursable mandate if 1) i
is a federally-required program or service; 2)sithe result of a voter-approved measure; 3) tihés
result of an optional or voluntary activity; 4)has offsetting saving or revenues designated fatrr th
purpose; or 5) the requirement was enacted priotd@5. The test claim must include detailed
information on the enacting statutes or executirdeis, mandated activities, and costs incurred as a
result.

If the CSM determines the program or service t@abreimbursable mandate, the next step is for the
CSM to approve “Parameters and Guidelines” thattitiethe eligible claimants, activities, costsdan
time-period as needed for LEAs to file claims. TAate Controller's Office (SCO) then issues
claiming instructions and LEAs file initial claim&llowed by annual claims for reimbursement. The
SCO reviews, approves, and audits a sample of slaifter the initial claims are filed for a
reimbursable state mandate, the SCO aggregates ¢hsts and provides a statewide cost estimate for
adoption by the CSM. These statewide cost estimatesreported to the Legislature and used to
estimate ongoing state mandate costs and the lgaoklmpaid mandate claims.
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The mandates reimbursement process has some ielérsiifortcomings. The process often takes years
for decisions to be reached, allowing potentialgngicant costs to accrue prior to initial clairaad
delaying a decision by the state to suspend or dntie® requirements. Reimbursements under this
process are based on actual costs; therefore LEEyslack an incentive to perform required activities
as efficiently as possible. In addition, reimbursaton an annual basis requires potentially siggnfi
bureaucratic workload for LEAs to keep requiredords for all of the various mandated activities.
Also, depending on the amount of reimbursementiavai, not all LEAs may file a claim; those with
less administrative capacity may simply absorb dbsts of the mandate. The reverse is likely also
true; LEAs with the necessary administrative resesimay more aggressively pursue reimbursement,
resulting in uneven funding for the same mandattidiaes.

In order to simplify the process, in 2004 the stagated the Reasonable Reimbursement Methodology
(RRM). Rather than requiring LEAs to submit detdildocumentation of actual costs, RRM uses
general allocation formulas or other approximatiohsosts approved by the CSM. Only three school
mandates currently have approved RRMs.

Payment of Mandates.Over the years, as the cost and number of educateomdates has grown, the
state began to defer the full cost of educationdates for multiple years at a time, paying claims o
an inconsistent schedule, mostly when one-time duauet available. After deferring payments for
years, in 2006, the state provided more than $90®min one-time funds for state mandates, ratri
almost all district and community college manddtanas (plus interest) through the 2004-05 fiscal
year. However on a regular ongoing basis, the staténues to defer the cost of roughly 50 eduacatio
mandates, but still requires LEAS to perform thendsed activity by providing a nominal amount of
money ($1,000) for each activity.

There have been some attempts to force the stai@ytmandate claims. For example, Proposition 1A,
approved by the state’s voters in 2004, requirex ltbgislature to appropriate funds in the annual
budget to pay a mandate’s outstanding claims, ‘&u$pthe mandate (render it inoperative for one
year), or “repeal’ the mandate (permanently elir@n& or make it optional). The provisions in
Proposition 1A, however, do not apply to K-14 ediora In addition, in 2008, a superior court found
the state’s practice of deferring mandate paymentenstitutional, however constitutional separation
of powers means the courts cannot force the Lagreldo make appropriations for mandates.

More recently the state has had significant onetPnoposition 98 funding available and has made
sizeable payments towards the mandates backlogr 2®13-14, the LAO estimated that the mandates
backlog reached a high of approximately $4.5 billibhe 2014-15 Budget Act, provided $450 million
to pay K-14 mandates. The 2015-16 Budget Act, piedian additional $3.8 billion for mandates. In
both of these years, the funds were not apportidoedpecific claims, but provided on an equal
amount per average daily attendance (ADA) for Kab® per full time equivalent student (FTES) for
community colleges. Charter schools were also degiuin the per ADA allocation although they do
not have mandate claims. This payment methodolafynavledges that all LEAs and community
colleges were required to complete mandated aeyibut for a variety of reasons, not all LEAs and
community colleges submitted claims.
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Recent K-14 Mandate
Recent Backlog Payments

2014 Budget Act 20B&dget Act
K-12 Education (In thousands) $400,500 $3,205,137
Per ADA Rate (In whole dollars) $67 $529
Community Colleges (In thousands) $49,500 $632,024
Per FTES Rate (In whole dollars) $45 $556
Total (In thousands) $450,000 $3,837,161

Does not account for leakage.
Source: Department of Finance

This payment methodology has a significant limdatin its ability to fully pay off remaining mandat
claims. The per ADA and FTES methodology resultsl@akage”, or the amount of the one-time
payments that does not count against the mandatidoigabecause it was provided to LEAs or
community colleges that did not submit claims orogad claims have already been paid off. As the
state pays off more of the mandate backlog, theuaiof leakage becomes more significant. With
fewer LEAs that have remaining claims on the boeakklitional funding provided on a per ADA and
per FTES basis has a diminishing return on redutiegbacklog as the remaining claims become
concentrated in those LEAs with high per-studeainas.

Remaining Mandates Backlog. The Administration roughly estimates that after th@15-16
payments are applied to the mandates backlog, ¢hngaining balance of unpaid claims totals
approximately $2.3 billion for K-12 mandates andsel to $300 million for the California Community
College mandates. This includes an estimate tlee$38 billion provided in 2015-16 reduces mandate
claims by approximately $2.8 million. However, tB€O has not yet applied this funding to claims, so
actuals are not yet available. In addition, somedates are currently involved in litigation and the
SCO has not applied the CSM ruling on offsettingereie pending completion of the lawsuit. The
LAO takes into account pending litigation and atfjube backlog down to $1.9 billion. The estimation
of the actual amount of the backlog is complicdiga variety of factors, mandates claims contirue t
accrue on an annual basis, there is a lag in th@ &gplication of new one-time funds towards claims,
and as a result in the calculation of leakagepn®atontinue to be subject to audit, and some sidgew
mandate costs are involved in litigation.

Mandates Block Grant. As an alternative to the traditional mandates ctgmocess and to help create
more certainty for LEAS in the payment of mandatasthe 2012-13 budget, the state created two
block grants for education mandates: one for sch@ificts, COEs, and charter schools (for which
some mandated activities apply) and another fornsomty colleges. Instead of submitting detailed
claims that track the time and money spent on eaahdated activity on an ongoing basis, LEAs can
choose to receive block grant funding for all maadaactivities included in the block grant. The
mandates block grant does not reflect the actasd\stde costs estimates for each included mandate.
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Block Grant Funding and Participation. The 2015-16 budget includes a total of $251 nilfior the
mandates block grants ($219 million for schools $8&# million for community colleges). Block grant
funding is allocated to participating LEAs on a -pepil basis, based on ADA or FTES. The rate
varies by type of LEA and by grade span, due tof#ue that some mandates only apply to high
schools. The per-pupil rates are as follows:

School districts receive $28.42 per student in g@ga¢-8 and $56 per student in grades 9-12.
e Charter schools receive $14.21 per student in grd® and $42 per student in grades 9-12.

« County offices of education (COES) receive $28d2dach student they serve directly, plus an
additional $1 for each student within the counfyh€ $1 add—on for COEs is intended to cover
mandated costs largely associated with oversightits, such as reviewing district budgets.)

¢ Community colleges receive $28 per student.

Most school districts and COEs, and virtually dader schools and community college districts ghav
opted to participate in the block grant. Specificain 2015-16, the LEAs participating in the block
grant serve about 96 percent of LEAS, includingrighaschools, and 99 percent of ADA and 100
percent of community college districts and FTES.

New Education Mandates.New mandate claims continue to be filed on an amgdiasis and
generally, once the CSM has adopted the statevaskeestimate, this amount is added to the mandates
backlog. In addition, the state must make a detatiin about whether to add new mandates to the
block grant and correspondingly increase the masdaibck grant and by what amount. Finally, if the
state is not going to suspend the mandate, gepexratiinimal appropriation of $1,000 is provided in
the annual budget act towards the costs of the atanth the past, the mandates block grant has not
been adjusted for low-cost mandates, but has bdgrstad for high-cost mandates, such as the
graduation requirements mandate, which resultsiinarease in the block grant in 2013-14 of $50
million.

The CSM approved a new mandate for the requiredntdogy, training, and internet access LEAs
need to provide to administer the new Californisséssment of Student Performance and Progress,
beginning in 2013-14. While the CSM approved maedaictivities for reimbursement in January
2016, it will be some time before the CSM processilts in a statewide cost estimate.

Governor’'s Proposal:

The Governor proposes to provide $1.4 billion (kiion for school districts, county offices, and
charter schools, and $76 million for community eghs) in one—time discretionary Proposition 98
funds. These funds would offset any existing mamddaims. Similar to prior years, this funding
would be allocated on a per ADA and per FTES basi) school receiving $214 per ADA and
community colleges receiving $72 per FTES. LEAs ugaa their funds for any purpose, however the
Governor includes language suggesting that schistriads, COEs, and charter schools dedicate their
one—-time funds to implementation of Common CoreteStatandards, technology, professional
development, induction programs for beginning teashand deferred maintenance and community
colleges use their one—time funds for campus sgcueichnology, professional development, and the
development of open education resources and zettbetek—cost degrees.
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Providing funds on a per ADA and per FTES basismadhat all LEASs, including charter schools and
community colleges, would receive some fundingardlgss of whether they had submitted mandate
claims, or the dollar amount of their outstanditgiros. As a result, the entire $1.4 billion willtho
offset the mandates backlog, but rather some Igss&on of the total, as determined by the SCGe Th
Governor estimates this amount to be approxima$@86 million, leaving a remaining mandates
backlog of approximately $1.8 billion.

The Governor provides $219 million for the K-12 rdates block grant, reflecting a $1 million
reduction for a decline in ADA and $33 million fibre community colleges block grant, reflecting a $1
million increase for new FTES estimates. Per-pigigs remain the same and there are no changes to
the mandates included in the block grant. The Guwredid not provide a COLA for the mandates

block grant.

The Governor also proposes trailer bill language would require that costs used to determine a
reasonable reimbursement methodology for a maradlatbased on audited claims.

LAO Analysis and Recommendations

The LAO’s recent reportThe 2016-17 Budget: Proposition 98 Analysimalyzes the mandates
backlog. The LAO found that many LEAs no longer é@aims — 50 percent of school districts, 31
percent of county offices of education, and 86 @erof community colleges. They also looked at the
cost per student and found that it varied widelgt #rere was no uniform reason why any LEA would
still have claims, although county offices in gealdrad larger per student claims than school distri

In particular the widespread differences are hggtted in looking at community college claims where
remaining clams are concentrated — 90 percentundommunity college districts, who represent just
seven percent of FTES.

Distribution of LEAs’ Outstanding Claims per Student

Share With Minimum Median Maximum
Claims Claim Claim Claim
School districts 50% _ a $400 $8.673
County offices of 69 5148 2649 28719
education
Community college 14 183 1,514 5,001
districts

sActual value of claim is $0.39 per student.
Mote: Local education agencies (LEAs) with no outstanding balances have been omitted.

Source: Legislative Analyst's Office
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The LAO notes that the prior years’ practice ofipgymandate claims with a per ADA and per FTES
amount for all LEAs did ensure that LEAs that didt rclaim for mandates because it was
administratively burdensome or provided servicea &iwer cost were not disadvantaged compared
with other LEAs. However, paying the full mandatbacklog using this methodology is not
reasonable, given the growing amount of leakageragining claims become more concentrated.

The LAO recommends an alternative payoff methodglggoviding $2.6 billion over the next few
years. Under this plan, in exchange for a desighataeount of one-time funding LEAs would be
required to write-off remaining mandate claims.h&al districts would receive $450 per ADA, equal
to the median outstanding per-student school disamd county office claim. County offices would
receive the greater of $1 million or $450 per Alpdys $20 per each countywide ADA. If all school
districts and county offices choose to participgie,cost would be $2.4 billion for school distsieind
$160 million for county offices. The LAO does metommend making additional payments to charter
schools as they do not have outstanding claimsveer@ paid the same per-ADA rate as school
districts in prior backlog payments, despite haviagperform fewer mandated activities. The LAO
also does not recommend making payments to comynaalleges as their remaining claims are so
concentrated in a few districts. While there may LLEAs that choose not to participate and
community colleges that retain claims on the botkesre will be relatively few remaining claims. &h
state can continue to monitor the claims backlogr étvme as new mandates arise, and in future years
when claims once again build up, can take a simaggroach to retiring debt.

The LAO also reviewed the Governor’s proposal fog mandates block grant and recommends that
the Legislature apply the same COLA (0.47 percenthe mandates block grant as is applied to other
education programs, at an estimated cost of 1.RomilThe LAO notes that a COLA would ensure
that the purchasing power of the mandates blochtgeamaintained and better reflect the costs of
performing mandated activities.

Staff Comments

Significant progress has been made in paying dbvmtandates backlog over the past few years with
the additional benefit that LEAs have received atrieted one-time resources as the economy has
recovered and they build back programs for theidetts. However, during this same time period,
there have been significant education reforms,udliolj new academic content standards and
assessments that have required significant profesisidevelopment, instructional materials, and
technology upgrades. While the Governor proposeguiage that suggests, but does not require, the
expenditure of funds on identified priorities, thegislature may wish to consider whether funds
should be instead specifically targeted to priodatgas, although the state would not be able totcou
those funds as reducing the mandates backlog.

In addition, the payment of mandate claims has leeonsistent at best over the past decade. The
inequities in the mandates system are well docuedeand over time, some LEAs have amassed large
amounts of claims on the books. In 2012-13, theestreated the mandates block grant and tookpa ste
towards preventing future backlogs of mandate daiotaling billions of dollars, with LEAs uncertain
as to when they would be paid back for requiredvitiets. However the remaining backlog, created
before the block grant, remains on the books aedL#gislature may wish to consider alternative
methods of paying the backlog off in a timely manne
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Subcommittee Questions

1. Does the DOF have a response to the LAO’s atie proposal?

2. Does the LAO anticipate there will be sufficiemte-time funds in future years to fund the entire
$2.6 billion needed under their proposal if all L&Eparticipate?

3. Why did the DOF not apply a COLA to the manddtiesk grant to retain the purchasing power of
the grant?

Staff Recommendation

Hold open pending May Revision funding projections.
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Issue 3: Proposition 39 Energy Efficiency Projects

Description

The California Clean Energy Jobs Awias created with the approval of Proposition 39the
November 6, 2012 statewide general election. Uribex act, specific proceeds of corporate tax
revenues are allocated to the Clean Energy Joki@nelaund through 2017-18, and are available for
appropriation by the Legislature for eligible prifgto improve energy efficiency and expand clean
energy generation. This item includes an updatprojects that have been completed or are underway
and the Governor’s proposal for the 2016-17 expgarsaiof funds.

Panel:
. Dan Kaplan, Legislative Analyst’s Office
. Cheryl Ide, Department of Finance
. Debra Brown, California Department of Education
. Drew Bohan, California Energy Commission
. Dan Troy, California Community Colleges

Background:

Proposition 39 changed the corporate income taxe dodrequire most multistate businesses to
determine their California taxable income usingngle sales factor method. The increase in the'stat
corporate tax revenue resulting from Propositioni8&llocated half to the General Fund and half to
the Clean Energy Job Creation Fund for five fisgadrs, from 20134 through 2017-18. The Clean
Energy Job Creation Fund is available for approijomaby the Legislature for eligible projects to
improve energy efficiency and expand clean energyegation. For fiscal years 2013 through
2015-16 the state provided $973 million in Propogit39 revenue for K-12 energy efficiency projects
and planning, $124 million for community collegeeegy projects, and $56 million for a revolving
loan program to fund similar types of projects iottb segments. The state also provided smaller
amounts to the California Workforce Investment Bloaind the California Conservation Corps.

K-12 - Local Educational Agency Proposition 39 Awadl Program. SB 73 (Committee on Budget
and Fiscal Review), Chapter 29, Statues of 201tabkshes that 89 percent of the funds deposited
annually into the Clean Energy Job Creation Fund eemaining after any transfers or other
appropriations, be allocated by the State Superi®et of Public Instruction for awards and made
available to LEAs for energy efficiency and cleamemgy projects. Minimum grant amounts were
established for LEAs within the following averagaly attendance (ADA) thresholds:

 $15,000 for LEAs with ADA of 100 students or less.
e $50,000 for LEAs with ADA of 100 to 1,000 students.

* $100,000 for LEAs with ADA of 1,000 to 2,000 stutken
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The Energy Commission, in consultation with the &émpent of Education, the Chancellor's Office
and the Public Utilities Commission, was requirediévelop guidelines for contracts with LEAs. The
Energy Commission released these guidelines inibleee2013.

In order to receive an energy efficiency projeanyr LEAs must submit an expenditure plan to the
Energy Commission outlining the energy projectbedunded. The Energy Commission reviews these
plans to ensure they meet the criteria set fortithe guidelines. The Department of Education
distributes funding to LEAs with approved expenditiplans. LEAs can also request funding for
planning prior to submission of the plan. The Déapant of Education notes that as of February 2016,
1,646 LEAs have received planning funds and 51@ mageived energy project funds and the Energy
Commission has approved $354 million in projects.

K-12 Proposition 39Energy Efficiency Funds
For 2013-14 through 2015-16 fiscal years
as of February 2016
(dollars in millions)
Total Allocation $ 9734
Planning funds paid $ (153.6)
Energy projects paid $ (338.2
Total Payments $ (491.8
Remaining balance $ 481.6

Source: Department of Education
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The types of projects approved for K-12 educati@nas follows:

: Percentage of

Project Type Count Totalg
Lighting 4,666 47%
Lighting Controls 1,081 11%
HVAC 1,683 17%
HVAC Controls 1,007 10%
Plug Loads 636 6%
Generation (PV) 251 3%
Pumps, Motors, Drives 219 2%
Building Envelope 128 1%
Domestic Hot Water 133 1%
Kitchen 32 0%
Electrical 15 0%
Energy Storage 24 0%
Pool 6 0%
Power Purchase Agreements 4 0%
Irrigation 3 0%
Total Projects 9,888 100%

Source: California Energy Commission

California Community College Chancellor's Office.SB 73 established that 11 percent of the funds
deposited annually into the Clean Energy Job Qyedfund be allocated to the California Community
College Chancellor’s Office to be made availabledommunity college districts for energy efficiency
and clean energy projects.

In conjunction with the Energy Commission, the Gtelor's Office developed guidelines for districts
as they plan to use Proposition 39 funds. Fundig lteen distributed to colleges on a per-student
basis. In 2013-14, the Proposition 39 allocatios %86 per full-time equivalent students (FTES), $28
per FTES in 2014-15, and $27 per FTES in 2015-1& guidelines also sought to leverage existing
energy efficiency programs, including partnershipgst districts had with investor-owned utilities.
These partnerships had been in existence since, 2@ most college districts did not need to use
Proposition 39 for planning; the planning was cogtgl

According to the Chancellor's Office, for fiscalaye2015-16, $22.8 million of $32.7 million funding
has been allocated for 130 projects. At least 8@que¢ of the projects approved in 2015-16 are
expected to be installed by June 30, 2016 and @los¢ by September 1, 2017. The Chancellor's
Office estimates annual system-wide cost savingbofit $2.56 million from these projects. About 52
percent of the projects were related to upgradmigtihg systems to make them more energy efficient
and 29 percent of the projects were related toitggaventilation, and air conditioning projects
(HVAC). The chart below indicates uses of the fuigdat community colleges in the first three years
of Proposition 39.
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2013-14 2014-15 2015-16

Project Type Percentage of Percentage Percentage

Count Year 1 Count of Year 2 Count of Year 3

Projects Projects Projects
Lighting 168 56.57% 102 43.97% 68 52.31%
HVAC 55 18.52% 72 31.03% 38 29.23%
Controls 45 15.15% 34 14.66% 11 8.46%
Other 11 3.70% 4 1.72% 4 3.08%
RCX 13 4.38% 6 2.59% 2 1.54%
Technical 3 1.01% 0 0.00% 0 0.00%

Assistance

Self- Generation 2 0.67% 2 0.86% 1 0.77%
MBCXx 0 0.00% 12 5.17% 6 4.62%
Total Projects 297 100% 232 100% 130 100%

The Chancellor's office reports that in the firetee years, community colleges have spent $94.2
million on these projects and have achieved tHewahg savings:

e $12.4 million in annual energy costs savings
* 65.6 kilowatt-hours annual savings
e 1,402 therms annual savings

From 2013 to 2016, the system spent $15.7 millibrito© Proposition 39 funding on workforce
development programs related to energy efficieNégrkforce development funds have been used to
purchase new equipment, create and improve cuanitubnd provide professional development for
faculty and support for regional collaboration. 8fieally, 13,734 certificates, degrees, and energy
certifications were awarded in energy-related 8elduch as construction, environmental controls
technology and electrical and electronics technplog

The Governor’s proposed budget provides $45.1 anilin Proposition 39 funding for community
colleges in 2016-17. The Chancellor’s Office repdrthat a call for projects was issued to community
college districts on January 8, 2016, and 63 ofli&icts have responded and provided preliminary
project lists. The deadline to submit project agadions with detailed costs and scope informatan f
2016-17 is April 1, 2016.

California Energy Commission Energy Conservation Asistance Act — Education Subaccount:
Loan and Technical Assistance Grant Programln 2013-14, $28 million was appropriated to the
Energy Commission for the Energy Conservation Aasie Act — Education Subaccount. Of this
amount, about 90 percent was to be made availablew-interest or nanterest loans. The remaining
10 percent was to be transferred to the Energy Gesiom’'s Bright Schools Program to provide
technical assistance grants to LEAs and commurmitie@es. The Bright Schools Program technical
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assistance can provide American Society of HeatRefrigerating and A#Conditioning Engineers
(ASHRAE) Level Two energy audits to identify cadtective energy efficiency measures. The
Governor's budget does not include additional fogdior the Energy Commission revolving loan
program.

California Workforce Investment Board (CWIB). SB 73 appropriates Proposition 39 funding to the
CWIB each year to develop and implement a competgrant program for eligible workforce training
organizations, which prepares disadvantaged yeoetierans, or others for employment.

California Conservation Corps. Funds have been allocated each year taCtdéornia Conservation
Corps for energy surveys and other energy conserveglated activities for public schools.

Governor’'s Proposal:

The Governor's budget estimates $838 million inpBsition 39 revenue, based on projections by the
Franchise Tax Board. Of this amount, one-half ($#fiBion) is dedicated, primarily to schools and
community colleges, as follows:

¢ $365.5 million and $45.2 million to K12 school and community college districts, respebfi
for energy efficiency project grants.

* $5.4 million to the California Conservation Corgs tontinued technical assistance tolR
school districts.

* $3 million to the California Workforce Investmeno&d for continued implementation of the
job-training program.

Subcommittee Questions

1) What types of projects have yielded the mostrgneavings for K-12 schools or community
colleges?

2) The K-12 projects in particular, have taken lenfpr completion. Do the CDE and CEC anticipate
acceleration in the use of K-12 funds over the iyesr as LEAs move into completing projects?

3) Projects vary by the size of a recipient anddiia¢e of their facilities. How have smaller reeipis
and those with unique needs, i.e. charter schasésj Proposition 39 funds?

Staff Recommendation

Hold open pending May Revision revenue projections.
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6110 DEPARTMENT OF EDUCATION

Issue 4: Career Technical Education Incentive GranProgram

Panel:
. Natasha Collins, Legislative Analyst’s Office
. Amber Alexander, De