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6110 DEPARTMENT OF EDUCATION
6870 (ALIFORNIA COMMUNITY COLLEGES

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

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

Background:

California provides academic instruction and suppsmrvices to over six million public school
students in kindergarten through twelfth grade @-and 2.3 million students in community colleges.
There are 58 county offices of education, approxeyal,000 local K-12 school districts, more than
10,000 K-12 schools, and more thanl1,200 charteoashthroughout the state, as well as 72
community college districts, 113 community collegampuses, and 70 educational centers.
Proposition 98, which was passed by voters as aandment to the state Constitution in 1988, and
revised in 1990 by Proposition 111, was designegutirantee a minimum level of funding for public
schools and community colleges.

The proposed 2016-17 budget includes funding atPdmposition 98 minimum guarantee level of

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

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

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

Proposition 98 Funding. State funding for K-14 education—primarily K-12 #&ceducational
agencies and community colleges—is governed larigglf?roposition 98. The measure, as modified
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by Proposition 111, establishes minimum fundingumnegments (referred to as the “minimum
guarantee”) for K-14 education. General Fund resssjrconsisting largely of personal income taxes,
sales and use taxes, and corporation taxes, arbimednwith the schools’ share of local property tax
revenues to fund the Proposition 98 minimum gua@nihese funds typically represent about 80
percent of statewide funds that K-12 schools rexelNon-Proposition 98 education funds largely
consist of revenues from local parcel taxes, dibel taxes and fees, federal funds and proceeds fr
the state lottery.

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

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

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

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

Source: Legislative Analysts’ Office and DepartmehEinance

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

Test Calculated Level Operative Year Times Used
Test 1 | Based on a calculated percent of | If it would provide more funding 4
General Fund revenues (currently | than Test 2 or 3 (whichever is
around 38.1%). applicable).
Test 2 | Based on prior year funding, If growth in personal income is 14

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

Test 3 | Based on prior year funding, If statewide personal income 9
adjusted for changes in General Furgtowth > growth in General Fund
revenues plus 0.5% and attendancerevenues plus 0.5%.

Generally, Test 2 is operative during years when®eneral Fund is growing quickly and Test 3 is
operative when General Fund revenues fall or grtowlg. The Test 1 percentage is historically-

based, but is adjusted, or “rebenched”, to accéamiarge policy changes that impact local property
taxes for education or changes to the mix of pmoagréunded within Proposition 98. In the past few

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

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

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

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

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

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

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

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

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

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

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

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

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

Spike Protection. Proposition 98 also has a built-in formula to pr@véarge increases in the
guarantee, referred to as “spike protection”. Tuasstitutional formula specifies that in years wiaen
Test 1 is operative and is greater than the Tesh@unt by 1.5 percent of General Fund revenues, the
when calculating the guarantee level in the subsatoyear, the excess amount over the 1.5 percent of
General Fund revenues is not included in the cafimn. This part of the formula has only been iaypl
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twice, spikes in revenues in the 2012-13 and 2@ 4€hrs, resulted in spike protection reducing the
impact of these revenue gains on the 2013-14 ahf-26 minimum guarantees, respectively.

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

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

Governor’'s Proposal:

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

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

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

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

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

Enrollment and Cost-of-Living Adjustments. The proposed budget reflects an estimated
decrease in student enrollment in the K-12 systepecifically, it reflects a decrease of $150.1
million in 2015-16, as a result of a decrease m thojected average daily attendance (ADA), as
compared to the 2015 Budget Act. For 2016-17, tidgbt reflects a decrease of $34.1 million to
reflect a projected decline in ADA for the budgety. The budget also proposes an increase of $61
million in Proposition 98 funds to reflect an inase in charter school ADA. The proposed budget
also provides $22.9 million to support a 0.47 petceost-of-living adjustment for categorical
programs that are not included in the new LCFF.s€hgrograms include special education and
child nutrition, among others. The proposed fundiexgl for the LCFF includes cost-of-living
adjustments for school districts and county offioEeducation.

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

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

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

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

Proposition 47.The budget proposes $7.3 million in Propositionf@&ing to support improved
outcomes for students who are truant, at risk opging out of school, or are victims of crimes.
Proposition 47 reduced penalties for some crimes raquired that 25 percent of the resulting
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savings be invested in K-12 truancy, dropout préeen victim services, and drug and mental
health treatments.

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

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

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

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

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

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

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

California Community Colleges Proposition 98 MajorSpending Proposals.

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

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

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

Other Community College Budget Proposals

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

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

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

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

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

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

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

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

LAO Analysis and Recommendations
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The LAO recently released “The 2016-17 Budget: Bsippn 98 Education Analysis” which includes
detailed information on the calculation of the Rysiion 98 Guarantee and programs provided with
Proposition 98 funding. The LAO’s analyses of sipedProposition 98 funded programs will be
discussed in detail when the subcommittee heansethed program area.

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

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

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

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

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

Subcommittee Questions

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

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

Staff Recommendation

No action, this issue is information only and theg®sition 98 guarantee calculation will be updated
at the May Revision.
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6110 DEPARTMENT OF EDUCATION

Issue 2: Local Control Funding Formula

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

Background:

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

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

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

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

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

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

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

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

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

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

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

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

During the recent recession, the state reducednuevdéimit funding for all districts and also cut
categorical funding for basic aid districts. Thistegorical funding policy was called a “fair share”
reduction in that non-basic aid districts were igtpd through cuts to their revenue limit fundingdu
to the recession, but basic aid districts wereimgiacted by revenue limit cuts because they already
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received no state funding for revenue limits aretéfore would share the burden of reduced funding
through categorical cuts. While most basic aidridist have long histories of being considered basic
aid, there are some that were cut into basic aistwhen the state made these reductions to revenu
limit and categorical funding.

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

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

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

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

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

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

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

Governor’'s Proposal:

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

LAO Analysis and Recommendations

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

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

Staff Comments

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

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

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

Subcommittee Questions

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

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

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

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

Issue 3: Federal Every Student Succeeds Act Updateformation Only)

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

Background

On December 10th, 2015, the federal Elementary &edondary Education Act (ESEA) was
reauthorized with the passage of the Every Stulanteeds Act (ESSA). This replaces a prior version
of the law, passed in 2002, known as No Child Bshind (NCLB). The ESEA was originally passed
in 1965 by the Lyndon B. Johnson administrationthwa primary goal of supporting low-income
students. Under ESEA, states are eligible for otmula and competitive grants, with the largest
being Title | formula grants that states receivetlon basis of the number of low-income students. In
general, the new ESSA law is very similar to NCbBt with some key differences in as noted below.

Title I. Title I provides funding to support the academibiaeement of low income students. Under
ESSA, as under NCLB, states receive funding baseth® number of low-income students, most of
which goes out on a formula basis to local eduoatiagencies (LEAs). Of the total grant, statey ma
use up to 1 percent for state administration. tRer2016-17 year, California anticipates recei8ag3
billion in Title | funds.

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

to adopt challenging academic standards (fedemalo&pl is not required) and implement standards-
aligned assessments in specified grade spans hjetsareas (the same as under NCLB).

States must develop accountability systems thats@tools using academic achievement, growth rates
(K-18), graduation rates (high school), Englishriea progress in language proficiency, and other
factors determined by the state. Academic growtlstnmave the greatest weight. Title | requires
identification of and intervention in the lowestrfpeming five percent of schools, high schools with
graduation rates lower than 2/3 and schools in kvligy subgroup is in the lowest performing five
percent and has not improved over time.

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

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

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

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

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

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

* New ESSA for accountability will take effect in 2018.

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

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

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

Proposed Development of ESSA State Plan

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

The CDE submits an assurance letter to Federalregat of Education
(ED) concerning its transition plan for suppleméptiucational services
(SES) and public school choice in the 2016-17 skhear.

April 2016 Proposed orientation and first meeting for CPAG.
The CDE posts the one-year transition plan for 8&$public school
choice for the 2016-17 school year.

May 2016 CDE solicits input from stakeholders on select congnts of the ESSA
State Plan.
Early June- CPAG Meeting
June 2016 Proposed SBE Information Memorandum on draft cotscepthe ESSA
State Plan.
CDE drafts ESSA State Plan to conform to rulesragdlations.
July 2016

Propose concepts for integrating federal requiréaeith state
accountability.

September 2016 CDE presents early draft of ESSA State Plan basedhstakeholder

input.
October 2016 Proposed CPAG meeting.
November 2016 Draft ESSA State Plan for SBE Review.
December 2016 Proposed CPAG meeting.

CDE revises ESSA State Plan based on stakeholeldibdek and submitg
to SBE for approval at January meeting.

January 2017 )
CDE then submits approved ESSA State Plan to EDh&Pup to 120
days to review ESSA State Plan.
June 2017 (or Accepted ESSA State Plan is published.
earlier)
New Accountability System begins August 2017.
July 2017 The ESSA State Plan takes effect 2017-18 and imgakeprocess to
identify schools for assistance.
2018-19 The new interventions under ESSA are implemented.

Source: State Board of Education and Californiaddepent of Education

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