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Senate Budget and Fiscal Review—Denise Moreno Duche ny, Chair

Subcommittee No. 1
Chair, Gloria Romero
Member, Bob Huff
Member, Carol Liu

Monday, March 23, 2009
10 a.m.
State Capitol, Room 112

K-12 and Proposition 98 Special Session Overview

Item Department
6110 Department of Education

I. K-12 Budget Highlights — Glen Thomas, SecngtafrEducation

Il. K-12 Budget Review — Gavin Payne, Chief Dep8typerintendent, California
Department of Education

[ll. Proposition 98 and K-12 Education Funding Gxew —
Office of the Legislative Analyst, Rachel Eid

Additional Issues/Comments:
Department of Finance, Nicolas Schweizer
Department of Education, Carol Bingham
IV. California Department of Education, Major St@perations Issues —
Department of Finance, Ryan Storm
Department of Education, Carol Bingham
V. Public Comment

ATTACHMENTS

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need special assistance to attend
or participate in a Senate Committee hearing, or in connection with other Senate services, may request assistance at the
Senate Rules Committee, 1020 N Street, Suite 255 or by calling 916-324-9335. Requests should be made one week in
advance whenever possible.



K-12 PROGRAMS (P-98)

|I. Flexibility & Across-the-Board Reductions:

Summer School Programs* (104)

ROC/Ps* (105)

Grade 7-12 Counseling (108)

Specialized Secondary Program Grants (122)
Public School Accountability Act (123)

Gifted and Talented* (124)

Prof. Development Institutes for Math and English (137)
Principal Training (144)

American Indian Early Education Programs (150)
Indian Education Centers (151)

Adult Education* (156)

Educational Technology (181)

Deferred Maintenance (188)

Instructional Materials Block Grant (189)
Community Day School* (190)

Staff Development ** (193)

National Board Certification (195)

California School Age Families Ed. Program (198)
California High School Exit Exam (204)

Civic Education (208)

Teacher Dismissal Apportionments (209)

Charter Schools Block Grant* (211)

Community Based English Tutoring (227)

School Safety Block Grant* (228)

High School Class Size Reduction (232)
Advanced Placement Grant Programs (240)
Student Leadership/CA Assoc. of Student Councils (242)
Pupil Retention Block Grant (243)

Teacher Credentialing Block Grant (244)
Professional Development Block Grant (245)
Targeted Instructional Improvement Block Grant*(246)
School and Library Improvement Block Grant (247)
School Safety Competitive Grant (248)

Physical Education Block Grant (260)

Arts and Music Block Grant (265)

County Offices of Education: Williams (266)
Certificated Staff Mentoring (267)

Oral Health Assessments (268)

Alternative Credentialing *** (6360-101)

|II. Across-the-Board Reductions No Flexibility:

Adults in Correctional Facilities (158)
Apprentice Programs* (103)

County Office Oversight (FCMAT) (107)
English Language Learner Assistance Program (125)
Foster Youth Programs (119)
Partnership Academies (166)
Agricultural Vocational Education (167)
Student Assessments (113)

Charter School Facility Grants (220)
Year Round Schools (224)

K12 Internet Access (182)

Total K-12

* Totals Include Deferral Amounts

** Includes Peer Assistance and Review, Bilingual Teacher Trng., Reader Services for Blind Teachers.

*** |ncludes Alternative Certification Program (Intern) and
Paraprofessional Teacher Training.

|III. No Reductions and No Flexibility

Child Nutrition (201/203)
Economic Impact Aid (128)

GB Revised GB Revised

2008-09 2008-09 2009-10 2009-10

15.4 % 19.8 %
420,789 356,074 419,526 336,285
482,985 408,704 479,896 384,676
209,060 176,908 208,433 167,076
6,122 5,180 6,104 4,893
114,209 96,644 0 0
55,345 46,833 55,179 44,231
56,728 48,003 56,728 45,472
4,900 4,146 4,900 3,928
662 560 662 531
4,540 3,842 4,540 3,639
772,560 653,744 791,874 634,752
17,611 14,903 17,558 14,074
277,382 234,722 312,888 250,806
417,591 353,367 416,338 333,729
51,999 44,002 51,999 41,681
32,484 27,488 32,387 25,961
4,000 3,385 3,000 2,405
58,091 49,157 57,917 46,425
72,752 61,563 72,752 58,317
250 212 250 200
48 41 48 38
189,812 160,620 232,448 186,326
50,000 42,310 50,000 40,079
100,030 84,646 99,730 79,942
101,130 85,577 98,485 78,944
3,057 2,587 3,048 2,443
33 28 33 26
95,954 81,197 95,666 76,684
128,671 108,882 132,443 106,164
273,289 231,258 272,469 218,406
1,070,137 905,555 1,066,927 855,230
463,031 391,819 461,642 370,044
17,956 15,194 17,902 14,350
41,812 35,382 41,812 33,516
109,757 92,877 109,757 87,979
10,000 8,462 10,000 8,016
10,707 9,060 10,707 8,583
4,400 3,723 4,400 3,527
32,671 27,646 32,671 26,188
5,762,555 4,876,300 5,733,119 4,595,567
18,215 15,414 18,670 14,966
19,577 16,566 19,577 15,693
11,438 9,679 11,438 9,168
63,263 53,533 63,073 50,558
18,891 15,986 18,834 15,097
23,490 19,877 23,490 18,829
5,174 4,378 5,158 4,135
90,735 76,780 86,215 69,108
37,360 31,614 56,720 45,466
77,442 65,532 58,082 46,558
8,404 7,112 10,404 8,340
6,136,544 5,192,771 6,104,780 4,893,484

125,685 134,044
941,459 945,779



K-12 PROGRAMS (P-98)
K-3 CSR* (234)
Special Education (161)
Subtotal

[IV. Exclusions

Quality Education Investment Act (QEIA) (NBA)
After-School (NBA)
Home-to-School (Non-98) (111)
Child Development (196)
Subtotal

[Summary of Reductions by Program

1-Cuts and Flexibility: 42 Programs
2-Cuts and No Flexibility: 11 Programs
3-No Cuts and No Flexibility: 4 Programs
4-Excluded: 4 Programs

GB Revised GB Revised

2008-09 2008-09 2009-10 2009-10
1,769,291 1,824,589
3,116,298 3,121,060
5,952,733 6,025,472
450,000 450,000
546,941 546,941
618,714 618,714
1,675,043 1,928,645
3,290,698 3,544,300



09/10 VETO MESSAGE - CDE STATE OPERATIONS REDUCTIONS

Reduction per

Budget Act Item Fund Name/Budget Info Veto Message Total
GENERAL FUND CUTS
6110-001-0001 General Fund State Operations 2,738,000
6110-003-0001 Standardized Account Code Structure 75,000
6110-005-0001 State Special Schools - Non P98 2,457,000
Total General Fund Cuts 5,270,000
OTHER FUNDS CUTS
6110-001-0001 Reimbursements 1,095,000
6110-001-0140 Environmental License Plate Fund 3,000
6110-001-0178 Driver Training Penalty Assessment Fund 103,000
6100-001-0231 Tobacco, Use and Prevention Ed Fund 63,000
6110-001-0687 Donated Food Revolving Fund 475,000
6110-001-0890 Federal Trust Fund 9,875,000
6110-001-3085 Mental Health - Prop 63 45,000
6110-001-6057 School Facilities - Prop 1A 176,000
6110-008-0046 Public Transportation Account-SSS 264,000
Total Other Funds Cuts 12,099,000
Grand Total - Veto Message Cuts 17,369,000




Senate Budget and Fiscal Review—Denise Moreno Duche ny, Chair

Subcommittee No. 1
Chair, Gloria Romero
Member, Bob Huff
Member, Carol Liu

Thursday, March 26, 2009
9:30 a.m. or
Upon Adjournment of Senate
State Capitol, Room 113

Federal Stimulus Funding for K-12 Education —
Overview Hearing

Ite Department
6110 Department of Education

B Overview of Federal Stimulus Funding for K-12 Ediima—
Office of the Legislative Analyst, JereriKuhn

B Federal Stimulus Funding — Additional Updates, éssand Comments:

--Department of Finance, Jeannie Oropeza & Officine Secretary of
Education, Kathryn Radtkey-Gaither

--Department of Education, Carol Bingham

B Federal Program Improvement Funding Upd&#ice of the Legislative
Analyst, Jaqui Guzman

B Public Comment

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need special assistance to attend
or participate in a Senate Committee hearing, or in connection with other Senate services, may request assistance at the
Senate Rules Committee, 1020 N Street, Suite 255 or by calling 916-324-9335. Requests should be made one week in
advance whenever possible.



Senate Budget and Fiscal Review—Denise Moreno Ducheny, Chair

SUBCOMMITTEE NO. 1 on Education

Subcommittee No. 1
Chair, Gloria Romero
Member, Bob Huff
Member, Carol Liu

Thursday April 2, 2009
9:30 a.m.
State Capitol, Room 3191

I. Overview: 2008-09 & 2009-10 Special Session Higher Education Budgets

A. Steve Boilard, Office of the Legislative Analyst
B. Public Higher Education Institutions:

1. Dr. Jack Scott, Chancellor, California Community Colleges
2. Dr. Charles Reed, Chancellor, California State University

3. Patrick Lenz, Vice President for Budget, University of California,
Fiscal Services

I1I. Overview: Federal American Recovery and Reinvestment Act (ARRA)

A. Steve Boilard, Office of the Legislative Analyst

B. Jeannie Oropeza, Department of Finance
Lynn Podesto, Department of Finance

C. Additional Comment:

1. Patrick Lenz, Vice President for Budget, University of California

2. Robert Turnage, Assistant Vice Chancellor, Budget
California State University

3. Erik Skinner, Vice Chancellor, Fiscal Services
California Community Colleges

4. Jonathan Brown, President,
Association of Independent California Colleges and Universities

5. Diana Michel, Executive Director,
California Student Aid Commission

11l. Public Comment

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need special assistance to attend
or participate in a Senate Committee hearing, or in connection with other Senate services, may request assistance at the
Senate Rules Committee, 1020 N Street, Suite 255 or by calling 916-324-9335. Requests should be made one week in
advance whenever possible.



Senate Budget and Fiscal Review—Denise Moreno Duche ny, Chair

SUBCOMMITTEE NO. 1 on Education

Subcommittee No. 1
Chair, Gloria Romero
Member, Bob Huff
Member, Carol Liu

Thursday, April 23, 2009
9:30 a.m. or
Upon Adjournment of Session
State Capitol, Room 3191

K-14 Education Mandates —
Overview of Governor’s Budget Proposal

ltem Departments
6110 Department of Education
6870 California Community Colleges

* Legislative Analyst's Office — Introduction to K-14 Education Issues —
Challenges and Opportunities

Issue 1. Department of Finance — Governor’s Budgétroposal — Ongoing K-14
Mandates

Issue 2. Department of Finance — Governor’s Budgétroposal — New K-12
Mandate on Behavioral Intervention Rns

Issue 3. Legislative Analyst’s Office — Legislative Optiondor Mandate Reform
» Additional Comments/Response:

California Department of Education

California Community Colleges

e Public Comment

Attachments

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need special assistance to attend
or participate in a Senate Committee hearing, or in connection with other Senate services, may request assistance at the
Senate Rules Committee, 1020 N Street, Suite 255 or by calling 916-324-9335. Requests should be made one week in
advance whenever possible.



ISSUE 1. Governor’'s Budget Proposal for Ongoing Kl4 Education Mandates
(Budget Items 6110-295 & 6870-295)

DESCRIPTION:

The Governor’s January 2009-10 budget proposesugpénd” most ongoing, state
mandate payments and mandate requirements ford€iidation agencies for two years.
This action would result in estimated savings d@illion annually ($400 million
total). The Governor also proposes to appropfat8.4 million in new, ongoing funding
for three remaining education mandates the Govesraposes to continue.

These proposals were prompted by a recent coudidec¢hat found the Legislature’s
“deferral” of annual education mandate paymentouostitutional. The Administration
also wants to increase funding flexibility and s@& to local education agencies.

The 2009-10 Budget Act approved in the FebruarycBp&ession did not adopt the
Governor’s proposal. This decision was made “withrejudice” to the proposal to
allow the Legislature more time to discuss thisigigant proposal.

The Department of Finance will provide backgroundlte mandates process and present
the Governor’s proposal.

The Legislative Analyst’s Office (LAO) believes tithe Governor's mandate reform
proposal misses an opportunity for addressing problwith the mandates process in the
long-term. The LAO suggests an alternative apgrdhat relies on making
determinations — for continuing some mandates aodifying or eliminating other
mandates. The LAO will present their proposalssuke 3 of the Subcommittee agenda.

BACKGROUND:

State Mandate History. The California Constitution requires the stategimburse

local governments, including school districts, dertain state mandates. Section 6 of
Article XllI B of the Constitution — added by Pragption 4 in 1979 -- provides that, with
certain exceptions, whenever the Legislature orsate agency mandates a new
program or higher level of service on any local@wownent, the state shall reimburse the
local government for the costs of the new statedatad activity.

State statute establishes the process for detergihe existence of state mandates and
providing local government reimbursements. Spedlify, state law authorizes the
Commission on State Mandates to hear and decidédogernment reimbursement
claims and establishes procedures for making marttiermination$ State law also

! The Commission on State Mandates is composed ehseembers: the State Controller; State
Treasurer; Director of the Department of Financiee®or of the Office of Planning and Research; and
public member and two local elected officials apped by the Governor, subject to Senate confirmatio
Members serve four year terms.



establishes procedures for the State Controlleffie@to make annual payments to local
governments for activities the Commission on Stéaedates has deemed reimbursable
state mandates.

In November 2004, state voters approved Propositianwhich requires the Legislature
to appropriate funds in the annual budget to pagtanding mandate claims, “suspend”
the mandate, or “repeal”’ the mandate. Howevegdlpeovisions apply to local
governments only and — by definition — do matlude school districts.

Mandates Approval Process For K-14 education, the mandate process begmena
K-14 local education agency --K-12 school distfadunty office of education or
community college district -- files a test claimtwthe Commission on State Mandates.
(Attachment A provides a description of the mandigtermination process prepared by
the Commission on State Mandates.) Local educait@mcies are required to submit
claims within one year of the effective date of ¢h@ute (or executive order). The
Commission hears the test case and issues a “Stat@iDecision” determining

whether a claim is a reimbursable state mandéta miandate is determined, the
Commission begins the process determining mandsts based upon mandate claims.
In so doing, claimants propose “Parameters andeéloek (P's and G’s)” for

determining mandate costs. P’s and G’s identigyrttandated program, eligible
claimants, period of reimbursement, reimbursabtwiéies, and other necessary claiming
information. The Commission then adopts the P& @ts, which are sent to the State
Controller’s Office in order to develop claimingsiructions for K-14 local agencies. At
this point, K-14 local agencies can file claimsa.the end, the Commission estimates the
costs of paying claims and reports the amounted_tdgislature as the “Statewide Cost
Estimate,” for inclusion in the annual budget.

If either the K-14 claimants or the State disagvél the Commission’s decisions during
the mandate process, they can seek judicial review.

Problems with the Mandates ProcessAccording to the LAO, the mandates process
has significant, longstanding shortcomings. Té&shts can take many years to be
resolved. During this time, state fiscal liabdgiincrease and K-14 education agencies
are not reimbursed for mandated activities. PelLthO, the State Controller’s Office
disallows about one-third of all local governmerandate claims due to lack of
compliance with the claiming guidelines. Local govments frequently appeal the
Controller’s decisions, causing further delays eosts at the state and local level.

Issue 3 of the Subcommittee agenda provides madad da longstanding and continuing
problems with the state education mandate procegeatified by the LAO.

Recent Reforms to ProcessChapter 890, Statutes of 2004 (AB 2856/Laird) was
enacted to simplify the mandate claiming processraduce the number of audits.
Chapter 890 authorized the Commission to adopeastinable reimbursement
methodology (RRM)” for state mandates. This mdtiogy was intended to allow the



utilization of unit costs based upon a represergdtcal sample, rather than reliance on
detailed local claims.

Chapter 329, Statutes of 2007 (AB 1222/Laird) pdedi further reforms to the mandates
process. Specifically, Chapter 329:

* Redefines RRM. Revises the definition of a RRMreimove requirements for
providing evidence of actual costs for 50 percémligible claimants; base costs
on a representative sample of eligible claimamid; r@quire consideration of
variations in local costs;

» Allows Joint Development of RRM. Allows the Depasgnt of Finance and local
agencies to develop a funding methodology andwidéeestimate of costs for
adoption by the Commission;

» Allows Department of Finance and local agencigsittly request the
Legislature declare a statute a state mandatep@apprfunding methodology, and
appropriate funds based on the methodalogy

Number of Approved Mandates and Costs.Per the LAO, thetate currently requires
K-14 education agencies to perform approximatelyndmdated activities. This number
includes four new K-14 mandates in 2008-09; threE2knandates --Pupil Safety
Notices, Charter Schools, Missing Children — aned Gommunity College mandate on
Enroliment Fees.

The LAO has prepared a summary of approved K-14datas with annual claims of
$500,000 or more. This summary lists annual claiosts and a brief description for
each of these mandates. This information is iredud the LAO handout, which will be
provided to the Subcommittee in Issue 3 of the dgen

The LAO has summarized the costs of for K-14 irergég/ears in the table below. For
2009-10, the annual costs for all K-14 educatiomaages total $211.2 million.

Annual Mandate Claims Costs

In millions 2005-06 2006-07 2007-08 2008-09 2009-10
Estimated

K-12 $145.9 $152.2 $158.9 $163. $171.2

Community 18 18 29 40

Colleges

TOTAL $163.9 $170.2 $187.¢ $203. $211).2

Source: Legislative Analyst's Office

Annual Budget Appropriations for Mandates. Once approved by the Commission,
ongoing and new education mandates are identiigted) in the annual budget.



The Legislature may appropriate funding for eacimaade based upon the State
Controller’'s Office Statewide Cost Estimate Repdkiternatively, the Legislature may
choose to “suspend” a mandate by eliminating fugdirthe budget and adding
provisional language stating the mandate is suggkn@&hen a mandate is suspended,
local responsibilities for providing the mandatel @tate obligations for funding the
mandate are also suspended.

The Legislature may also choose to repeal a mamgyatéminating funding in the
budget and repealing the underlying statute.

2009-10 Budget Appropriation: As enacted in the February Special Session,Q08-2
10 Budget Act identifies (lists) a total of 45 omggp K-14 education mandates —
including 42 K-12 mandates and 3 community collegadates. While the Governor
proposes suspension of most K-14 mandates in 20084 final 2009-10 budget
adopted during the February Special Session, asggithe recent practice of “deferring”
payments for most of these K-14 mandates. In mxhdithe 2009-10 budget continues to
“suspend” funding and obligations for four othemgoing K-12 mandates.

Budget Mandate Deferrals: The deferral practice commenced in 2002-03, agans

of achieving state budget savings. With defeaahual appropriations are virtually
eliminated (limited to $1,000 per mandate) and falyments are deferred to future years,
although local agency obligations to provide thendaed services continue. These
unpaid, prior year payments have contributed toosvipg state obligation that must be
paid eventually, once claims are audited and amggtov he state must also pay interest
on overdue claims, based upon the rate establisihékde Pooled Money Investment
Account.

Due to significant one-time funds available in 24006 the state was able to retire nearly
$1 billion — a substantial portion -- of prior-yd&rl4 mandate obligations at that time.
However, even in 2006-07 the practice of deferengual mandate payments continued.

Outstanding Mandate Obligations: As indicated by the table below, the state owes
over$1l billion in prior year, K-14 mandate payments in 2008-08th the continued
deferral of an estimate®lL 90 million in annual payments, this amount will likely graov t
$1.2 billion by the end of 2009-10.

Total Outstanding Mandate Obligations

In millions 2006-07 2007-08 2008-09 2009-10
Estimated

K-12 $424 $583 $746 $91

Community 120 110 140 15(

Colleges

TOTAL $544 $693 $886 $1,06

Source: Legislative Analyst’s Office



The 2009-10 Budget Act also continues “suspensodhidur K-12 mandates, which

began in recent years. Suspended mandates inel8dkool Bus Safety | and II, Law
Enforcement Sexual Harassment Training, CountystmgaWithdrawals, and Grand

Jury Proceedings. Annual costs for three of tiegedates — based upon 2001-02 claims
— are approximately $2.7 million. Annual coststloe remaining claim — County

Treasury Withdrawals are not available at this tir®ut estimated to be low.

Four Newly Approved Mandates Not Recognized in Budgt Act. The 2009-10
Budget Act does natcognize the four new K-14 mandates approvedh&yommission
in 2008-09. Annual costs for these mandates — IRUj@I Safety Notices, Charter
Schools, Missing Children and Community Collegedimrent Fees — are estimated at
$21.5 million. Prior-year costs (through 2007-a8) estimated at $162.2 million.

Mandates Pending Commission Approval and CostsThe Commission is currently

considering approval of more than a dozen additisnb4 mandate claims at various

stages of review. Two of these pending mandatelsl @arry significant prior year and
ongoing costs to the state. These include:

* Graduation Requirement — Science Classes. Thmisostliest mandate
mandates per the LAO $196 million per year. This mandate results from
determination of a new high school graduation negment that could result in
significant prior-year and ongoing costs for thegest This is an existing mandate
that was changed due to a 2004 court decision @mgbguent Commission
decision in 2008. (Issue 3 of the Subcommitteedggrovides additional
background and cost detail for this pending manjlate

* Behavior Intervention Services. This is the seccostliest mandate per the LAO
-- $65 million per year. The Administration is pursuing a coettlsment
agreement on this pending K-12 mandate relate@taior intervention plans
for students with disabilities. Specifically, tAdministration is finalizing an
agreement that would provide $65 million in anngalgoing special education
appropriations to K-12 local educational agencie$ $610 million in one-time
funds for prior-year payments, scheduled over a/sat period. (Issue 2 of the
Subcommittee agenda describes the Governor’s mettieproposal in full.)

Newly Re-Established Mandates and Cost#\ recent State Appellate Court decision
struck down a statute directing the Commissioretmnsider three, previously funded
mandates related to Open Meetings (Brown Act), Maémé&Reimbursement (Claiming)
Process, and School Accountability Report Cardse dourt decision will require the
Commission to reinstate these three mandates, whickesult in additional costs to the
state. According to the Commission on State Magjato appeals were filed to the
State Appellate Court decision; so the decisiamis final. Annual and prior year costs
for these three are summarized in the table below:



In Millions Prior Year Costs | Annual Costs TOTAL

Open Meetings Act $79 $7 $86
Mandate Reimbursement Process 155 15 170
School Accountability Report Cards 30 3.5 38.5
TOTAL $264 $25.5 $289.%

GOVERNOR'’S BUDGET PROPOSAL.:

The Governor’s January 2009-10 budget proposesugspend” most ongoing state
mandates for K-14 education for two years. Morecgjrally, in 2008-09 and 2009-10
the Governor proposes to:

Provide zero annual funding for ongoing K-14 educabn mandates and

“suspend” both state obligations to pay for mandate activities and local
obligations for providing these mandated activities Per the Administration, the
Governor’s proposal would save an estimated $20@omannually (or $400 million
total) over the two year period. According to tkaministration, a recent court
decision requires the state to either pay or suspé#reducation mandates. In
addition, the Administration believes that suspemsf annual mandate requirements
will increase funding flexibility and potential gags for K-14 education agencies.

Add $13.4 million in annual funding for three educd@ion mandates, including an
increase of $6.3 million for mandated costs relatetb Inter-District and Intra-
District transfers and $7.1 million for mandated cets related to the California
Higher School Exit Exam (CAHSEE). According to the Department of Finance,
the rationale for funding the CAHSEE mandate i$ thsatisfies an annual student
testing requirement under No Child Left Behind (N8}land continued funding
would ensure compliance with federal accountabikiyuirements. Funding for
Inter-District and Intra-District Transfer policiesso satisfy federal requirements,
specifically with regard to school choice for stotdewho attend schools in Program
Improvement, but these transfer policies are atssistent with an Administration
priority to ensure school choice options for alidgnts and parents.

Not recognize four new mandates approved by the Camission on State
Mandates in 2008-09.These mandates include: Pupil Safety Notices, t€har
Schools, Missing Children, and Enrollment Feesnual claims for these four
mandated activities are estimated at $21.5 millitnaddition, there are
approximately $162.2 million in claims costs thro#p07-08 for these four
mandates.



RECENT COURT DECISIONS:

Mandates Deferral Decision — San Diego County Super Court (December 2008).
In November 2007, five school districts and theiféailia School Boards Association
sued the Department of Finance and the State Glemntseeking payment of past
mandate claims and an end to mandate payment alsferr

The Court found that the practice of deferring pagis for state-mandated programs is
an unreasonable and unconstitutional restrictioaatiool districts' rights.

“Accordingly”, the Court found, “the Legislature the future is to comply with the
Constitutional requirements of article XlIll B sexti6 by fully funding state mandated
programs.”

Reconsideration of Commission on State Mandate Detons -- State Court of
Appeal for Third District (March 2009). This lawsuit challenges provisions of AB 138
(Chapter 72, Statutes 2005), a budget traileit!ut:

1) Directed the Commission to reconsider it decision three mandates — the Open
Meetings Act, Mandate Reimbursement Process, anddbéccountability Report
Cards; and,

2) Amended state law to specify that the Commissimould not find a reimbursable
mandate in cases when a law or regulation is “reasly within the scope of” a voter-
approved measure.

The court ruled that the Legislature’s directioriite Commission to reconsider mandate
decisions was an unconstitutional violation of sleparation of powers doctrine. The
court voided the three mandate reconsideratioeselly reestablishing these measures as
reimbursable mandates.

RELATED LEGISLATION:

Several bills have been introduced in the curregislative session that address education
mandate funding and reforms in general:

* SB 540 (Romero). States legislative intent to repeal or amendigigf provisions
that impose reimbursable state mandates on scigiotts, contingent on an
evaluation of each mandate based on prescribear$acthe bill would also make
three existing state mandates permissive — Stu|lMatification of Truancy, and
Habitual Truant. In addition, requires state raimsement of prior year unpaid
school mandates to be paid over an unspecifiedgefitime commencing in 2010-
11, similar to an existing requirement that prieayunpaid mandates for other local
agencies be paid over a 15 year periSthtus: Senate Education Committee.

» AB 548 (Krekorian). Requires that audits by the State Controllerfc®fbe
completed within three years from the time therolaias filed rather than three years



from time the reimbursements for the claim were enlaglthe stateStatus:
Assembly Appropriations Committee.

* AB 661 (Torlakson). Implements a settlement agreement between tharDegnt of
Finance and local educational agencies regardm@éhavior Intervention Plans
mandate. Specifically, the measure increases #émeKal Fund appropriations for
special education by $65 million annually; provié&% million in one-time General
Funds, allocated on a per-pupil basis for eaclixofesars beginning in 2011-12; and
appropriates $10 million in one-time funds for adistrative costs to county offices
of education and special education local planniegs Status: Assembly
Appropriations Committee

* AB 844 (Villines). Removes schools districts from the existing méaglprocess
effective January 1, 2010. The new process waddire the Commission on State
Mandates to issue orders authorizing local educatiagencies not to comply with
unfunded state mandateStatus: Assembly Education Committee.

LAO ANALYSIS/RECOMMENDATION:  Although the Governor’'s mandate reform
proposal reduces state education mandate cogte short term, the LAO believes that it
misses an opportunity for addressing problems thidhmandates process in the long-
term. The LAO suggests an alternative approadirétias on making determinations —
for continuing some mandates and modifying or elating other mandates. The LAO’s
alternative is covered in Issue 3 of the Subconemidigenda.

The LAO has identified the following shortcominggiwthe Governor’'s mandate reform
plan:

* Only a Short-Term Solution. Suspending mandates only provides savings in the
budget year but does not provide permanent sokiti@iven the recent court ruling,
pressure to fund the annual ongoing cost of masdaeitepersist. Moreover, the cost
of many mandates can be reduced on a long-terra Wébi simple amendments to
state law. Especially given the relative ease@diing more lasting solutions, the
Governor’s budget misses an opportunity to elingrthe costs of ineffective
mandates altogether.

* Treats All Currently Mandated Activities Alike Regardless of Policy Merits The
Governor’s proposal does nothing to preserve the §iolicies that underlie some
education mandates. For instance, while the gtamusequirement mandate in our
view would not justify its price tag reimbursedngpithe existing method, we believe
that the state should not weaken its high schaehse requirements. In the past,
lawmakers have found strategies to limit the higbt ©f some mandates while
creating strong incentives for schools to perfoatuable educational activities. By
suspending mandates, the administration failseéatersuch incentives.



STAFF COMMENTS:

Status of Governor’s Proposal in Budget Act.The Legislature did not adopt the
Governor’'s mandate reforms as a part of either dments to the 2008-09 budget or to
2009-10 Budget Act enacted during the February i@p8ession. Instead, the
Legislature opted to continue actions in recentyéaboth “defer” most ongoing
mandates and “suspend” four mandates. This aatastaken “without prejudice” to the
Administration’s proposal, in order to allow monmé for hearing these issues in
Subcommittee through the regular budget procassaking this action, the 2009-10
budget provides $1,000 each for 41 K-14 educatiandates, in order to “defer” annual
claims costs to future years. In addition, the®@0 budget continues to “suspend”
funding and obligations for four other, ongoing R+handates. Lastly, the 2009-10
budget does not recognize four new mandates apgimwéne Commission in 2008-09.

Audit Findings by State Controller’s Office. The Senate Office of Oversight and
Outcomes has gathered information on education ataraldits of selected K-12 school
districts from the State Controller’'s Office in@riyears. This information — presented in
Attachment B — covers State Controller audits éurfeducation mandates: Habitual
Truancy, Truancy Notification, Mandate Reimbursetagand Graduation Requirements.
The audit period covers a several year perioddchenandate and includes a small
sample of school districts for each mandate. suimmary, sample school districts
claimed $35.8 million for the four mandates; howewas a result of district audits, $20.4
million (57 percent) of this amount was disallowsdthe Controller’s Office and

returned to the state.

SUGGESTED QUESTIONS: (Department of Finance -- Onging Mandate
Suspension)

1. Can you explain more fullwhythe Administration is proposing to suspend
funding and requirements most K-14 education masdat 2008-09 and 2009-
10? As we understand, the Administration’s print@&gsons involve: (1) a recent
court decision that found the Legislature’s “ded#rof annual education mandate
payments unconstitutional; and (2) a desire toease funding flexibility and
savings to local education agencies and stop ek dn mounting state mandate
costs in the face of budget shortfalls.

2. Is it the Administration’s intent to suspend mosi& education mandates for two
years onlyand then resume funding for most these mandat2@lih-127?

3. Under the Administration’s suspension proposal, tvefi@ct will “stopping” and

“starting” mandated services have on LEAs? Do LEAK have flexibility
intended by the Administration?
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. Would the Administration consider a longer mandatespension period, in other
words, more than two years to meet its goals #xilflility and budget savings?
For example, the February Special Session budgienaenacted categorical cuts
and flexibility for most state categorical prograover a five year period
beginning in 2008-09.

. The Governor’'s 2009-10 January Budget identifiggr@ximately 45 mandates
for suspension and funds three K-12 mandates. Menvthe Administration’s
trailer bill language lists approximately 65 K-14naates for suspension. What
is the reason for differences in these counts? tlmAdministration work with
staff to reconcile these figures?

. The Governor’'s 2009-10 proposal proposes full fagdor three education
mandates — CAHSEE, Intra-District Transfer anda+iistrict Transfer. For the
CAHSEE mandate, the Administration believes thalitamhal state funding is
needed to comply with the student testing requirdmender the accountability
provisions of the No Child Left Behind Act. Foretinter-District and Intra-
District Transfer mandates, the Administration ddsetieves funding is needed to
meet federal requirements, specifically with regardchool choice for students
who attend schools in Program Improvement, anchsoir@ school choice options
for all students and parents. If these are federplirements, why must these be
state mandates?

. As outlined in the agenda, folr12 education mandates have been suspended
annually through the budget in recent years.

--Why were these mandates suspended?

--Does the Administration intend to permanentlypgual these mandates? If so,
is the Administration essentially recommending etation of these mandates?
-- Does the Administration have a sense about venétBAs are continuing to
provide mandated services since the state hasmsilspéhese four mandates?
--The Government Code currently references twotemtdil K-12 mandates for
suspension that are identified in the Budget Atty ve that?

. The Governor’s suspension proposal would resu#did0 million in_direcistate
savings over the proposed two year period ($200omiannually). Are there
other indirect savings associated with the Govesnmmoposal? For example, are
there any audit savings for the State Controll®ffice or other savings for the
Commission on State Mandates?

. Does the Department of Finance have a sense efats for administering the
education mandates process? According to the &@ffite of Oversight and
Outcomes, the State Controller’'s Office has onkthole staff position assigned
to education mandates. The Commission on StateldMes reportedly has 10.5
positions assigned to education mandates with egeddGeneral Fund costs of
$1.59 million per year.
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10.Does the Department of Finance have a sense dimbatklog of mandate cases
with the Commission on State Mandates? What argeheral dimensions of the
backlog? What is the reason for the backlog —ffitsent staffing and/or volume
of mandates?

11.Estimates of annual K-14 education mandate cost®reunaudited mandate
claims. Reportedly, the State Controller's Ofi&CO) routinely disallows a
significant portion of annual claims as a resulit®fiudits. Some evidence of this
is provided in the agenda. What is the Adminigiras view of this issue?

12.Does the Administration intend to appeal the reG&amt Diego Superior Court
decision (December 2008) that found the practicgedérring education mandate
payments for school districts unconstitutional?

13.Because of the constitutional separation of powlesSan Diego County
Superior Court Decision cannot force the Legisktormake budgetary
appropriations. However, according to the LAO, ¢bart decision increases
pressure on the state to pay the annual ongointg obsducation mandates.
Does the Administration agree? If the court carioate the state to appropriate
funds, could K-14 LEAs sue directly for relief frocompliance based on this
decision?

14.How is the Administration treating the three maedat Brown Act, Mandate
Reimbursements, School Accountability Report Cardisat appear to be revived
by the recent State Court of Appeals decision? sioe Administration intend to
suspend these mandates to0?
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ISSUE 2. Governor’'s Proposal for New K-12 Mandate- Behavioral
Intervention Plan (611061-0001)

DESCRIPTION:

The Governor’s January 2009-10 budget proposesptement provisions of a
settlement agreement with K-12 education ageneigarding a state mandate claim for
Behavioral Intervention Plans (BIPs). Specificatlye Administration requests the
following General Fund augmentations to the statdglet: $65 million in annual,
ongoing funds for special education programs; $illomin one-time funds for
administrative costs to county offices of educatmd special education local planning
areas; and $510 million in one-time funds allocaied per-pupil basis over a period of
six years beginning in 2011-12.

The 2009-10 Budget Act approved in the FebruarycBp&ession did not adopt the
Governor’s proposal. This decision was made “withmrejudice” to the proposal in
order allow the Legislature more time to discuss significant proposal.

The Department of Finance will present the Goveésnaroposal.

The Legislative Analyst will present an alternatpreposal that would eliminate ongoing
funding for the BIP mandate — for annual saving$&8 million -- and make changes to
the BIP statute to better align its requirements wkisting state and federal law.

GOVERNOR'’S BUDGET PROPOSAL.:

According to the Department of Finance, Aaministration and the local education
agency (LEA) claimants -- San Diego Unified Schbdtrict, Butte County Office of
Education, and San Joaquin County Office of Edooati have reached a settlement in
the Behavioral Intervention Plans (“BIP”) Mandatédst Claim and lawsuit, a claim
dating from 1994. The settlement provides for againg increase to special education
funding and retroactive reimbursement to schodtidts, county offices of education,
and special education local plan areas (“SELPA& general fund use, contingent on
LEA approval.

The settlement provides for the following funding:

B 3510 million payable to school districts as genératl reimbursement, in $85
million installments over 6 years, from 2011-12oigh 2016-17, based on 2007-
08 P2 ADA.

B $10 million payable as general fund reimburseme2009-10 as follows:
-- $ 1.5 million to county offices based on De@02 county special education
pupil count
-- $ 6.0 million to SELPAs based on Dec. 2007 sgesilucation pupil count

13



-- $ 2.5 million to claimants and others for adisirative costs incurred in
pursuing the claim.

B $65 million added in 2009-10 agparmanent increaseto the AB 602 special
education funding base. Commencing in 2010-1%,dmount will be subject to
COLA and growth to the extent it is added to AB @@nerally.

The settlement amounts are based on results frstmotiand SELPA surveys conducted
by the Department of Finance.

BACKGROUND: Federal law entitles children with disabilitiesaéfree and
appropriate education” (FAPE) tailored to theirgue needs. In order to achieve these
goals, districts are responsible for providing spleaducation and related services
pursuant to an Individualized Education Progran®flBvhich is developed by a team
with special education expertise and knowledgedfila’s particular needs.

Chapter 959, Statutes of 1990 (AB 2586, Hughesiglsioto regulate the use of
behavioral interventions and encourage the usesitipe behavioral strategies with
special education students, as a part of the IBBegs. In so doing, Chapter 959
required the State Board of Education (SBE) to adegulations that (1) specified the
types of behavioral interventions districts coutdl @ould not use; (2) required IEPs to
include, if appropriate, a description of positingerventions; and (3) established
guidelines for emergency interventions.

The SBE adopted regulations that require disttectsonduct a “functional” assessment
and develop a Behavioral Intervention Plan (BIR)stoidents with disabilities exhibiting
serious behavior issues. SBE regulations alsanmedistricts to train staff on these
strategies.

BIP Regulations Found to Constitute a State Mandate In 1994, three school districts
filed a claim arguing that BIP-related requiremesdasstituted a reimbursable mandate.
In reviewing the claim, the Commission on State Wes staff found that state statute,
“on its face, does not impose any reimbursable stetndated activities,” however,
regulations adopted pursuant to state law wereddorconstitute a state mandate.

In 2000, the Commission on State Mandates hearBlf¢est claim and ruled in favor
of the districts. The Administration appealed thegision; however, rather than
proceeding with the court appeal, the Administratiecently reached a settlement with
districts outside of the legal process.

LAO ANALYSIS/RECOMMENDATIONS: The LAO makes the following findings
and recommendations about the BIP mandate:

Regulations Exceed Legislative Intent Regulations adopted by SBE go beyond what

the Legislature intended—being both more extenangtmore prescriptive. Regulations
adopted by SBE require districts to conduct a palidr type of behavioral assessment—a
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“functional” assessment—followed by a particulgvayof behavioral intervention plan
(BIP)—a systematic positive BIP—for students witbkadbilities exhibiting serious
behavior issues that interfered with the implemigoneof his or her IEP. In addition, the
regulations require districts to train staff ondbetrategies.

Federal Law Now Largely Achieves Original Legislatve Goals At the time BIP-
related regulations were implemented, federal las silent on the use of behavioral
interventions. In 1997, however, federal law wareaded to include behavioral
interventions in the IEP process. Specificallgeal law now requires IEP teams to
consider behavioral interventions, including pesitbehavioral interventions, when a
student’s behavior impedes his or her learningpat of others. Additionally, if an IEP
team determines that a behavioral interventioreexlied to ensure a child receives a
FAPE, the IEP team must include an interventiotnat child’s IEP. Federal law,
however, does not prescribe the type of behavintatvention that IEP teams may
include.

LAO Recommendation (Ongoing Costs) -- Eliminate Madate by Better Aligning
Regulations to Federal Law. Given that activities mandated by federal lawraoe
reimbursable mandates for the state, the statel @inhinate future BIP-related costs by
more closely aligning state regulations with fetleaa. Under this approach, IEP teams
would have to consider positive intervention syas and would be obligated to include
them in an IEP when teams deem them necessarycfaldato meet his or her IEP goals.
The state also could continue to limit the typestdrventions that districts may use in
an IEP and in case of emergencies. It would rawdver, require a specific course of
action be taken in all instances. Districts themefwould have more discretion in
addressing individual behavior problems. They asald achieve savings by the repeal
of current assessment, training, and proceduralir@ments. Any remaining costs could
be covered by existing federal and state speciatatn funding. This approach would
save the state the $65 million in estimated anaogbing costs.

LAO Recommendation (Prior-Year Costs) -- State Likéy Liable for Retroactive

Claims. While the state can eliminate future BIP-relatedts by amending regulations,

it is likely still liable for past claims. Eventiie Legislature takes action to amend
existing regulations, districts have the right toque reimbursement for BIP-related costs
incurred between 1993, the year regulations weptemented, and the date regulations
are repealed. Since these activities occurrekddrpast, the state would likely be liable
for the claim costs. The administration estimagtactive claims could reach $1

billion. They have, as mentioned above, tentainelgotiated the amount down to $510
million, which would be paid to districts in $85Ittin increments over the course of six
years, beginning in the 2011-12 fiscal year.

RELATED LEGISLATION:
AB 661 (Torlakson). Implements a settlement agreement between tharDegnt of

Finance and local educational agencies regardm@#avior Intervention Plans
mandate. Specifically, the measure increases #émeKal Fund appropriations for special
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education by $65 million annually; provides $85limil in General Fund reimbursements
annually for a six year period beginning in 2011-42d appropriates $10 million in one-
time funds to county offices of education and sgleetlucation local planning areas.
Status: Assembly Appropriations Committee.

STAFF COMMENTS:

2009-10 Budget.The 2009-10 Budget Act adopted in the recent Fepr8pecial
Session does not include $65 million in ongoingding for special education programs
for the BIP mandate, as proposed by the Govermbrs decision was made “without
prejudice” to the proposal in order allow the Léafisre more time to discuss this
significant proposal.

SUGGESTED QUESTIONS (Department of Finance — New Brvioral
Intervention Plan Mandate)

1. Why did the Administration drop its appeal of then@mission’s ruling on the
BIP mandate and decide to settle the issue outdittee Commission mandate
process?

2. The Administration estimates that the $510 millibis requesting for prior year
BIP payments included in the settlement agreemmrers roughly half of the
estimated, prior year claims for K-12 schools. Whathodology did the
Administration utilize in arriving at this level &finding?

3. If the BIP mandate is eliminated, will importanbpections for students with
disabilities be retained? For example, do federa$ require states to develop
laws, policies, and procedures for assuring pasitehavioral interventions for
students? Are aversive interventions allowed ufeeral law?

4. Has federal law changed regarding behavioral sesvic students with
disabilities since the state BIP mandate was edacte

5. Is it possible, per the LAO proposal, to elimintte BIP state mandate costs
without eliminating necessary behavior plans, assests, or services for
students with disabilities deemed to be appropbgtthe IEP team?

6. New federal funds provided through the Americandrecy and Reinvestment
Act of 2009 (ARRA) will double federal special edtion funds to our state, as
authorized under the federal Individuals with Disabs Education Act (IDEA).
While one-time funds, these IDEA funds are intentieldelp states provide better
services and outcomes -- including behavior sesvieéor students with
disabilities. The US Department of Education Wwél monitoring service
improvements and related outcomes for studentthel§tate BIP mandate was
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eliminated moving forward, can these new IDEA fadléunds provide an
important source of funding for behavior serviced eelated staff training?

. What options does the state have for funding ther gear costs of the BIP

mandate? For example, at an earlier Subcommidagrig on federal ARRA
funds, the LAO recommended that new federal IDEAd&icould be helpful.
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ISSUE 3. Legislative Options for Mandate Reform
DESCRIPTION:

Instead ouspending virtually all K-14 mandates for a twaryperiod as proposed by
the Governor, the LAO recommends that the Legistatiake a longer view and review
each mandate and make determinations on a casaskybasis.

The LAO has reviewed the costliest K-14 mandatesmaade recommendations to
continue, modify, suspend, or eliminate these m@sdalhe LAO’s recommendations
would save the state approximately $372 millionuatly, beginning in 2009-10.

The LAO will review longstanding and continuing ptems with education mandates
and present their alternative reform proposal.

BACKGROUND:

Existing Mandate System Has Well-Recognized, Longstding Problems. The LAO
has identified four longstanding problems with #akeication mandate system in our state:

» Costs Can Exceed ExpectationsFrequently, when an activity required by law is
deemed a reimbursable mandate, the price of furtimgctivity exceeds anticipated
costs. This mismatch can occur for several reasbmsome cases, the state can end
up being required to reimburse local educationahages (LEAS) for activities that
were not intended to increase total education cdststher cases, lawmakers do not
anticipate the range of activities that eventualily be deemed reimbursable. In
addition, costs can vary dramatically dependingh@ennumber of districts that file
claims, the reimbursement period, the activitiesnded allowable, and subsequent
statutory decisions and legal rulings. Consequeldislators cannot always predict
the fiscal ramifications of their policy decisions.

* LEAs Claim Vastly Different Reimbursement Amounts. The mandate process
also allows districts to claim widely different aomds and receive widely different
reimbursement levels for performing the same aai The variation often reflects
local record keeping and claim-filing practices mtran substantive cost differences
in implementing policy objectives. For examplemsolarger districts have staffing
units dedicated to processing mandate claims whanaay smaller districts have
one administrator presumably expected to file mand@aims while juggling many
other responsibilities. The table below providesaample of the notable variation
in reimbursement amounts. As shown in the figteEnbursements for performing
collective bargaining requirements range from $848 per pupil—a greater than
tenfold difference. Regarding the graduation regjaent mandate, claims range
from $10 to $163 per pupil.
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Mandate Reimbursement
Claims Vary Widely

2002-03 Through 2006-07

Average Yearly

School District Claim Per Pupil
Collective Bargaining
Colusa $43
Sacramento 13
Los Angeles Unified 7
Grossmont 6
Clovis 4
Graduation Requirement
Clovis $163
Grossmont 144
Los Angeles Unified 72
Riverside 71
Sacramento 13
Chico 10
Source: LAO

* Reimbursement Process Can Reward InefficiencyDistricts also receive more in
mandate funding by claiming more activity, not rforming an activity efficiently.
Many mandates are reimbursed based on the amotinteflevoted to a required
activity and the salary of the staff member perfioignit. In other words, the more
time devoted to an activity and the higher thefstedmber’s rank, the greater the
reimbursement.

* No Accountability for Results. The state also has little power to hold LEAs
accountable for performing mandated activitiesatively. The LEAs can claim
expenses for performing an activity regardless loétiver they achieve its underlying
policy objectives. The state cannot avoid liatatfor ineffective implementation of
a mandated activity.

LAO ANALYSIS/RECOMMENDATIONS (Excerpts from LAO 2009-10 Budget
Series, Proposition 98 Programs, February 2009)

LAO Recommendations Offer Benefits to Address Contiuing Problems with
Mandate System. The LAO recommendations (summarized by the Figaréotiowing
page) identify some mandated activities that thgegnight want to continue supporting.
In these cases, the LAO searched for optional iupdources (such as a voluntary
categorical program) that could be leveraged tesrtsuch activities. In addition to

reducing associated state costs, the LAO belidussapproach can be a better method of

implementing many policy objectives. In particyidre LAO has identified three major
benefits resulting from using optional funding smas:
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* Fewer Administrative Hassles As noted above, the existing mandate process
creates significant administrative hassles forigist In contrast, funding
activities using voluntary funding streams elimesathe need for a separate
reimbursement process. Under such a system,atisstrot only spend less time
on paperwork but also have more freedom in detenginow best to undertake

an activity.

» Connects With Broader Objectives Tying activities to an optional funding
source also ties them to a broader policy objectivar example, situating teacher
reviews in the context of school reform gives thasgews purpose they
otherwise lack. Reorganizing mandated activitiethis manner could improve
coordination among education policies.

» Majority of Districts Still Perform Activity . Voluntary funding sources often
are large enough that the majority of districtslggr them and comply with
related requirements. Since many of these funslirgams target at-risk students,
they would help guarantee that California’s pokdmenefit students most in need
of academic and social support.

Summary of LAO Recommendations: Rather than suspending virtually all K-14
mandates at once, the LAO recommends reviewing eacttdate on a case-by-case basis
and making determinations for each. The LAO rewduhe costliest K-14 mandates and
made recommendations for each, which are summainzibe figure below. The LAO’s
recommendation would save the state approxim&eh2 million annually, beginning in

2009-10.

Summary of LAO Mandate Recommendations

(In Millions)
Reduction in
State
Obligations
Mandate Recommended Action 2009-10
K-12 Mandates
Habitual Truant Eliminate mandate but meet objective in different way $8
Notification of Truancy Eliminate mandate but meet objective in different way 17
Stull Act Eliminate mandate but meet objective using different funding source 24
Request reconsideration given activity no longer meets mandate
Collective Bargaining criteria 30
Pending K-12 Mandates
Graduation Requirement Eliminate mandate by clarifying statutory language $196
Behavioral Intervention Plans Eliminate mandate by aligning state and federal requirements 65
Community College Mandates
Integrated Waste Management Eliminate mandate or meet objective using different funding source Uncertain
Enroliment Fee Collection And Eliminate mandate because adequate incentives already exist to fulfill

Waivers objective $21
Health Fees/Services Eliminate mandate but meet objective using different funding source 11
Total $372
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The LAO provides the following background on eatktheir mandate recommendations.
The LAO will present this information to the Subawittee.

K-12 Mandates:

Notification of Truancy and Habitual Truant. Both truancy mandates have a simple
premise: parents should be alerted when their @mnldo not show up for school. Such
notification generally is supported by researchgestjng that increased parental
involvement tends to reduce truancy. Whereas otiégation of truancy mandate
requires LEASs to notify parents when students raissrtain number of school days, the
habitual truant mandate requires notification bette student is classified as
“habitually” absent.

» Policy Objectives Appear to Have Gotten Lost in Pagrwork. Despite the
laudable objective, these mandates in practiceoloecessarily increase parental
involvement. When a student shows up late to @dassisses school a certain
number of times, for example, districts typicalbnply with the notification of
truancy mandate by sending a letter to the stusiénatme. Reports from several
districts suggest that these letters are formaldied do not increase substantive
interaction among educators, parents, and students.

* Reimbursement Rules Create WasteEach time a district sends a letter to a
parent, the state reimburses that action at aofateughly $17 per letter. This
rate was set before the state established marelagswprocedures that included
a more rigorous process of cost determination.efsihe text of the letter
changes little, if at all, from year-to-year orcmt-to-student, the real cost of
sending letters is likely far below the $17 rate.

* Eliminate Mandates but Meet Overall Objective in Diferent Way. We
recommend that the Legislature eliminate the twaricy mandates but meet their
overall policy objective in a different way. Thiate already has various
categorical programs that can be used to suppoehfad involvement of at-risk
students. For example, the state currently furasm&mic Impact Aid (EIA), a
program designed to provide comprehensive supporices for at-risk students.
In the “Categorical Reform” piece of this sectisre recommend consolidating
this program, along with several other similar pergs, into a large block grant
for at-risk students. As a condition of receivaither EIA or block grant
funding, the Legislature could require districtetaage parents of at-risk
students—uwith the intent to improve at-risk stugdeatademic performance and
reduce their dropout rates. Compared to mandapegific parental notification
requirements, this approach still would ensureidistmake good faith efforts to
engage parents while giving districts much moreilfiéity over implementation.

Stull Act. Passed in 1971, the Stull Act requires schoolidtstto evaluate their

teachers on a regular basis. Changes to the 14888 and 1999 were eventually
deemed reimbursable mandates. The 1983 changea®districts to evaluate teachers
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receiving an unsatisfactory performance reviewmamnual basis. The 1999 law
requires districts to include a review of studest tscores in the evaluation process.

* Mandate Does Little to Promote Effective Teacher Eauations. The Stull Act
requirements raise a major policy considerationatfoes mandating specific
teacher evaluation practices accomplish for thi®tdn many organizations
outside of K-12 education, employee evaluationsasgnt an important
management activity that can help improve empl@eréormance. These
evaluations typically are part of a broader sgirotesses and incentives for
employees. Many employers link staff salary insesato evaluations. Similarly,
in cases where employees fail to meet performaxgeatations over an extended
time period, they may be terminated. In K-12 ediooa however, evaluations are
rarely linked to teacher raises and dismissalseGevaluations are not linked to
these decisions, justifying the cost of mandativegrt is difficult.

» Eliminate Newer Provisions of Stull Act The LAO recommends eliminating
the Stull Act mandate (meaning the relevant 19881899 amendments). This
would not mean eliminating the requirement thabsth evaluate teachers.
Rather, eliminating only the newer provisions woall@viate reimbursable costs.
As mentioned earlier, these provisions relate priigjnto the yearly reviews of
teachers with poor performance records and usudgst test scores in the
evaluation process. Thus, removing the mandate doeremove basic
evaluation requirements like annual reviews foeanted instructors (as these
were established by the original 1971 Stull Actjchihpredates the state’s
existing mandate process). It also in no way fmithdistricts—at their
discretion—from following good management practiaed evaluating teachers
for the purposes of better supporting and rewartheg.

* Increase Value of Specific Evaluation Practices byying to School
Improvement. The state also could meet the general objectif/gse 1983 and
1999 laws by linking yearly evaluations of struggliteachers to federal school
improvement funding. Currently, schools that failneet certain student
benchmarks can receive federal school improvemanrtifng. As a condition of
receiving these funds, schools must submit an irgrent plan to the state.
California could require that these plans includéhtannual performance reviews
of teachers whose students miss benchmarks (treradentent of the 1983 law)
and the analysis of student test scores to supstrtictional improvements (the
general intent of the 1999 law). Beyond elimingtielated state costs,
embedding specific evaluation practices in schagrovement plans would give
them a clearer objective and tie them to the bnoedesequences of the
accountability system.

Collective Bargaining. California’s K-14 employees gained the right todzan
collectively by passage of the Rodda Act in 19%51978, the Board of Control (the
predecessor to CSM) found that the act imposedta-stimbursable mandate on K-14
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districts. Specifically, the board determined tine provisions of the law requiring
districts to meet and negotiate constituted a hitgeel of service and were therefore
reimbursable.

» Subsequent Court Rulings Suggest Collective Bargaimg No Longer
Qualifies as a Mandate. Since the passage of the Rodda Act, California
appellate courts have decided several relevans ¢haeaffect mandate
determinations. Specifically, cases in 1987 ar@Dlr@iled that a state mandate is
only reimbursable if it imposes a unique requiretenlocal governments that
does not apply generally to residents and eniitidise state. In other words,
since public and private employees both have dbliedargaining rights, the
Rodda Act has not shifted responsibilities to lagalernments so much as
extended rights available to many employees. WKiile! collective bargaining
does have unique requirements, most activitiescasa with the K-14
collective bargaining process are, in all likelidpao longer reimbursable under
law based on these recent court decisions.

* Request CSM to Reconsider Mandate; Would Not ImpacCollective
Bargaining. The LAO recommends the Legislature request C&Mdeonsider
the K—14 collective bargaining mandate. Even iMC&termines the Rodda Act
is no longer reimbursable, the law still would @ all rights of K-14
employees to bargain collectively. In contrast, @overnor’s proposal would
suspend all activities associated with the Roddati#at are reimbursable.

High School Science Graduation RequirementAs part of major education reform
legislation in the early 1980s, the Legislature@ased the state’s high school graduation
requirements. Among other changes, the law reduirat all students complete two high
school science classes prior to receiving a dipl{fhmaprevious requirement was one
science class). This change raised the total nuoflstate-required courses from 12 to
13. The costs associated with providing an addttiscience class were the basis of an
eventual mandate claim. In 1987, CSM determinatgihoviding an additional science
class imposes a higher level of service on distacid, therefore, constituted a
reimbursable mandate.

» Court Interpretation Has Led to Great Increase in Estimated Mandate
Costs The primary factor contributing to high mandebsts relates to a
statutory provision that provides school distrietth discretion in implementing
the high school science graduation requirements pitovision was interpreted
differently by various parties, until a 2004 couwting indicated that school
districts had full discretion to increase theiatajraduation requirements and
total instructional costs. Based on this rulin@Mdecided the state could not
increase the number of courses it requires forugtoin above 12 courses
without providing reimbursement. As a result, skete could need to pay the full
cost of every additional science course for mastridis as far back as 1995-96.
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Absent Action, State Will Face High Price TagThe LAO estimates the state
would face annual ongoing mandate costs of rou§R00 million if it were to
pay the full cost of an additional science coutsesvery applicable LEA. In
addition, we estimate retroactive costs would tafgdroximately $2 billion
(resulting in part from the formula chosen by CSMbe the basis for
reimbursement).

Amend Statute to Avoid Prospective CostsThe LAO recommends the
Legislature avoid prospective science graduatignirement costs by clarifying
how districts are to implement the graduation regjaent. Specifically, the LAO
recommends language clarifying that school digtréttall ensure that any
modification of coursework relating to the seconksce course requirement
results neither in students needing to take a gréatal number of courses for
graduation nor higher district costs. Such an @ggn has been used in previous
test claims and affirmed by a California appellztart.

Statutory Change Would Have Minimal Programmatic Impact on Districts,
Provide Flexibility in Containing Costs. In practical terms, this change would
have minimal programmatic impact on districts. sTisibecause districts typically
require at least a dozen additional year-long asios top of the state’s
requirements for 13 year-long courses. Thus, dvemecommended statutory
change, school districts still would have substdmtiscretion both to increase
academic requirements beyond the state requireraadtgequire electives. For
example, a district could require four year-longrses each in math, science,
English, social science, and foreign languagedftotal of 20 courses) and still
have room within its existing base program to regjgeveral additional year-long
elective courses. The statutory change also woddide districts with
substantial discretion in determining how bestffeat any potentially higher
costs associated with a science course within ghesting base program
(consistent with the intent of the original legtsia).

Addressing Retroactive Costs Is More Complicated While eliminating costs
prospectively is relatively straightforward, addvieg retroactive costs is
somewhat more complicated. This is because thislatgre generally cannot
apply clarifying statutory language retroactivedyen when associated mandate
costs have grown far beyond legislative intent.aAssult, options available for
addressing the $2 billion backlog of graduatioruregment claims are limited.
Given these constraints, the LAO suggests the lagre consider three
possibilities: (1) support the administration’soeté to appeal the Commission's
decision, (2) request CSM to base claims on doctedesosts rather than a
formula, or (3) pay all claims within available Position 98 resources.
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Community College Mandates

Integrated Waste Management Mandate.Chapter 764, Statutes of 1999 (AB 75,
Strom-Martin), requires state agencies (includowglly governed CCC districts) to
divert from landfills a specified percentage ofitlsslid waste through reduction,
recycling, and composting activities. State agemanust develop an integrated waste
management plan and report annually to the Calddntegrate Waste Management
Board (CIWMB) on their ability to meet solid-wast&version goals.

» Districts Now Required to Offset Claims In March 2004, CSM determined
that these activities constitute a state-reimbuesatandate for community
college districts. In March 2005, CSM adopted guaeters and guidelines,”
which determine the methodology for reimbursingriendate. As discussed in
the 2007-08 Analysis of the Budget Bill (E-281), M &und that savings
(avoided landfill disposal fees) and revenues (ftbesale of recyclable
materials) could not be used to offset districtstaclaims. In March 2007,
CIWMB and DOF sued CSM over its decision. In JAABS, the court ruled
against CSM, and ordered it to amend the paramaterguidelines to require
districts that are claiming reimbursable costgientify and offset from their
claims any savings and revenues realized from tedate. The CSM revised
the parameters and guidelines in September 20@8ridbs have until March
2009 to submit amended claims for reimbursemenhéstate.

 Recommend Legislative Action Depending on Statewideost Estimate
According to CIWMB, it is possible that savings aegienues could fully offset
any costs that districts incur. If so, we recomchthre Legislature retain this
mandate. If the statewide cost estimate showgrafisiant net cost to the state,
however, an alternative would be for the Legiskatiartreat community colleges
the same as K-12 school districts, which are eragmd—but not required—to
comply with diversion goals. We believe most ogdis, like K-12 schools, would
participate in waste-diversion programs.

Enrolliment Fee Collection and Waivers Mandate.Existing law requires CCC districts
to collect enroliment fees, as well as waive feescértain students (usually based on
financial need). In April 2003, CSM determinedtttieese requirements constitute a
state-reimbursable mandate for districts. Last,y&8M concluded that total costs for
the mandate (which include costs for staff to atlfees and prepare a receipt for
students) reached approximately $162 million betwkE#98-99 and 2007-08. This
amount takes into account $31 million in revenuesr the decade that the state provided
to districts for purposes of offsetting fee/finaalaid administrative costs. Annual costs
total about $18 million, which includes about $4lion in offsets. (As part of the 2008-
09 budget package, the Legislature amended statatarify an additional state-provided
revenue source is a partial offset to district €Qst
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» Recommend Elimination of Mandate We recommend the Legislature
eliminate this mandate and instead rely on fisteémtives for districts to perform
these activities on their own. Under current Ittve, state budget specifies a total
amount of apportionment funding (general-purposaie®) that is provided to
community college districts. Apportionment fundicgmes from three main
sources: the state General Fund, local propergsteand student fee revenue.
Local property taxes and student fee revenuesetaeed by community college
districts and counted toward their apportionmetitlement. The General Fund
provides the additional funding needed to meet eésthict’s apportionment
amount. To the extent that districts decline tilect fees, we recommend that the
Legislature reduce districts’ General Fund suppgran equal amount. This
would create a strong incentive for districts tofpen these administrative
functions.

Health Fees/Services MandateCommunity colleges provide varying levels of on—
campus health care to students. Generally, CCthhaanters are funded by health fees.
State statute restricts the amount of the feedblédges may charge. Currently, the
highest allowable charge is $17 per semester, waitistrict may increase to keep pace
with inflation.

Current law also contains maintenance-of-effort @)@rovision for community college
districts related to health centers. Specificalgch district is required to provide
students at least the level of health servicesiided in 1986-87. Thirty-five of the
system’s 72 districts provided health care to sttglen 1986-87 and therefore must
continue to offer these services. Districts suti@this requirement are eligible to claim
reimbursement for these costs. The remaining SiTiclis are not subject to this mandate,
although many choose to provide health servicen aWiout state reimbursement. The
2008-09 Budget Act provides $4 million for this ndate, which partially offsets
claimants’ total costs (roughly $10 million annyadffter accounting for offsetting
revenues from the collection of student health)tees

» Recommend Elimination of Mandate. We recommend that the Legislature
eliminate this mandate by no longer requiring disérto provide a particular level
of care to students. Student characteristics aoésa to health care off-campus
(such as through one’s parents) vary within the Gg€lem. As such, student
demand for on-campus services can vary by coll&ge.therefore believe that
locally elected boards should be charged with n@akecisions about the type
and scope of services offered to students. Byiediting the health mandate,
districts that are subject to the MOE would be @ablmake these decisions just as
non-MOE districts currently do. Alternatively, thegislature could increase the
cap on health fees so that districts can funduhedst associated with the MOE.
This, too, would eliminate the mandate costs.

Other Existing Mandates. The LAO has reviewed the costliest K-14 mandates,

however the review is not intended to be exhausti¥ering the spring budget process,
the LAO recommends the Legislature continue toen@viemaining mandates on a case-
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by-case basis to determine if each fulfills a colinpg state purpose at a reasonable cost.
If a currently mandated activity is determined &d notable statewide benefit, the LAO
recommends that the Legislature explore ways th bohtain associated costs and
improve incentives. In many cases, the LAO bebethe Legislature has opportunities to
link requirements with optional funding streamsréby providing cost containment as
well as a voluntary fiscal incentive to undertakiéical activities.

SUGGESTED QUESTIONS FOR LAO (Legislative Options fo Mandate Reform)

1. The estimated cost of pending Graduation Manddtege -- equal to more than
double all other K-12 mandates combined — and sowvere 15 years of claims.

--Does the Governor recognize the new graduatiomdai@ as a part of his 2009-
10 budget proposal?
--What does this mandate example say about the at@pdocess? For example,
is it your sense that the Legislature was awatbese potential costs when it
passed the change in graduation law?
--Should there be a way for the Legislature tortfermed of the costs?

2. AB 2855/Laird (Chapter 895; Statutes of 2004), eieed eight education
mandates. Are there lessons learned from thisepsothat would be helpful in
considering a more ambitious, case-by-case reviewalf K-14 mandates? What
was the role of budget subcommittees and policyroitees in this process?

3. To your knowledge, have many local government miasdaeen suspended since
Proposition 1A was passed by state voters in 28@4ndnat has the effect been on
mandated services? Has the new law resultedmmredtion or modification of
other local government mandates?

4. The recent State Appellate Court decision invadiddiegislative directives for
reconsideration of decisions by the Commission tateSVlandates. Is it your
view that the court decision leaves open the ghilitthe Legislature to establish
a process in law that requires some periodic reweupdate of mandate
decisions? Would such a process be beneficiabum yiew?
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ATTACHMENT A

Mandates Determination Process
Prepared by the Commission on State Mandates

http://www.csm.ca.gov/docs/brochure.pdf
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ATTACHMENT B

State Controller Claims for Selected Mandates —
Prepared by Senate Office of Oversight and Outcomes



School district Audit Period District claimed Amount allowed Amount rejected Amount to be returned to state*

Habitual Truant

Anaheim City 7/00-6/03 $ 312,197 $ - $ 312,197 $ 312,197
Compton Unified 7/98-6/01 $ 686,444 $ 616,479 $ 69,965

Los Angeles Unified 7/99-6/01 $ 2,262,604 $ 586,228 $ 1,676,376 $ 936,747
San Bernardino City Unified 7/00-6/03 $ 880,881 $ - $ 880,881 $ 526,956
Stockton Unified 7/01-6/03 $ 390,894 $ 92,803 $ 298,091 $ 298,091
West Contra Costa Unified 7/99-6/02 $ 697,851 $ 61,511 $ 636,340 $ 636,340
Mandate Reimbursement

Los Angeles Unified 7/99-6/01 $ 1,179,775 $ 1,097,893 $ 81,882 $ 81,882
Notification of Truancy

Colton Joint Unified 7/99-6/02 $ 438,174 $ - $ 438,174 $ 357,568
Compton Unified 7/98-6/01 $ 615945 $ - $ 615,945 $ 497,865
East Side Union 7/03-6/07 $ 865,273 $ 839,615 $ 25,658

Fresno Unified 7/99-6/02 $ 943,847 $ 525,676 $ 418,171 $ 234,552
Kern High School 7/00-6/03 $ 418,643 $ 418,643

Moreno Valley Unified 7/99-6/02 $ 667,854 $ 64,808 $ 603,046 $ 396,038
Oakland Unified 7/98-6/00 $ 312,804 $ - $ 312,804 $ 312,804
Ontario-Montclair 7/01-6/04 $ 348,851 $ - $ 348,851 $ 348,851
Riverside Unified 7/00-6/02 $ 399,535 $ 68,888 $ 330,647

San Bernardino Unified 7/00-6/03 $ 877,640 $ - $ 877,640 $ 529,148
San Juan Unified 7/99-6/02 $ 578,710 $ 470,268 $ 108,442 $ 34,709
Santa Ana Unified 7/00-6/03 $ 736,013 % 26,596 $ 709,417 $ 160,685
Stockton Unified 7/01-6/04 $ 612,896 $ 542,192 $ 70,704 % 70,704
Sweetwater Union High 7/00-6/02 $ 501,643 $ 472,974 3 28,669

Graduation Requirements

Clovis Unified 7/98-6/02 $ 8,053,465 $ 4,116,233 $ 3,937,232 % 2,498,848
Fresno Unified 7/99-6/02 $ 1,809,941 $ - $ 1,809,941 $ 531,558
Los Angeles Unified 7/99-6/01 $ 5,760,711 $ - $ 5,760,711 $ 1,479,636
San Diego Unified 7/99-6/02 $ 5,492,915 $ 5,492,915 $ - $ -
TOTAL $ 35,845,506 $ 15,493,722 $ 20,351,784 $ 10,245,179

* The amount auditors direct to be returned to the state varies depending upon how much money the state has already given to school districts.
An additional note: Two audits of the Stull Act mandate are under way, according to the controller's office, but have not been completed.
Source: State Controller's Office
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|. CHILD CARE AND DEVELOPMENT PROPOSALS

A. Background. Under current law, the state makes subsidizeld claire services
available to: (1) families on public assistance gadticipating in work or job
readiness programs; (2) families transitioningmfblic assistance programs; and (3)
other families with exceptional financial need.

Child care services provided within the Californork Opportunity and
Responsibility to Kids (CalWORKS) program are adistered by both the California
Department of Social Services (DSS) and the CalifoDepartment of Education
(CDE), depending upon the “stage” of public assistaor transition the family is in.
Stage 1 child care services are administered byDB& for families currently
receivingpublic assistance, while Stages 2 and 3 are admrad by the CDE.

Families receiving Stage 2 child care servicesedtteer (1) receiving a cash public
assistance payment (and are deemed “stabilized(R)oin a two-year transitional
period after leaving cash assistance; child caréhie population is an entitlement for
twenty four months under current law. The Statewa counties flexibility in
determining whether a CalWORKS family has been biiteed” for purposes of
assigning the family to either Stage 1 or Staghili care. Depending on the county,
some families may be transitioned to Stage 2 withenfirst six months of their time
on aid, while in other counties a family may stayStage 1 until they leave aid
entirely.

If a family is receiving Stage 3 child care sergictney have exhausted their two-year
Stage 2 entitlement. The availability of StageaBecis discretionary and contingent
upon the amount of funding appropriated for thegpam in the annual Budget Act.

Subsidized child care is also available on a lichibasis for families who have never
been on public assistance but who exhibit exceptiinancial need. Under current
practice, services for these two populations applged by the same group of child
care providers; however, waiting lists, while cdidatted, grant priority to the former
CalWORKs recipients.

Child Care is provided through either (1) licensddld care centers or (2) the
Alternative Payment Program.

* Child Care Centersreceive direct funding from the state (at a Stathda
Reimbursement Rate), which pays for a fixed numbierchild care “slots.”
Centers provide an educational component thatvsldpmentally, culturally, and
linguistically appropriate for the children serve@enters also provide nutrition
education, parent education, staff development,rafedrals for health and social
services programs. In many areas of the Statee i@ no available “slots” in
licensed Child Care Centers or Family Day Care €snand families are limited
to the use of license-exempt care (kith and kin).

» Alternative Payment Programs (APagt as an intermediary between CDE, the
child care provider, and the family, to provide eathrough means-tested
vouchers. Vouchers provide funding for a specditld to obtain care in a
licensed child care center, licensed family dayedawme, or license-exempt care



(kith and kin). With a voucher, the family has dteice of which type of care to
utilize.

The adopte@009-10 Budget Acfprovides the CDE with approximately $2.48 billion
to support approximately 870,276 children in thetess subsidized child care, after
school, and preschool systems. The proposed amepnésents a decrease of
approximately $85 million from the originally enadt2008-09 expenditure level. Of
the amount proposed for all child development progg at CDE, 29 percent of the
funding will be spent on current and former CalWGRKcipients.

The Governor’s January budget proposal did noushelany funding for either Cost-
of-Living-Adjustments (COLAs) or enroliment/casetbgrowth in_non-CalWORKSs
child development programs. Growth adjustmentsh& CalWORKSs child care
programs are based and funded on actual CalWORg&aazd adjustments, which
are coordinated between the DSS and CDE; theséoadsewill be updated at the
May Revision.

California Child Care and Development Programs
2009-10 (Dollars in Millions)

Progran 2007-08| Budget | Revised| Adopted| Change (200®9 to
Act 2008-09| 2009-10 2009-10)
2008-09 Amount | Percent

CalWORKsP Child Care:

Stage 1 $536 $617 $616 $70b $88 14.9%

Stage 2 548 532 505 443 -6 -12.3%

Stage 3 404 4338 418 389 -29 -6.7%
Subtotals ($1,489) ($1,582) ($1,539) (%$1,587) (-$2)-0.1%
Non-CalWORKs" Child Care

General child care $759 $810 $7B80 $789 $9 1{2%

Other child care programs 329 388 329 333 4 112%
Subtotals ($1,088) ($1,148) ($1,109) (%$1,122) ($13) 1.2%
State Preschool $422 $445 $424 $43b $6 1.4%
Support Services $106 $106 $104 $10p -$4 -3.8M%
Totals — All Programs $3,104| $3,281 $3,182  $3,196 149 0.4%

Funding Sources

Proposition 98 General Fund $1,786  $1,801  $1/7181,973 $255 14.8%

Federal Funds $1,162 1,140 1,126 1,221 95 8.4%

Other® $207 340 339 y. -33Y -99/4

4 Except where noted otherwise, all programs areirsgtered by the CDE

® California Work Opportunity and Responsibility tads

¢ Administered by California Department of Social\Bees

9Includes funding for centers run by California Coumity Colleges

®Includes prior-year carryover, federal reimbursetsiemon Proposition 98 GF and redirected
Child Care Facilities Revolving Fund monies.




B. Reduction in Provider Reimbursement Rates. The 2009-10 Budget Act
includes a reduction in the reimbursement ratangeilor voucher based child care
programs -- from the &5percentile of the2005 Regional Market Rates, to the™75
percentile of the2007 Regional Market Rate (RMR), for a savings of $3&iflion
Proposition 98 General Fund.

The $38.7 million in savings is the net result @) an increase in reimbursement
rates pursuant to the implementation of the nev@{2®Regional Market Rate survey,
coupled with (2) the savings derived from redudiates off this presumably higher
base.

The savings associated with this proposal are &jreecludedin the 2009-10 Budget
Act, as adopted by the Legislature in February 20G0%wever, in order for this
policy change to take effect, the Legislature neemlsadopt the accompanying
statutory change.

Background. Child Care providers, either licensed family dhtbre home providers
or license-exempt providers, are reimbursed fotdchare services based on the
market rates of their particular region. Licenpeaviders are presently reimbursed at
a ceiling of the 85th percentile of the 20RBgional Market Rate and license-exempt
providers are reimbursed at a maximum of the 96tkentile of thdicensed provider
ceiling. As such, reducing the licensed reimbuseimate from the 85th to the 75th
percentile impacts not just licensed providers,disb license-exempt providers.

Provider rate reductions have been proposed byAtrainistration in prior years.
During previous subcommittee hearings on this topkald care providers testified
that rate reductions could make it very difficulir flicensed family child care
providers and centers that accept families withsglies (and are reimbursed through
the voucher system) to stay in business and prdvglequality services.

Staff Recommends Staff recommends that the Department of Finamcethe CDE:
(1) examine the fiscal impact of retaining rateshat 85th percentile of the Regional
Market Rate, but (further) delay implementationtloé 2007 Regional Market Rate
survey, and (2) report back to the committee aMhag Revision.

C. Fee Payment by Cash Aid Recipients.The current family fee proposal (as
discussed further in the next issue) requires famiio start paying fees at the same
income level as in 2006, even though the State dMethhcome (SMI) increased in
2007 (and was thereafter frozen). This approasthitma effect of lowering the family
fee floor each time the SMI is adjusted upward. aAesult, as the SMI increases,
families whose incomes are lower than 40 percerSMf are now required to pay
fees and share in the cost of care.

In September 2008, the Governor vetoed a provisiothe final Budget Act that
would have explicitly exempted families with incosnender 40 percent of SMI from



paying fees. While this language remains condisteith the Legislature's
understanding of the current fee policy, the Adstiaition's recollection of the policy
discussion differs.

Last year, the Legislature codified its policy thamnilies receivingcash aidnot pay a
fee for child care serviceEducation Code 8447(g)). The theory in adoptimg
provision was that state CalWORKSs dollars thatpaiel to a family should be used to
support the family, not pay for child care servitest the state is already providing.

Contrary to current law which has yet to be implemented by CDE - thereai
relatively small population of cash aid recipiet@t are currently paying fees.
Under current law, these families would cease fament (thus running contrary to
the Administration's recollection of fee policy clissions, whereby families that are
currently paying fees would continue to pay fees).

As such, the Administration is proposing that faesilin the following two categories
continue to pay a family fee regardless of theghcaid status:

Delay in Reporting. This population includes CalWORKS recipients vdre no
longer on cash aid, but for whom that income infation has yet to be reported to
the child care provider. Under the CalWORKSs pragrandividuals on cash aid
are reported to child care providers quarterly.séme cases, families may be off
cash aid, but the reporting system has yet to agpchAs a result, these families
may be receiving child care services without payange; this could occur for up
to three months, until the reporting system catelpes

Differing definitions of an "assistance unit'The CalWORKs program and the
child care program do not appear to use the saffirataba of "assistance unit" in

assessing: (1) eligibility for CalWORKs and (2) wha family begins paying

child care fees. As a result, if a family has meo from an outside (non-
CalWORKSs counted) source, such as college workstu@ynon-custodial parent,
that income would be included for fee assessmemioses, but not for cash aid.

Policy Question. The question before the committee is whether @r the two
above-mentioned categories of families should payilyy fees, in spite of current law
exempting cash aid recipients from payirfgtaff notes that the administrative burden
and cost of collecting fees from these individualsy exceed the revenues derived
from the fee.

Staff recommendshat the Legislature deny the Administration'silérabill
request and that CDE actively adopt the same diefinof an "assistance unit" for
use in its family fee schedule as used by the Deyant of Social Services for
assessing eligibility for aid.

D. Increase in Family Fees.Similar to the issue noted above, the 2009-10gBtd
Act includes an increase in the level of fees fmidamilies for child care services.
This proposal saves $14.4 million in Proposition®&neral Fund by increasing fees



for families paying for subsidized child care. &ege charged to families once they
reach a set monthly income level. The savingscetsal with this proposal are

already included in the 2009-10 Budget Act as aglbply the Legislature in February
2009. However, in order for this policy to takéeet, the Legislature needs to adopt
the accompanying statutory change.

Background. Up until 2006, California families who receivekild care subsidies
began to pay a family fee when their incomes red&iepercent of the SMI and fees
were capped at 8 percent of a family's monthly meo In 2006-07, as part of the
budget process, the threshold at which a familyrisegaying fees was lowered from
50 percent of SMI to 40 percent of SMI and the wag raised to 10 percent of family
monthly income.

Governor's proposal The Governor's proposal starts charging fees$atoilies
whose income is a little below 40 percent of SMéeg(sprior agenda issue), or
approximately $23,000 for a family of three. Undee proposal, fees then increase
by $2 per day, on a sliding scale, thereby doubtimg amount families with the
lowest incomes will pay. The 10 percent cap refeed above remains unchanged.

Child care advocates argue that raising fees ikély harm low-income children by
taking money from already scarce family resourcEsrther, it is important to note
that if a family fails to pay the monthly fee, thegn lose their child care subsidy
entirely, either putting children at risk of subsiard care or returning to cash aid.
Lastly, it is unclear if the administrative costsdaburdens associated with collecting
these smaller fee amounts outweigh the actualdeenue collected.

Staff recommendthat the Department of Finance, CDE, and DSS dudmproposed
family fee schedule to the committee in May/Jund #rat this issue be held open
pending the May Revision.

Il. OTHER CHILD DEVELOPMENT ISSUES

A. Mid-Year State Median Income (SMI) "Correction”. Current law establishes
eligibility for the state's child care programs ftamilies who have an adjusted
monthly income at or below 75 percent of the SMIn response to budget
circumstances, the Legislature and the Governok @dion through the Annual
Budget Act to "freeze" (at the 2007-08 level) theame level at which eligibility for
child care services are determined. As a restlpétcent of the 2007 SMI level is
the threshold under which eligibility is determineBor families receiving child care
services during the 2007-08 and part of the 2008428l years, the income threshold
was $45,228 for a family of three.

On February 1, 2009, CDE issued a mid-year "camettto the SMI calculation,
which decreased the income ceiling by $564 anni@y,664 for a family of three).
According to the Department of Finance, a calcakagrror was made when the 2007
SMI numbers were originally released to CDE. Amiifees renew their eligibility



(which happens annually), if their incordel not drop by the "corrected" amount,
the family will lose child care services.

As part of the Administration's family fee propqsaDE would be required topdate
SMI "based on the best available data,"” and thbemgua revised family fee schedule
(based on the new SMI) to DOF for approval. Stadfes that unless the SMI is
"unfrozen" or the Legislature adopts a new famég policy, there is no reason for
the family fee schedule to change on a year-to-jasis.

The Legislature has expressed its intent that irkclawvels be frozen at 2007-08 levels
thus approving the Administration's prior propogalsfreeze" eligibility levels, at the
same levels in effect for the prior years. CDIEsoas to adjust the SMI downward
under the auspices of a "technical” correction ¢antrary to the Legislature's intent
on this matter.

Staff Recommends Staff recommends that the committee: (1) denyF3Qrailer
bill proposal authorizing CDE to update the fanfiy schedule based on "the best
available [SMI] data"; (2) direct CDE to rescing february 1, 2009 management
bulletin revising the SMI eligibility threshold; dn(3) adopt Budget Act language
clearly stating the income threshold as the sawel i effect for families in 2007-
08, as follows:

6110-196-0001 Provision 8

(a) Notwithstanding any other provision of lawgtincome eligibility limits
pursuant to Section 8263.1 of the Education Codewlere-applicablen effectto
for the 2007-08-and-20630 fiscal years shall remain in effect for the 20@®-1
fiscal year.

(b) Nothwithstanding any other provision of laletState Department of Social
Services shall, in consultation with the State diepant of Education, adjust the
family fee schedule for child care providers toeef a state median income of
$66,166%$67,008annually for a family of four. The fee schedutalsretain a flat
fee per family and begin at income levels at whathilies currently begin paying
fees. The revised fee schedule shall increaséothest fees by $2 per day and
continue to increase fees on a sliding scale ua toaximum of 10 percent of
income at a lower point in the income eligibilitgextrum when compared to the
current schedule.

B. CDE Proposed 2009-11 Expenditure Plan for Ongoingdderal "Quality"
Dollars.

Federal law mandates the state to submit a stageplh outlining how California

intends to spend federal Child Care DevelopmentBlodk Grant Funds (CCDBG).

Under federal law, California is required to speideast four percent of the federal
CCDBG it receives on programs to enhance the "tyladif child care services. As

part of its larger federal expenditure plan, CDEmposes a child cargquality



expenditure plan, to be submitted to the federabgunent every two years. CDE is
currently composing this expenditure plan.

Current state law (Education Code 8206.1(c)) reguihat CDE coordinate with
DSS, the California Children and Families Commissiand other stakeholders,
including the Department of Finance to develop liheader CCDBG plan. CDE is
currently in the midst of the mandated process,ngaveleased a draft plan and
sought public testimony on the proposal. Prioth® May Revision, CDE is required
to provide a revised expenditure plan to the conemifor review.

As an overlay to the CDE quality plan, the Legistatearmarks dollars for high
priority quality programs in the annual Budget AGEDE will make copies of their
draft expenditure plan available during the hearing

The Committee requestiat CDE present the committee with the draft iguallan
and explain any changes in the plan from the pederal fiscal year expenditure
plan.

C. Plan for Recovering Overpayments in Child Care Pograms (April Finance
Letter: Issue 332). The Administration is requesting, via Budget Acbdaage, that
CDE provide a plan for reducing overpayments amovering payments found to be in
error related to fraud or overpayments, and toiredhat the errors be corrected. CDE
presently has a unit (The Alternative Payment Mwmyg Unit) which was established to
conduct annual reviews of alternative payment (hewbased) programs to address
compliance monitoring and overpayments, which nmayribute to the early detection of
fraud.

Staff recommendghat the committee approve the Administration'gsuest to add
Provision 6 to Item 6110-001-0890 with the follogrichanges.

6. (c) The State Department of Education (SDE)Istelelopprevidea plan by October
1, 2009, for reducing overpayments and recovering paymerdm fchild care and
development programs that the SDE has determinddvte been made in error related
either to potential fraud or overpayments. Thenpdaall be submittetb the Department
of Finance—ferby October 1, 2009 for consideration and potentralusion in the

January Governors Budqetanéappre#al—fe#m@&emg—e%#paﬁnems—and—reeevenng

determiped to
yents The-SBEplan
shaII prowde optlons and recommendatlons for payrmcoverythat seek to maximize
California's receipt and use of federal fupndsid for implementing aggressive corrective
measures to minimize payment errouch corrective measures may inclislduding,
but-netlimited-torebidding contracts for contractors with high emates, modifying the
contract funding terms and conditions to requiduogions to administrative allowances
for contractors that exceed specified maximum erabes, and to prohibit payment to
providers that continue to submit erroneous regdortseimbursement purposes. Prior to
submitting recommendations, the SDE shall reviewioog with the Department of
Social Services and representatives of alternatmeat providers, counties that directly
administer Stage 1, and state funded centers zmmdyfday care homes—When—appFeved




1. UPATE ON FEDERAL STIMULUS FUNDS

A. Status of Federal Child Development "Stimulus”Funds. The American
Recovery and Reinvestment Act (ARRA) was passe@drygress and signed by the
President in mid-February. Included in the Humarnviges provisions of this act are
additional dollars for Child Care and Developmeiitie approximately $2 billion in
additional funds will be dispersed to states thioulge existing Child Care and
Development Block Grant. Of this amount, Califarnis expected to receive
approximately $220 million over the next two feddiscal years.

The Committee requesthat CDE discuss its proposed expenditure plantHese
incoming dollars and that DOF and LAO comment othi®@DE's proposal as well as
the process that the Legislature can expect — mgofarward — with respect to the
appropriation of these funds.
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6110 CALIFORNIA DEPARTMENT OF EDUCATION

ISSUE 1: DOF April Letters — Various Budget Amendnents and
Additions (Consent Items)

DESCRIPTION: The Department of Finance (DOF) proposes the foliguehanges to
the 2009-10 Budget Act for K-12 education. Themasions are proposed by the April
1% budget amendment letter (April Letter) from thepBement of Finance.

Part A. California Department of Education

The Administration proposes the following technicdjustments to various state
operations and local assistance budget items. tl®rmost part, these issues are
considered technical adjustments to update buggebpriation levels so they match the
latest federal estimates and utilize funds consisté&th current programs and policies.

Federal Funds Adjustments — State Operations

1. Special Child Nutrition Grants (Issue 490)- is requested that Item 6110-001-
0890 be increased by $1.1 million Federal Trustd~and that Item 6110-001-0001 be
amended to reflect the anticipated receipt of Dit@ertification, Team Nutrition, and

Administrative Review and Training grants awardgdhe United States Department of
Agriculture. These funds would be used to devedmpl implement school district

training needed to implement federal requiremestoeated with the Child Nutrition

Program, which is an entitlement program that reirebs local educational agencies
(LEAS) for serving meals and snacks to eligibledstits in the Child and Adult Care

Food Program, the School Nutrition Program, andStheamer Food Service Program.

It is further requested that provisional languageddnded to Item 6110-001-0890 as
follows to conform to this action:

X. Of the funds appropriated in this item, $1,1@0,0s provided on a one-time basis,
contingent on the receipt of Direct Certificatiohgam Nutrition, and Administrative
Rewew and Training grants from the Unlted Statepzi)tment of Agrlculture—te—develop

2. Federal Child Nutrition Direct Certification and Verification Carryover Funds
(Issue 492)— is requested that Item 6110-001-0890 be incebése$320,000 Federal
Trust Fund and that Item 6110-001-0001 be amenadedflect the availability of one-
time carryover funds resulting from the delay idlyfuspending the Federal Child
Nutrition Direct Certification and Verification Gna that SDE received in 2008-09.
These funds would be used to improve and expancerdustate-level processes for
directly certifying and verifying students eligibler free and reduced-price meals



through service contracts with the California Sdhivdormation Services, California
Department of Social Services, and Department afitH&Care Services.

It is further requested that Provision 24 of Itetri8-001-0890 be amended as follows to
conform to this action:

“24. Of the funds appropriated in this item—$3188482,000is available on a one-time
basis to improve and expand the direct certificatiad verification processes of students
in child nutrition programs.”

Federal Funds Adjustments — Local Assistance

3. Item 6110-119-0890, Local Assistance, Neglectashd Delinquent Children
Program (Issue 248)— is requested that this item be increased by@tBfederal Title

| Neglected and Delinquent Children funds to rdfl¢ioe availability of one-time
carryover funds. LEAs will use these funds forvems to educate neglected and
delinquent or incarcerated youth.

It is further requested that provisional languagealdded as follows to conform to this
action:

X. Of the funds appropriated in Schedule (4), $@8,3& provided in one-time carryover
funds to support the existing program.

4. Item 6110-125-0890, Local Assistance, Englishahguage Acquisition Program
(Issue 250) -t is requested that this item be increased by &l@O0 federal Title Il
Language Acquisition funds to reflect the availépibf one-time carryover funds. LEAS
will use these funds for services to help studertain English proficiency and meet
grade level standards.

It is further requested that provisional languagealdded as follows to conform to this
action:

X. Of the funds appropriated in Schedule (3), $3,680 is provided in one-time
carryover funds to support the existing program.

5. Item 6110-134-0890, Local Assistance, Title laBic Program (Issue 251)- is
requested that this item be increased by $4.0anillederal Title | funds to reflect the
availability of one-time carryover funds. LEAs iumise these funds to support services
that assist low achieving students enrolled inhtigest poverty schools.

It is further requested that provisional languagealdded as follows to conform to this
action:

X. Of the funds appropriated in Schedule (4), $8,000 is provided in one-time
carryover funds to support the existing program.



6. Item 6110-136-0890, Local Assistance, Title MEn Start Program (Issue 249)-#

is requested that this item be increased by $683{€@eral Title | Even Start funds to
reflect the availability of one-time carryover fumd LEAs will use these funds for
services to improve the educational opportunitiédowv-income families and for a
unified literacy program that integrates early @dhdod education and parenting
education.

It is further requested that provisional languagealdded as follows to conform to this
action:

X. Of the funds appropriated in Schedule (2), $668,is provided in one-time carryover
funds to support the existing program.

7. Iltem 6110-166-0890, Local Assistance, One-tim€arryover for Federal
Vocational Education (Issue 401)-¢ is requested that this item be increased by
$10,784,000 federal Vocational Education fundsetitect one-time carryover available
to support Vocational Education Programs, whichetlgy academic, vocational, and
technical skills of students in high schools, comityu colleges and Regional
Occupational Centers and Programs.

It is further requested that provisional languagealdded as follows to conform to this
action:

X. Of the funds appropriated in this item, $10,789, is provided from one-time
carryover funds for Vocational Education Programs.

8. Item 6110-193-0890, Local Assistance, Mathemedi and Science Partnership
Program (Issue 086)—H is requested that this item be increased by &G0 federal
Title 1l funds to reflect the availability of ona¥te carryover funds. The Mathematics
and Science Partnership Program provides competigrant awards to partnerships of
low-performing schools and institutes of higher @ation to provide staff development
and curriculum support to mathematics and sciesaehiers.

It is further requested that provisional languagealdded as follows to conform to this
action:

X. Of the funds appropriated in this item, $6,560,0s provided in one-time carryover
funds to support the California Mathematics anceSoe Partnership Program.

9. Item 6110-197-0890, Local Assistance, Adjust dreral Funds for 21 Century
Community Learning Centers (Issue 331)-# is requested that this item be increased
by $40.0 million federal Z1Century funds to provide one-time carryover aditfidor



unspent prior-year funds for the®2Century Community Learning Centers program to be
spent in a manner consistent with the existing @og Further, it is proposed that
reporting language be added to determine the redsorcarryover and how these funds
are utilized. This program provides grants to supghe establishment of community
learning centers that offer academic enrichmentodppities during non-school hours
for students, particularly those who attend higkgsty and low-performing schools.

It is further requested that provisional languagealdded as follows to conform to this
action:

X. Of the funding provided in this item, $40,00000@s available from one-time
carryover from prior years.

X. The State Department of Education shall provadeeport to the Department of
Finance and the Legislative Analyst that includag, is not limited to, allocation and
expenditure data for all programs funded in thesnitin the past three years, the reasons
for carryover, and the planned uses of carryoved$uby March 1, 2010.

General Fund Adjustments

10. Item 6110-001-0001, State Operations, SchedWerrection (Issue 012)—H is
requested that $1,250,000 be shifted from Prograth t8 Program 30 in
Item 6110-001-0001 to correct a scheduling errotaioed in the Budget Act of 2009.

11. Item 6110-001-0001, State Operations, Extendnhited-Term Positions for the
Enhancing Education Through Technology (EETT) GrantProgram (Issue 244)—

is requested that position authority for 2.0 lid#term Education Program Consultant
positions in the Education Technology Office beeexied for an additional two years, to
June 30, 2011. These positions will support watlocassociated with the EETT
program, including tracking grant awards and primgdtechnical assistance to the 58
county offices of education receiving local assiseafunds.

Special Fund Adjustments

12. Item 6110-492 and 6110-001-3085, Reapproprati, Mental Health Services
Act, Proposition 63 (Issue 56—It is requested that $319,000 in Mental Health
Services funds appropriated in Schedule (1) of Brh0-001-3085, Budget Act of 2008,
be reappropriated in 2009-10. These funds wereiged to allow SDE to contract with
mental health/educational professionakher—edepartmentso implement trainings and
develop mental health best practices resourcesguirso the Mental Health Services
Act. However, due to contract bid issues (non-4fjedl bids and appeals), the funds
cannot be spent until 2009-10.

It is further requested that language be addedls\vs to conform to this action:



6110-492—Reappropriation, Department of EducatioMotwithstanding any other
provision of law, the balance of the appropriagwavided in Schedule (1) of ltem 6110-
001-3085 of the Budget Act of 2008 (Chs. 268 anél, Z&ats. 2008), is reappropriated
and shall be available for encumbrance or experaditntil June 30, 2010, to contract
with mental health/educational professionals to psup the involvement of local
educational agencies in local mental health plajp@ind implementation efforferthe

purpese-of-fulfiling-coentracting-services-with-ethdepartmentpursuant to the Mental

Health Services Act (Proposition 63).

ACTION ITEM: STAFF RECOMMENDATION (CONSENT ): Staff recommends
approval of all of the DOF April Letter proposaistéd above, includingtaff revisions

highlighted for several items. These revisionsvige corrections to the April Letter
requested by both CDE and DOF. No issues haveragsad for any of these items.

OUTCOME:

APPROVE ALL ISSUES (#1-12) WTH STAFF REVISIONS. (Vote: 3-0)



6110 CALIFORNIA DEPARTMENT OF EDUCATION

ISSUE 2. State Special Schools -- Capital OutlayNew Lease
Revenue Bond Projects (6110-301-0660)

DESCRIPTION:

The Governor’s January budget proposes fundingwornew capital outlay projects at
the State Special Schools in 2009-10. The Govaeguests a total #31.5 million in
lease-revenue bond funding for these projects. Dégartment of Finance will present
the proposal.

The 2009-10 Budget Act approved in the Februaryctapeéession did not adopt the
Governor’s proposal to fund these two new capitdlay projects. This decision was
made “without prejudice” to the proposal to allometLegislature more time to review
new lease-revenue bond proposals, given the sttatsging fiscal environment.

The LAO suggests a modified proposal to addreshéadth and safety issues related to
these proposals.

BACKGROUND:

State Special Schools.The California Department of Education administdre State
Special Schools, which includes a total of six lifaes under its jurisdiction: three
residential schools and three diagnostic centefbe residential schools include the
Schools for the Deaf in Riverside and Fremont dredSchool for the Blind in Fremont.
The State Diagnostic Centers are regionally locatdetesno, Fremont, and Los Angeles.
These state facilities comprise a total of 960 ,§fi¥s square feet on 176 acres of land.

The three Special Schools include the Californiaddts for the Deaf in Fremont and

Riverside and the California School for the BlimdRremont. Students attending State
Special Schools are served in residential or dagnams. The two Schools for the Deaf
provide instructional programs to approximately 8&6dents who are deaf and the
California School for the Blind provides instructad programs for approximately 71

students who are blind, visually-impaired, or diekirfid in 2008-09.

State Special School Enrollments | 2004-05 2005-06 0BR07 2007-08 2008-09
School for the Deaf, Riverside 484 449 430 443 112
School for the Deaf, Fremont 4713 490 485 484 114
School for the Blind, Fremont 8b g8 85 39 71
TOTAL 1,042 1,027 1,000 1,016 89y




The three State Diagnostic Centers administer sissads to approximately 1,500

students per year and provide training to 31,00 &brs annually. Of the 1,500 annual
assessments, approximately 250 take place at the tenters; the remaining 1,250 are
considered “field” assessments, which take pladkimlocal education agencies.

Lease-Revenue Bond FinancingLease-revenue bonds allow the state to borrow money
to build facilities for a variety of purposes. Isearevenue bonds work much like
general obligation bonds (GO). However, leasemaeebonds do not require voter
approval and do not have the "full faith and credit the state of California, like GO
bonds do. As a result, lease-revenue bonds aveedias a little bit riskier by investors
and have a slightly higher interest rate. As escthse with other bond projects, the State
Special School projects do not require fundingnamtt The General Fund pays for the
debt service, which is spread over a 25-year penoth interest, once the project is
completed.

GOVERNOR'’S BUDGET: The Governor's January 10 budget proposes two new
capital outlay projects for the State Special Sthodrhese projects involve funds for
renovation of athletic facilities at two of the &t&pecial Schools, as follows:

1. Athletic Complex, California School for the Deaf, Femont. Requests
$14,568,000to renovate the football field and surroundingckraand to add athletic
locker room space at the California School for breaf, Fremont. The project includes
the following features:

 atrtificial turf football/soccer field,
* synthetic running track,

» field access,

» raised bleachers,

* press box,

e concession stand,

e restroom facilities,

» storage facilities,

e equipment,

» fencing,

* parking,

» athletic locker rooms,

» stadium field lighting,

* drinking faucets,

» sideline team benches, and

» cable for the public address system and scoreboard.

2. Athletic Complex, California School for the Deaf, Rverside. Requests
$16,960,000to design and construct an athletic complex aClfornia School
for the Deaf, Riverside to ensure the safety otigpants and spectators and



maximize the use of the files available for intldastic sports, physical
education classes, school functions, and recredtiantivities for residential
students. The complex will be utilized for diffatesporting events including
soccer, baseball, softball, track and field, fodttzand intramural activities for all
students. The complex will improve accessibilggfety, and convenience for
those attending and participating by adding thio¥ahg features:

* bleachers,

e lighting,

* restroom facilities,

e concession stand,

e electronic scoreboard/message boards,
e drinking fountains,

* storage facilities,

e security systems,

e fencing, and

e accessible pathways.

LAO RECOMMENDATION: The LAO recommends against approving the athletic
complex and football field/track for the State Spke&chools given that these are non-
academic projects being proposed in a difficult detdyear. The LAO, however,
acknowledges that the existing fields are in badpshand pose potential health and
safety risks. They would suggest a modified proptisst only addresses the health and
safety issues, such as replacing the grass on fbotbhall fields but not adding any
bleachers or facilities.

STAFF COMMENTS:

2008-09 Proposals. The Governor first proposed the two athletic fiekghovation
projects for the State Special Schools in 2008-U8e LAO had several concerns with
the Governor’s requests. With respect to the athéetmplex and football field projects,
the LAO was concerned about the high costs assacwith the projects and engaged the
Department of Education staff in exploring (1) loveest, alternative renovations that
would focus on making the athletic fields a safacpl for students and (2) options for
developing partnerships with local schools anasito share facilities for athletic events.

Health and Safety Concerns: The LAO visited the project sites at the Statecsg
Schools to evaluate the Governor’s capital outlegppsals. The LAO reports that the
athletic fields at both sites are in “bad shapefs detailed in the project proposals
developed by CDE, there are number of serious healtl safety concerns for students
and staff with continued use of the existing atbléelds. For example, at the Fremont
school, the football field has become infested witbund squirrels and geese leading to
unsafe conditions. According to CDE, in just halfday, Canadian geese leave 150
pounds of feces on the football field and 13,50Qmats over a 3-month period. The
feces contaminate the fields with pathogenic badtdrat may pose human health risks.



There are also problems with holes made by growuirrels which have caused 25
students and three staff to be injured in 2008A09he school in Riverside, inter-school
sports events may be discontinued due to the unegsrof the field that is felt to be too
unsafe for student athletes.

STAFF RECOMMENDATION :

» Staff recommendshat the Subcommittee hold off on action on thevésnor’s
new capital outlay proposals for the State Spe&idlools until after May Revise.

* Per the LAO’s recommendation, staff also recommehds the Department of
Finance and the Department of Education estimatectsts for the health and
safety components of each of the projects and ptekese revised estimates to
the Subcommittee at May Revise.

OUTCOME:
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ISSUE 3. State Special Schools -- Capital OutlayDOF April Letter
Funding Reappropriations (6110-490) (Consent)

DESCRIPTION: The Department of Finance April Letter requestst th new budget
item be added to the 2009-10 Budget Act to refldet reappropriation of the
unencumbered balances of the bond funded appromsatfor three capital outlay
projects at the California School for the Deaf vérside.

DOF APRIL LETTER REQUEST: Pursuant to Budget Letter 08-33 last December,
state departments were directed to suspend anggsdjhat require cash disbursement
from Pooled Money Investment Account loans. Ineortb comply with this budget
letter, the California Department of Education (QDdtispended project activities for
three lease-revenue bond funded projects at the Sgeecial School in Riverside. These
projects were all authorized in previous state letslg As a result of suspension,
implementation of these projects was delayed in82® and it is nhow necessary to
reappropriate the unexpended fund balances foetthese projects so they can continue
in 2009-10. The DOF April Letter request is inclddeelow.

Addition of Budget Bill Item 6110-490, Capital Outhy, Department of
Education --It is requested that Item 6110-490 be added to pregoiate the
unencumbered balances of the bond funded appriomsator three Department of
Education projects at the California School for Beaf Riverside. Funding for these
projects was originally appropriated in the Budgets of 2005, 2006, 2007, and
2008. This request will increase the budget attthtor the three projects as follows:

e $10,765,000for Phase 1 - Career and Technical Education Comatel
Service Yard Construction and Equipment.

o $3,729,000for Phase 2 -Career and Technical Education Complex and
Service Yard Construction.

o $22,567,000for a New Gymnasium and Pool Center — Construction and
Equipment.

ACTION ITEM: STAFF RECOMMENDATION (CONSENT ): Staff recommends
approval of the DOF April Letter request to allogappropriation of funds for three
capital outlay projects at the School for the DeRiverside. These bond funded projects
were approved in previous state budgets. No iskage been raised for any of these
items.

OUTCOME:

APPROVE THREE REAPPROPRIATION ITEMS. (Vote: 3-0)
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|. Overall Enrollment Levels Specified in the Budet Act.

Neither the 2008-09 nor the adopted 2009-10 Budgtprovides any augmentations to
specifically support enrollment growth at the Umsity of California (UC) or the California
State University (CSU) and instead contains Gertaratl budget reductions.

UC and CSU were given latitude in the current yesgarding the allocation of budget
reductions and staff expects this practice to oomtifor 2009-10.

At present, the 2009-10 Budget Act, as adoptedbyegislature in February 2009, specifies
that the Legislature expects the University of foatia to enroll 198,520 state-supported full-
time equivalent students (FTES) and the CalifoStiate University to enroll 342,893 FTES.
These are the same enrollment levels that weredteddor 2007-08, which, as illustrated on
the following pages, are far below current-yeabwtget-year enrollment expectations.

Given the uncertainty about how the universitieseangoing to address enrollment levels, the
2008-09 Budget Act included the following language:

"The University of California (and California Statdniversity) shall report to the
Legislature by March 15, 2009, on whether it hag e 2008-09 academic year
enroliment goal(s)."

Question for the Committee:Should the Budget Act include specific FTES "tdsj or
simply require the UC and CSU to report to the klegure on whether it has met its 2009-10
academic year enroliment goals?

Segments’ Plans for Enrollment in 2009-10:

= University of California. UC Regents adopted a plan in January to reducédlrmerd
of new California resident freshmen by a total (80 FTES. This would represent a
6 percent reduction from the size of the 2008-@Hman class. The plan would
increase enrollment of community college transtadents by 500 FTE students (a 3
percent increase) and maintain the same numbeadtigte students.

= California State University.CSU Trustees adopted an enrollment plan in November
with the goal of reducing enrollment in the budgeér to the level budgeted in 2007-
08. This would reduce the enrollment level by appnately 3 percent to 4 percent,
compared to 2008-09. This would mainly affect imoog undergraduate and graduate
students.



Enrollment at University of California (UC) and
California State University (CSU)

Full-Time Equivalent Students

2007-08 2009-10
200_8-09 Governor's Segments'
Budgeted Actual Estimate Proposal ®  Plans
ucC 198,455 203,906 209,816 198,669 210,816
CSuU 342,893 353,915 355,685" 343,233 342,893

® Governor's budgeted levels reflect 2007-08 budgeted levels plus a proposed small increase in health

sciences enrollment at both segments.
L Legislative Analyst's Office estimate.

LAO Recommendation:

The LAO recommends that the Legislature adopt §pe209-10 enroliment targets for UC
and CSU in order to clarify the state's goals fao#ment, set expectations for the segments,
and provide a clear enrollment base to work fromsubsequent years. Specifically, the lack
of budgeted enroliment levels in the 2008-09 budgettes confusion about how much
enrollment the state funded in the current year.

Action ltem: Staff Recommendation

However, _staffdisagrees with the LAO and recommends that thenutiee delete all
references to enrollment targetsGiven the confusion that surrounds this issuaff st
recommends that, once the state is in a fiscakipogio provide enrollment growth funding,
this issue be revisited and UC and CSU's enrollmantbers be rebenched to account for the
changes that have occurred. To implement thisnnewendation, staff recommends that the
following Budget Bill Language be adopted:

Replace Provision 10 of Item 6440-001-0001, a®vad:

"The University of California shall report to theetislature by March 15, 2010, on
whether it has met its 2009-10 academic year eme&tit goal(s)."

Replace Provision 6 of Item 6610-001-0001, as fedlo

"The California State University shall report toeth.eqislature by March 15, 2010, on
whether it has met its 2009-10 academic year emextit goal(s)."




[I. Expansion of Program in Medical Education (PRIME).

As part of the 2009-10 Budget Act adopted by thgislature in February 2009, funding to
support the enrollment of a new PRIME student cbiais deleted "without prejudice.”

The Subcommittee is now considering the UniversityCalifornia’s request for (1) $1.46
million to support the next new cohort of 57 PRIMEidents at the full marginal cost of
medical school instruction ($25,624 per FTES).

Funding for this program traditionally provides arcremental "bump" of approximately
$15,000 per FTES on top of the standard rate ti@atras¢eives for each new student. Given
that the 2009-10 Budget Act failed to appropriatg additional funds for enrollment growth,
UC and the Department of Finance are requestingthiea2009-10 PRIME cohort be funded
at the full marginal cost of medical school instroie (over $25,000 per FTES).

The 2009-10 Budget Act already allocates $2.02%anito continue supporting the existing
PRIME cohorts (totaling 135 FTES from the prioreiayears.)

Background. The Governor and the Legislature supported tleatmn of the UC PRIME
programs in an effort to address the need for rlliu sensitive physician care for an
increasingly diverse state. PRIME incorporate<iigetraining and curriculum designed to
prepare future practitioners to address dispartti@s exist in the provision of health care
throughout the state, thus seeking to improve thality of health care available for all
Californians. The special training provided to Rl students ranges from enhancing
cultural sensitivities to the use of technologyt@rcome geographic barriers to quality care.
Given that students who enter medical school withirderest in caring for underserved
communities are more likely than other studentgréztice in such communities, the PRIME
programs also help address regional health diggariPRIME programs are operational at all
five medical schools and are focused as follows:

* PRIME-RC (Rural California) at Davis.Program focuses on telemedicine and a
commitment to outreach and rural health care.

* PRIME-LC (Latino Community) at Irvine.Emphasizes Latino health issues with
training inSpanish language and Latino culture.

* PRIME at Los AngelesProvides opportunities and training related to isgydiverse
medically-disadvantaged populations.

 PRIME-HE(qQ (Health Equity) at San Dieg&ocuses on health disparities anhority
health problems to help students weokvard and contribute to achieving equity in health
care delivery.

* PRIME-US (Urban Underserved) at San Francisoffers students the opportunity to
pursue theimterests in caring for underserved populationsriban communities.

Staff recommendsthat this issue be held open pending the May Revis




[1l. Expansion of Nursing Enrollments.

As part of the 2009-10 Budget Act adopted by thgidlature in February 2009, funding to
support the expansion of enrollments in nursingu&t and CSU was deleted "without
prejudice." The subcommittee is considering whetbeprovide an augmentation of $4.7
million ($1.1 million at UC and $3.6 million at C3ltb expand nursing enroliments.

Of the amount proposed, $1.1 million would be appeded to the UC for an additional 50
undergraduate (BSN) students and 32 master'sievging students and 10 doctoral level
nursing students. The CSU would use $3.6 millmeducate an additional 340
undergraduates in nursing.

Background: There are four types of pre-licensure educatigmalgrams: 1) Associate
Degree in Nursing (ADN) programs at 2-year colleg®sBachelors of Science in Nursing
(BSN) programs at a 4-year university, 3) accedatatursing programs at two-year colleges
for individuals who are already licensed vocatiomaises, and 4) entry-level master’s (ELM)
programs at a university for students that alrdamlg a bachelor’s or higher degree in a non-
nursing field.

According to the Board of Registered Nursing (BRM)2007-08, California had a total of
131 pre-licensure nursing programs: 84 ADN prograf%s BSN programs, and 15 ELM
programs. While there has been an increase ifal@iadmission space, nursing programs
continue to receive more applicants than prograansaccommodate. In 2007-08, according
to BRN, 20,402 qualified nursing program applicaii®.7%) were not accepted for
admission.

The California Employment Development Departmenpjgots that the state will need

approximately 240,000 RNs by 2014. According t028stimates by the LAO, the supply of
RNs in 2014 will total only about 228,000. Furth€alifornia does not appear to be keeping
pace with the need for nursing faculty. AccordingBRN, in 2008 there were 170 vacant
faculty positions within nursing education programi a 2009 report by the California

Postsecondary Education Commission (CPEC), CPECIwded that "in the absence of

continuous legislative and institutional interventi the demand for services provided by
vocational and registered nurses over the nextyéams will greatly outpace the supply of
nurses anticipated to flow from postsecondary degregrams.”

Staff recommendsthat this issue be held open, pending the May $k@vi




V. Capital Outlay.

As part of the 2009-10 Budget Act adopted by thgidlature in February 2009, $774 million
worth of higher education capital outlay projeatsded with Lease-Revenue Bonds were
deleted "without prejudice." Additional dollars2dl million) were appropriated from prior-
year General Obligation Bonds to support 38 preject UC, CSU and Community College
campuses. In all but one case for UC/CSU, theadolre being used to equip the buildings,
thus finishing the projects. However, prior-yean@ral Obligations bonds are being used to
start 18 new projects at community colleges, thdughling is not available to finish them.

Of the Lease-Revenue Bond (LRB) projects propo$4d9 million would be appropriated to
the UC and $325 million to the CSU. Given that LB&bt service costs are repaid using
General Fund appropriated directly to the univgrsggments, the Community Colleges are
excluded from the Administration's LRB proposal dnese their debt service payments would
be deducted from their "share" of Proposition 98)st putting their traditional education
programs at risk.

The Governor’s proposal relies heavily on leasenee bonds for funding projects at UC
and CSU because, without the passage of a newaestdigation bond measure, existing
General Obligation (GO) bond dollars are essegtathausted.

The questions before the subcommittee avghat are the pros and cons of using LRB to
finance higher education facilities? Is this thestbfunding mechanism available? How do
LRBs compare to General Obligation bonds?

Background Like GO bonds, LRBs allow the state to borrowney to build facilities for a
variety of purposes. The UC and CSU have the amyhto issue their own LRB debt
financing for projects that will generate revenue.{ student housing; parking). The cost of
construction (including planning and equipmenthesn borrowed from the marketplace using
the future revenue stream of the facility as celialt In the case of the proposal before the
Legislature, the Administration proposes to borayainst the future General Fund "revenue
stream” that would be appropriated to the univeisystems. LRB's are subject to legislative
appropriation, while GO bonds must be approved fiys2/3 vote of the legislature, followed
by a majority of the voting electorate. Furthenahcing projects with LRBs, is dependent
upon the marketplace, but tends to cost slightlyeniikan GO bonds.

Lease-Revenue Bonds Cannot Be Used for the Segmeétighest-Priority Capital Projects.
Due to requirements for selling the bonds, leasefree bonds are limited to funding new
buildings, replacement buildings, additions, orngigant renovations. Many of the
segments’ top priorities—such as seismic upgragesor renovations of older buildings,
campus infrastructure, capital renewal (upgradeduiding systems), and minor capital
outlay—cannot be funded with l|ease-revenue bond®Ilder buildings and outdated
infrastructure typically represent the greatesetyafisks on campuses. Lease-revenue bonds
can be used to demolish and replace older buildimgiscannot be used for minor renovations



of the existing structures, which is often moretceficient. Capital renewal and minor
capital outlay are also cost efficient because thaintain existing buildings, extending their
useful life. The Governor’s 2009-10 proposal fo€ ldnd CSU includes two replacement
buildings and one extensive renovation, but otheewiroposes new buildings. Meanwhile,
seismic renovations, infrastructure projects, atigero priority projects in the segments’
capital outlay plans remain unfunded.

DOF Concluded Equipment Cannot Be Funded With LeaBevenue Bonds.

As recently as the00708 Budget Actlease-revenue bonds were used to cover all pludses
higher education projects—including equipment. Idear, DOF recently told state agencies
that it will no longer allow lease-revenue bonddit@ance the equipment phase of projects
due to requirements in the underwriting processtferbonds.

The Governor proposes using lease-revenue borfdsdothe initial phases of 14 projects at
UC and CSU, requiring that additional funds be madalable for their equipment phases in
subsequent years. The total estimated equipmests ¢or these 14 projects would be $32
million. The 200809 Budget Actlso used lease-revenue bonds to fund 11 projédiCa
and CSU that will require an additional $18 millilor equipment. The UC indicated that
some campuses would use gifts or other funds terctheir equipment costs. Since UC and
CSU’s general obligation bonds are depleted, tha#e stoters would most likely need to
approve additional general obligation bonds in pifde the state to cover these equipment
costs.

The LAO believes that the state should not invegtrojects that lack sufficient funding for
their completion. The LAO recommends that, shablkl Legislature approve LRB-funded
projects, it require UC and CSU to commit to usmugpstate funds for the equipment phases
prior to appropriating lease-revenue funding for the=& projects.

General Obligation Bonds Provide More Flexibility.

Relying on lease-revenue bonds to finance highecatén capital outlay limits the range of
projects which the state can support. In the lamg this financing method promotes costlier
growth and replacement projects as opposed to atioog. Further, it also limits the ability
of the state to support essential projects inclgidirismic upgrades, campus infrastructure
projects, and capital renewal. For these reasbersl.AO believes that, over the long term
the state would need the flexibility of generaligation bonds to continue meeting higher
education’s capital outlay demands. However, tWgLwould note that in the current
economic climate, moving projects forward on_a slenm basis with LRB may allow the
state to take advantage of low construction costas shorter-term method was employed by
the Legislature in th00809 Budget Actwhereby the statesed LRBs for many UC and
CSU projects in lieu of the Governor’'s original posal to fund education projects with a
new 2008 GO bond measure.



Related Legislation.

Related legislation includes Assembly Bill 220 (&rdey) which would place a Kindergarten
through University GO bond for school facilities the next statewide ballot, and Senate Bill
271 (Ducheny) which would place a Higher Educat bond on the ballot.

Staff recommendsthat this issue be held open pending both the Rayision and the
pending policy discussions surrounding placing ale@d bill on the statewide ballot.




V. Consent
Staff recommendsthat the following items be approved:
1) Item 6440-402 _Capital Outlay, University of Gatnia. Authorize Garamendi

financing, Per April Finance Letter (Issue 001)J&ed to the construction of projects on the
UC Santa Barbara and UC San Diego campuses.

2) Item 6440-491 _ Capital Outlay, University of Gathia. Per April Finance Letter
(Issue 001), Reappropriate funds for 14 capitaljgets (numbered 1-14) due to delay in
Pooled Money Investment Board financing.

3) Item 6440-492 _Capital Outlay, University of Gatnia. Per April Finance Letter
(Issue 001), Extend period of liquidation for 24ital projects (numbered 1-24) due to delay
in Pooled Money Investment Board financing delays.

4) Item 6610-491 _ Capital Outlay, California Stateiwérsity. Per April Finance Letter
(Issue 001), Reappropriate funds for 24 capitaljgets (numbered 1-24) due to delay in
Pooled Money Investment Board financing.

5) Item 6610-492 _Capital Outlay, California Stateiwérsity. Per April Finance Letter
(Issue 001), Extend period of liquidation for 9 itapprojects (numbered 1-9) due to delay in
Pooled Money Investment Board financing delays.

6) Item 6870-001-0001 _ State Operations, Califo@oanmunity CollegesPer April
Finance Letter (Issue 001), Increase reimbursemientsflect interagency agreement with
the California Emergency Management Agen$g00,000

7) Item 6870-001-0001 _ State Operations, Califo@wanmunity CollegesPer April
Finance Letter (Issue 004), Increase reimbursemtentsflect receipt of additional
Workforce Investment Act (WIA) funds from the Egmpknt Development Department
(EDD). $600,000

8) Item 6870-111-0001 _ Local Assistance, Califoi@@mmunity CollegesPer April
Finance Letter (Issue 003). Increase reimbursementeflect the receipt of additional funds
from the Carl D. Perkins Vocational and TechnicduEation Act.$19,546,000

9) Item 6870-111-0001 _ Local Assistance, Califot@@mmunity CollegesPer April
Finance Letter (Issue 005). Increase reimbursementeflect the receipt of continuing WIA
funds for use in the nursing prograr$i6,000,000

10) Item 6870-111-0001 _ Local Assistance, Califo@@nmunity CollegesPer April
Finance Letter (Issue 006). Increase reimbursemant adopt provisional language to
reflect the receipt of WIA funds for use in allleshlth programs.$2,000,000




11) Item 6870-111-0001 _ Local Assistance, Califo@@nmunity CollegesPer April
Finance Letter (Issue 007). Increase reimbursemantl adopt provisional language to
reflect the receipt of continuing WIA funds for us@rograms to train
Corpsmen/Paramedics for Nursing caree$d.,200,000

12) Item 6870-301-6028 _ Capital Outlay, Californiendnunity CollegesPer April
Finance Letter (Issue 301). Revert authority faglininary plans and working drawings for
the San Diego City College Child Development pitogedistrict's request$594,000

13) Item 6870-497 _ Capital Outlay, California ComntyiColleges Per April Finance
Letter (Issue 303). Revert project savings fronfatilities projects. $13,321,000

14) Item 6870-497 _ Capital Outlay, California ComntyiColleges Per April Finance
Letter (Issue 303). Revert construction and eqeipmauthority for the Santa Barbara City
College High Technology Center. $8,150,000

15) Item 6870-301-6049 _ Capital Outlay, Californian@nunity CollegesPer April
Finance Letter (Issue 304). Reduce appropriatmrSanta Barbara City College High
Technology Center by the $8,150,000, as noted ab$22,522,000

16) Item 6610-490 _ Capital Outlay, California ComntyiColleges Per April Finance
Letter (Issue 305), Reappropriate funds for 68 taprojects due to delay in Pooled Money
Investment Board financing.

17) Item 6610-491 _Capital Outlay, California ComntyiColleges Per April Finance
Letter (Issue 302), Extend liquidation period faotyears for 49 capital projects due to delay
in Pooled Money Investment Board financing.

18) Item 6870-493 _Reappropriation, California ComityColleges Per April Finance
Letter (Issue 002). Reappropriate and adopt aca@mimg provisional language related to
federal Department of Labor funds for the Logisttegram. $100,000
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|. Decentralization of Cal Grant Programs

As part of his 2009-10 Budget, the Governor prodasecentralizing financial aid programs
administered by the California Student Aid Comnuas(CSAC) and granting authority to
the public higher education segments to administerprograms directly. Specifically, the
University of California (UC), the California Statdniversity (CSU) and the California
Community Colleges (CCC) would administer Cal Grantitlement awards for students
attending the respective institutions. The Chdacsl|Office of the CCC would administer
competitive awards for students at all segmentseautittement awards for students attending
private institutions.

As part of the 2009-10 Budget Act adopted by theyidlature in February 2009, the
monetary savings and statutory changes associatiedhis proposal were removed from the
Budget Act "without prejudice”. Thus, the subcornie® is now considering the proposal in
its original form. The Governor estimates thatefdralizing Cal Grants — coupled with
consolidating the operations of the CSAC and Calito Postsecondary Education
Commission (CPEC) — will result in monetary savirais$2 million in the first year and
approximately $4 million annually thereafter. Whihese savings are minimal, the potential
for increased student access and service warnantef discussion of the proposal.

A. Background.

The California Student Aid Commission (CSAC) adrsiers a variety of student financial
aid grant and loan programs, including severaled#ifit Cal Grant programs. Cal Grants
provide for tuition and fees up a maximum of $9,p@8 year (for students attending private
institutions) for four years. An additional annstipend of $1,551 is available for Cal Grant
B recipients. The Cal Grant programs provide awdodneedy and academically eligible
students and include:

1) Cal Grant A & B 'entitlement’ programs for guating high school seniors and recent
graduates.

2) Cal Grant A & B 'competitive' programs for stémtls who begin college more than a
year after graduating from high school.

3) Cal Grant C for students attending occupatiaralocational programs of at least
four months in duration.

For 2008-09, an estimated 277,000 Cal Grant new randwal awards were offered to
students. For 2008-09, CSAC estimates that theeaefrund will provide approximately
$880 million in support for the Cal Grant programs.

The Governor's proposal does nmiark the first time the issue of decentralizingtest

financial aid programs has come before the Legistat In 2002, the Legislature adopted
supplemental report language in the Budget Actctiimg the CPEC to convene a task force
to examine alternative delivery systems for théedaCal Grant programs. CPEC submitted



a report on the task force’s recommendations ir3208mong the main recommendations
from the task force were:

» The state should undertake a transition toward rapoa-based, decentralized
model for the delivery of Cal Grant awards, ond tkamore consistent with the
federal student aid delivery system.

* CSAC should convene a task force to develop a nefinidon of and
methodology for calculating the Cal Grant high silgrade point average that is
more commonly available from high schools and meelily used by colleges.

» The state needs to obtain complete and accuratemation concerning the true
costs of both the current Cal Grant delivery systenwell as implementing the
alternative decentralized model recommended.

Following submission of the report in 2003, AssgymBIll 1323 (Jackson), was introduced
to implement the recommendations. The Assembhhéfigcducation Committee passed the
bill unanimously, but the bill failed passage ie thssembly Appropriations Committee.

[I. Discussion

With the exception of the CSAC, the concept of déedizing Cal Grants has been
universally embraced by the higher education system

CSAC believes that the decentralization proposdl fglls to demonstrate how students
benefit from a one-stop shop system of financid] @) will adversely impact low-income
and underrepresented students; and (C) will na saaney.

A. The following arguments are offered by the Legjisk Analyst, illustrating how
students may benefit from a one-stop financial'sibp":

Current Process Is Fragmented.

From the student’s perspective, the current firglnamid process is fragmented and often
confusing. Students may have to submit informatmthe CSAC office in addition to
their campus financial aid office. They receivarespondence from CSAC, which
sometimes duplicates information they have alreadgived from the campus office, and
sometimes contradicts it, when the campus commtiorceg based on new information.
In addition, a student’s contact with the localafcial aid office is usually face-to-face,
with an individual counselor, whereas communicatwith CSAC is through a web
application, mail, e-mail, or call center.

Campuses Already Provide Most Financial Aid.

Most student financial aid is awarded to studehtsugh campus financial aid offices
based on a common, web-based application form Fitee Application for Federal
Student Aid, or FAFSA). The federal DepartmentEoiucation uses information from



the FAFSA (including family income and assets, andhber of children in college) to
determine the expected family contribution (EFCampus financial aid officers use the
EFC, in conjunction with information about the cosif attending their institutions—
including books and living expenses—to determinehestudent’s financial need. They
then “package” various types of financial aid toetnas much of the financial need as
possible. Campus financial aid officers make awdodsmost categories of need-based
gift aid. They award Pell grants based on fedeligibdity criteria, and invoice the
federal government for just-in-time payment througlactronic funds transfer. They
award institutional funds, following campus or gystpolicies and guidelines. The main
exception is Cal GrantsFinancial aid officers can estimate the amountfurfding
students are likely to receive from the Cal Gramitiement program, but they are not
authorized to approve the awards, thus makingfiicdit for them to provide students
with a comprehensive financial aid package. States that, shifting students from a
statewide program to one that is campus-based mase 40 alleviate student "sticker
shock” by allowing campus financial aid officers pjoesent a complete financial aid
package to students upon admission.

B. The California Education Round Table (which reerds all segments of higher
education) offers the following argument in resmorie CSAC's concern that the
proposal puts low-income and disadvantaged studemisk:

The higher education institutions in fact beliehattthese populations of students will
benefitfrom a campus-based financial aid system. Spatlfi under a decentralized
model, students and families who traditionally haless experience navigating
bureaucratic systems, would be provided a singtectdlink to financial aid information.
Further, allowing campuses to notify students ahsdion decisions anfillll financial
aid information as early as January, means thatests will have a complete financial
aid package upon which to assess their enrollmerisidns.

C. The following comments are offered by both thegikktive Analyst and the
California Education Roundtable in response to CSAfSsertion that the proposal will
not save any money:

Annual Savings Estimated at $2 Million.

The decentralization component of the restructugrgposal accounts for about half the
savings anticipated by the administration. The dd&pent of Finance (DOF) estimates
that approximately 20 CSAC employees are perfornmsgs that are largely duplicative
of work performed in higher education campus finanaid offices. Eliminating these
positions, and another 10 support positions (swchcaounting, personnel and business
services), would save an estimated $2 million aliyua

Cost Savings Associated with Decentralization Uragle

Campus financial aid offices are already performimast of the tasks required to identify
eligible students and make grant awards. They Isggeems in place to estimate Cal
Grant eligibility as part of their financial aid ggaaging. They are also responsible for



verifying student eligibility before disbursing gita. In some areas, decentralization will
reduce the workload of financial aid offices anduee administration costs. From the
campuses’ perspective, the Cal Grant award prasedaplicative and labor-intensive,

and often creates additional work for financial @iounselors to resolve conflicting

information. Thus, by reducing redundancy, de@izetion of Cal Grants may result in

monetary savings.

However, there are some tasks that could createcosts for the campuses. Currently,
CSAC collects verification of GPA and high schoolduation centrally. Many high
schools transmit the required data electronicallyall students. Some, however, do not
have the capacity to transmit the data, and mustige it manually or leave it up to
students to submit. Students are ultimately resiptenfor ensuring that their information
is submitted. The CSAC keeps track of submissiand, notifies students of missing or
incomplete information. Most campus financial affices (and segment offices) do not
have systems in place to assume tracking of thatse dnd developing the systems could
be costly.

Options to Avoid the Higher Costs.

Part of the reason it may be costly to develop ghggstems is that the Cal Grant
requirements do not match those for other finaraihlor academic programs. The LAO
offers the following recommendations for achievawgt savings:

> Aligning the statutory requirements of the Cal @narogram with similar
requirements for federal financial aid programsr &ample, the state could
eliminate the use of income and asset ceiling®terthine eligibility, and instead use
the federal needs methodology.

> Eliminating some of the Cal Grant requirementgr &ample, there is no added
value in GPA verification for students attending ,U&here the minimum GPA for
admission (3.0) matches or exceeds the minimum @PALal Grant eligibility (2.0
to 3.0, depending on the program). Likewise, CedrE eligibility criteria include
income and asset ceilings, while most programs relstead on the more
comprehensive federal need analysis.

> Leaving some centralized functions at the stateelldwhether or not the
Legislature consolidates CSAC with CPEC).



[ll. Implementation Challenges.

Staff notes that, despite the above-noted argumantfavor of decentralization, the
Administration's proposal is not without implemeirta challenges.

A. Community College GPA

Specifically, under the Governor's proposal, comityucolleges would be required to
assess eligibility, even though there is no requoéet for students to submit high school
transcripts. Thus, local colleges will have no idaer fully determining student
eligibility in the absence of a verified grade pgaawerage (GPA). This issue only applies
to the CCC's, as all other higher education instiis collect high school GPA
information.

B. CCC Chancellor's Office Administration of Specfied Program Components.

As proposed by the Governor, the Community ColleGaancellor's Office would be
responsible for administering the Competitive Caai@ proposal, as well as dispersing
grants to students at private colleges and uniwessi The administration did not provide
a rationale for its proposal to administer compagitand private college grants through
the CCC Chancellor’'s Office, although performinggb functions centrally appears to
make sense. Performing these two tasks will likphesent a challenge for the
Community College Chancellor's Office. Furthermoteemains unclear if "funneling”
Cal Grant dollars through the CCC's to privateegmsl students is truly necessary to avoid
legal issues associated with gifting public funds.

C. Retaining Limited Centralized Functions.

Some functions would need to remain centralizesksypmably at the CSAC or a
successor agency. Financial aid functions, suchdasinistering specialized programs
and conducting compliance audits, are best suitedaf state-level entity. Another
important function is tracking remaining eligibylifor students. Because Cal Grants are
portable, and can be moved from one institutioartother, students may use a portion of
their eligibility at several different institutionsCurrently, CSAC tracks utilization, and
campus financial aid offices—as well as grant recifs—can access this information on
a web-based system. To maintain portability of Gednts and ensure that students do
not exceed their maximum utilization periods, it udb be important to maintain

D. Distribution of Cal Grant Dollars to Public Campuses.

Under the administration’s proposal, Cal Grant fumauld be appropriated to the public
higher education segments—and to the CCC ChanelDifice for private institutions
and competitive awards—based on current utilizapatierns. (The Director of Finance
could transfer unexpended funds among institutjolghile this model could accomplish
some of the goals of decentralization, federal Be#int distribution model may provide
important advantages. In that model, campuses makeds to students directly, and the
federal government promptly transfers funds to taenpuses based on invoices for
approved awards. This process bypasses the sysfires, and avoids extensive



payment and reconciliation cycles required underdirrent Cal Grant model. It would
keep General Fund cash in the State Treasury intif needed, and minimize
overpayments and underpayments to the campusesthé&rbenefit of this model is that
it would maintain a clearer distinction betweertes@@al Grant funds and institutional aid
funds. It would also facilitate tracking of indial student utilization and remaining
eligibility across institutions. The LAO notes hewer, that implementation of such a
system would likely take a year or more.

LAO Recommendation.

The LAO recommendation mirror several of the rec@andations from a 2002 CPEC task
force report on decentralization. Specificallyg IbAO recommends that the Legislature ap-
prove the Governor's proposal to decentralize CabnG administration, with some
modifications.

> Permit campus financial aid offices to apprové Geant entitlement awards for
eligible students.

> Establish a just-in-time funding model for Cala@ts parallel to the federal grant
distribution model.

> Maintain several functions in CSAC or its sucoessganization, including track-
ing of utilization and remaining eligibility, admairation of competitive and
private college grants, and administration of splem@d aid programs. Do not
transfer statewide functions unrelated to commuaodjege students to the CCC
Chancellor’s office.

> Consider statutory changes in requirements for Gahnts to streamline
administration of awards while preserving the ih@fithe financial aid programs.
These could include changes to the GPA verificatezuirement and income and
asset ceilings.

Action Item - Staff Recommendation.
Given the benefits to students of a campus-basadial aid system, staff recommends that
the subcommittee adopt "placeholder” trailer laitiguage related to this proposal.

This "placeholder" language is to be based on ttmiAistration's proposal, but take into
account the LAO's suggestions related to: (1) usirigderal Pell Grant funding model; (2)
retaining some core functions at a centralizedljeaed (3) developing a better system for
the administration of competitive Cal Grants anaihgs to private college students.

OUTCOME: Staff recommendation adopted (3-0), with understanding that issue
would be contained in a stand alone budget trailelbill.



[I. Consolidation of CSAC and CPEC.

The Governor’'s proposal would eliminate both thestaxg CSAC and the existing CPEC
and in their place establish (1) a new executianbin department to administer financial aid
and outreach programs; and (2) an advisory boaitth & composition and appointment
process similar to those of the existing CPEC—bwbiuld have no formal powers.

A. Establishment of New Executive Branch Higher Edcation Entity.

Although there may be some specific concerns ath@uGovernor’s reorganization proposal
(as noted later in the agenda) , staff ndted it may make sense to move the CSAC's duties
into an executive branch department. CSAC’s prymaasponsibility is to administer
programs governed by statute. While CSAC also reeends changes to financial aid
programs, most of its attention has been focused porgram implementation and
organizational issues, rather than policy matter§uch implementation of laws is
fundamentally a responsibility of the executiverfmfa  Most of CSAC’s functions are
ministerial and could appropriately be performed an executive branch department.
Further, the LAO notes that eliminating the indegemt governing board that oversees
financial aid administration could resolve longstiaig conflicts between it and the board of
CSAC's auxiliary organization (EAFUND).

B. Establishment of Accompanying Advisory Board.

The Governor’s proposal would transfer CPEC’s fioms to the new executive branch
department described above, under the supervisiotiheo Secretary of Education. An
advisory board would provide recommendations to diepartment director (and to the
Governor, Legislature, other governmental officiald institutions of postsecondary
education), but would have no direct authority &fprm policy analysis, planning, or
coordination of higher education independent frdra éxecutive branch. Given that the
advisory board would have no formal powers, it wioble up to the director, who is
answerable to the Governor and not bound by themewendations of the advisory board, to
carry out the department’s functions.

In recent years, there have been increasing cosicmout CPEC’s ability to effectively
perform its responsibilities. In a 2003 white papa this topic commissioned by the
Legislature, a working group (convened by the @ffaf the Legislative Analyst) identified
three reasons for this: (1) The scope of CPE@m&iry responsibilities is varied and broad;
(2) CPEC's responsibilities are not matched teatsources; and (3) A tension exists between
CPEC's coordination/advocacy responsibilities atsdrole as an independent fiscal and
policy watchdog. Other factors, such as the comipasof the commission, may also
contribute to its underperformance.

Reflecting these concerns, support for CPEC hasa beelining among policymakers. In
2002-03, Governor Gray Davis’ May Revision budgetgmsal sought to eliminate nearly all
funding for CPEC. The Legislature rejected theppsal, but reduced CPEC’s funding by
one-third. In 2005, the Governor supported thef@aia Performance Review proposal to
eliminate CPEC and merge its functions into an etree office. In 2008, Senate



amendments to the proposed budget would have begimase-out of the organization over
three years.

Recent legislation sought to addresses some of tteexcerns. Chapter 514, Statutes of 2008
(SB 361, Scott), directs CPEC to give priority tangpus and program reviews and

recommendations, implementation of federal prograansl data management responsibil-
ities when all functions and tasks cannot be paréal within budgeted resources.

C. Challenges.

Policy Analysis Role Requires Independence.

An independent governing board is useful when ther@ need to protect an agency’s
work from undue political influence, or when thénpary audience for an agency’s work
products includes both the legislative and exeeutiranches. The CPEC meets both of
these conditions. In the LAO's view, the interestshe state are best served when the
Governor and Legislature can base their policysieas on rigorous, unbiased analysis
supported by thorough research and accurate dataigher education policy analysis
were conducted in an agency under executive coritrelLegislature could reasonably
be concerned about partisan or ideological biakis Tould intensify existing concerns
about the quality of CPEC’s work products. Furthere, if the functions of CSAC and
CPEC were consolidated into a single organizatizere could be a perceived conflict of
interest in at least some of CPEC’s analytical woltkis important to note that a policy
body in the executive hierarchy would also not Ibeefto critically appraise the
administration’s budget and policy proposals, fartdiminishing its usefulness to the
Legislature.

Development of an Advisory Board.

The LAO raises questions related to the advisorgrdhoby specifically asking why a

strictly advisory body with no actual authority sita be statutorily created. Instead, the
LAO finds it would be a better management prackicehe director to regularly convene

one or more advisory panels representing the higlercation segments and other
stakeholders for regular consultation about erdittivities. If it wishes to ensure that
this takes place, the Legislature could requiredinector to convene and consult with
such panels. This could be done without creatifayraal advisory board in statute.

Exclusion of Private Postsecondary and Vocationalc®ools.

The administration’s restructuring proposal doesamrompass the regulation of private
postsecondary and vocational schools. AccordinipeéoLAO, the Governor’s proposal,

provides an opportunity for the Legislature to d¢des a broader reform that could

include this function. Should the Legislature amer a new regulatory framework for

these institutions, it may wish to reconsider whagst to place the regulatory functions.
Currently, the Bureau for Private Postsecondary\amchtional Education (BPPVE) is in

the Department of Consumer Affairs, emphasizing cbasumer protection aspect of
private postsecondary school regulation. The LAddes that, placing it in a higher



education agency could instead highlight the rdlprivate postsecondary institutions in
the state’s system of higher education. In addjttbere may be some overlap between
the audit and data management activities requicedegulate private postsecondary
schools and similar activities required to moniiarplementation of financial aid
programs at public and private institutions (inachgd many private postsecondary
schools).

LAO Recommendation.

The LAO recommends that the Legislature accept mtesnents of the Administration's
restructuring proposal, as it relates to reconfiggfinancial aid administration and oversight
into the executive branch.

However, the LAO recommends againstate a statutory advisory body. Instead, th©LA
would prefer that the director of the new departhm@mnvene one or more advisory panels
representing the higher education segments and sthkeholders for regular consultation
about agency activities.

Further, in order to maintain policy independenttes LAO recommends the Legislature
reject the portion of the Governor’s proposal rdétio the consolidation of CPEThe LAO
believes that other changes could preserve CPE@Ispendence and address specific
problems and concerns about the agency’s performa@btanges in structure and duties, for
example, could address previously identified deficies.

Action Item - Staff Recommendation.
Staff recommends that the committee adopt "placknbltrailer bill language based on the
Administration's overall consolidation scheme, tantinue addressing unresolved issues.

Based on the Administration's proposal, this "pheteer’ language will: (1) take into
account the LAO's suggestions related to preserving independence of policy
recommendations, (2) attempt to include the BPRZEgxamine options for where the new
organization is to be housed; and (3) consider rd@ad membership on the consolidated
organization's governing board.

OUTCOME: Staff recommendation adopted (3-0), with understanding that issue
would be contained in a stand alone budget trailelbill.
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CONSENT
The following items are proposed for consent:

1) Item 6440-496 Capital Outlay, University of f@nia. Revert funding for San
Diego Structural and Materials Engineering Buildjnger May Finance Letter (Issue 001).

2) Item 6870-497 Capital Outlay, California ComntuiColleges Revert funding
for College of the Redwoods Science/HumanitiesdBig) per April Finance Letter (Issue
303).

3) Item 6870-301-6049 _ Capital Outlay, Californian@aunity Colleges Appropriate
funds for both working drawings and constructioagds of College of the Redwoods
Science/Humanities Building, per April Finance keeitissue 306).

4) Item 7980-001-0001 _ Support, California Studeitt Bommission Amend
provisional language, per April Finance Letter (igs007), to clarify Commission's ability to
conduct compliance reviews of specialized grangmms.

OUTCOME: Consent agenda adopted (3-0).
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