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SUMMARY CHARTS, ITEMS PROPOSED FOR VOTE ONLY

April 25, 2013

Entity Description Funding Action
California State Library California Cultural and Historical $1.395| Approve
Endowment Grant Funding million
1
Prop 40
bond funds
California Community | Economic and Workforce BBL Approve
5 Colleges, Local Development Program Expenditure placeholder
Assistance Plan — Budget Bill Language (see BBL
Attachment 1)
Campus | Description | Phase]  Action
UC Capital Outlay: Continuing Project, Appropriatio
3 Merced | Science and Engineering Building 2 E| Approve
CSU Capital Outlay: Continuing Projects, Appropr@ts
4a San Jose Spartan Complex Renovation E Approve
(Seismic)
4b Maritime Academy Physical Education Replacement E Approve
4c Bakersfield Art Center and Satellite Plant E Approve
4d Fresno Faculty Office/Laboratory Building E Approve
4e Channel Islands West Hall E Approve
Af Bakersfield Dore Theatre P, WD, &|C Approve
CCC Capital Outlay: Continuing Project, Appropriation
5 Solano College, SolanpTheater Modernization P&WD Approve

City CCC District

E=Equipment; P=Preliminary Plans; WD=Working draganC=Construction

Vote:

Senate Budget and Fiscal Review Committee
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DESCRIPTIONS OF ITEMS PROPOSED FOR VOTE ONLY

ITEM 1. CSL CALIFORNIA CULTURAL AND HISTORICAL END OWMENT GRANT
FUNDING

Governor's Budget Request. The January Budget requests an appropriatiorl 9%
million (Proposition 40 bond funds) to fund addit# cultural and historical resource
preservation grants through the California Cultwadl Historical Endowment (CCHE).
The requested funds represent the unappropriaséduied balance of the Proposition 40
sub fund for cultural and historical resource presgon.

Background. The CCHE was established at the California Stabeary in 2003
(Chapter 1126; Statutes of 2002) to raise the lerafid scope of California’s historic and
cultural preservation program. CCHE is entirelpgrsition 40 bond-funded, including
both for state operations and the various grangnaras it administers. Since its
inception in 2003, CCHE has awarded over $122 onilin preservation grants to help
conserve the tangible aspects of California history

The requested funds in the January Budget représeitalance of Proposition 40 dollars
for cultural and historic resource preservationppfoximately $820,000 of the $1.395
million appropriation would be allocated to an ¢ixig wait list of unfunded Round Four
Projects; the list consists of three projects m tliies of: (1) Atascadero (Restoration of
City Hall - $270,000); (2) Avila Beach (Port Sanisudarbor District, Harford Pier and
Warehouse Canopy Restoration - $300,000); and §8)F8ancisco (Fort Mason Center,
Pier 2 Restoration - $250,000). Using its existstgtutory authority, CCHE would
engage in a new Request for Proposal processamatdl the remaining $575,000 in grant
funds.

CCHE is currently scheduled to formally close ir120

ITEM 2. CCC ECONOMIC AND WORKFORCE DEVELOPMENT PRO GRAM
EXPENDITURE PLAN — R BUDGET BILL LANGUAGE

Summary of Budget Issue The January Budget proposes budget bill prowaio
language conditioning expenditure of $22.9 milliam Economic and Workforce
Development (EWD) program funds until the Chane&l®ffice submits, by July 1,
2013, a proposed expenditure plan to DOF for apglroBubcommittee No. 1 heard this
item on April 11, 2013, and held the item open,luding expenditure of the $22.9
million in EWD funds, pending receipt of an expendé plan. This action was taken to
ensure legislative input into, and approval of, éxpenditure plan. An expenditure plan
has since been submitted; Attachment 1 to this deyés the budget bill language that
comprises the expenditure plan.
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DESCRIPTIONS OF ITEMS PROPOSED FOR VOTE ONLY, Continued

ITEM 3. UC CAPITAL OUTLAY: CONTINUING PROJECT, APP ROPRIATION

3. UC Merced Science and Engineering Building 2Equipment

Governor's Budget Request. In a Spring Finance Letter, the Governor requdsas t

Item 6440-301-0658 be added in the amount of $815,8nd Item 6440-301-6048 be
added in the amount of $3,845,000, to fund thepgant phase for the Merced Campus,
Science and Engineering Building 2 project. Thejgmt provides instructional and

research space for Merced’s School of EngineenmigNatural Sciences. The project is
nearing completion (completion date of May 2014)d 4,220,000 for equipment is

needed to ensure that the facility is fully opexadl when completed.

ITEM 4. CSU CAPITAL OUTLAY: CONTINUING PROJECTS, A PPROPRIATIONS

4a. CSU San Jose Spartan Complex Renovation - Egunent

Governor's Budget Request. The January Budget requests $1.428 million for the
equipment phase of the Spartan Complex Renovatiged®. The project retrofitted the
Spartan Complex, including the Uchida Hall/Natatorj Uchida Hall Annex, Spartan
Complex East, and Spartan Complex Central, whiatlassified with a seismic Level 5
rating. This project meets the current seismicAABNd life safety code requirements,
as well as replacing the building systems.

4b. CSU Maritime Academy, Physical Education Repleement - Equipment

Governor's Budget Request. The January Budget requests $1.295 million for the
equipment phase of the Physical Education Replacefmject. The new facility is
26,500 ASF/38,600 GSF and an outdoor pool to accathate the physical education
classes and the water activities required for Boea by the U.S. Coast Guard.

4c. CSU Bakersfield, Art Center and Satellite Plan- Equipment

Governor’'s Budget Request. The January Budget requests $533,000 for the eauipm
phase of the Art Center and Satellite Plant Projethe project resulted in a new art
center and satellite mechanical plan, and extersitiee campus sewer line.

4d. CSU Fresno, Faculty Office/Laboratory Building- Equipment

Governor’'s Budget Request. The January Budget requests $383,000 for the equipm
phase of the Faculty Office/Laboratory Building jeat. The project resulted in the
construction a new, two-story facility to housedyrate research laboratories, classroom
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space, and faculty offices for the Colleges of Heahd Human Services and Physical
Education.

4e. CSU Channel Islands, West Hall — Equipment

4f. CSU Seismic Upgrade Dore Theatre - Preliminarplans, Working Drawings and
Construction

Governor's Budget Request. The January Budget contains proposed reversibns o
$4,190,000 in state General Obligation (GO) bods were appropriated in the Budget
Act of 2012 as a state match for five life-safetpjpcts at CSU campuses. These
projects were proposed to be funded with a comionabf GO bonds and federal
reimbursements. However, the federal reimbursésmdid not materialize. In a Spring
Finance Letter, the Governor requests that $4,002(6f the $4,190,000 in reverting GO
bonds) be appropriated for the equipment phasecohénuing capital project so that it
can be fully operational when completed, and thgigieand construction for a new
capital project that provides seismic strengtherfimgan existing campus theatre, as
follows:

CSU Channel Islands, West Hall - Equipment. Add Item 6610-301-6048 in the
amount of $2,258,000 from the 2006 University Calp@dutlay Bond Fund to fund the
equipment phase for the West Hall project. Thegeatowill provide new space for
lecture, laboratory and faculty offices to suppearious campus programs such as
computer science, environmental science, and physibe Project will be completed by
February 2015, but equipment needs to be orderededthe 2014-15 fiscal year to allow
sufficient time for procurement and installation“twing lead” time scientific equipment
and information technology/telecommunications emept.

Bakersfield, Seismic Upgrade Dore Theatre - Prelimary Plans, Working
Drawings, and Construction. Add Item 6610-301-6048 in the amount of $1,78@,00
from the 2006 University Capital Outlay Bond Fuedftind the design and construction
phase of the Seismic Upgrade Dore Theatre projedthis project will provide
strengthening work, such as roof bracing and caiomes; to support columns and walls
of the 32-year old Dore Theatre. The CSU’s SeisRéview Board identified this
project as a high priority and the Division of $t&#rchitect has rated this building as a
seismic level six (out of seven), meaning that sesmic event, the building would incur
substantial structural damage with partial collajisgly, with extensive risk to life for
the occupants.
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DESCRIPTIONS OF ITEMS PROPOSED FOR VOTE ONLY, Continued

ITEM 5. CCC CAPITAL OUTLAY: NEW PROJECT, APPROPRIA TION

5. Solano City CCC District, Solano College, Theat Modernization — Preliminary Plans
and Working Drawings

Governor's Budget Request. The January Budget requests $1.183 million for
preliminary plans and working drawings for a projex modernize the Solano College
Theater. The project will renovate, for health aafety reasons, the 20,093 ASF/25,231
GSF building that houses the Music and Theater Rrtsgrams. The renovation will
address severe safety and health, seismic, ADAsaitikty, and failing building
infrastructure issues that make the existing bagdnearly uninhabitable. Due to the
nature and severity of the issues, an extensivevegion is the only realistic means to
address these problems.

The CCC Chancellor’'s Office estimates that the ttanton phase of this project would
cost $12.5 million, for a total project cost of $13nillion. The Chancellor’'s Office has
also indicated that the system has enough GO bhamdsfto complete the construction
phase of the project (scheduled to be completddiyn2016).

Senate Budget and Fiscal Review Committee Page 7
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Item 6: LAO Overview of Infrastructure Planning, B udgeting, and Financing

Panelist: Legislative Analyst’s Office

Summary of Agenda Item. In this informational item, the LAO will provide ¢hsubcommittee
with a brief overview of how the state plans, budgand finances infrastructure projects.

The LAO will also discuss how the universities fica non-state infrastructure projects.
This item is intended to provide background infotiovato help the subcommittee understand
the current infrastructure budget process for tmévarsities, given that the Governor is

proposing to significantly change this processdassed as Agenda Items 6 and 7).

Staff Recommendation. None; this is an informational item.

Senate Budget and Fiscal Review Committee Page 8
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Item 7: UC, CSU, and Hastings - Combine Capital ath Support Budgets and Change
Project Approval Process

Governor’'s Budget Request. The January budget proposes a different approaatapdal
outlay for UC, CSU, and Hastings, as follows:

v' Combine Capital and Support Budget$hifts a total of about $400 million in debt
service costs for general obligation (GO) bond+iced capital improvements at UC
($201 million), CSU ($198 million), and Hastings1($ million) into each segment’s
base budget; makes one last adjustment to UC atdbD8gets for lease-revenue (LR)
bond debt service costs and then shifts the tdRaldebt service funding level of $221
million and $90.5 million, respectively, into easegment’s base budget; and proposes
no further augmentations or adjustments for eitben of debt service payment going
forward. Hastings does not currently have anyestegued LR bond debt.

v" Annual Funding IncreasesUnder the Governor’s multi-year plan for higheueation,
UC and CSU are slated to receive roughly five paroereases each year in the first two
years of the plan, and then four percent increaseh year in the final two years of the
plan. Hastings would receive similar annual insesaover the life of the plan. These
percentage increases would apply todbebinedcapital and support budgets.

v Limits on the Use of Combined Budget for PurpogeSapital Outlay. Proposes budget
trailer bill language limiting use of the combinedpital-support appropriation to fund
pay-as-you go capital outlay projects. The linaits based on the current percent of debt
service to the GF support appropriation; those gpegages are 15, 12, and 17, for UC,
CSU, and Hastings, respectively. Similar percemthits are also placed on new
authority for the segments to pledge their GF apypation to: (a) issue their own debt
for capital projects; and (b) restructure theirpextive LR bond debt related to their
projects (this latter issue is discussed in the itern in this agenda).

v" Changes to Project Approval ProcesBroposes budget trailer bill language making any
new capital expenditures subject to review and @amrby the DOF and the Joint
Legislative Budget Committee (JLBC), separate froime annual budget process.
Projects using state funds would be limited to acaid facilities needed for safety,
enrollment growth, or modernization purposes, a#l a® infrastructure projects that
support academic programs.

Background. Under current law, the Administration is requiréd identify statewide
infrastructure needs and develop proposals for flugiding. Chapter 606 (1999) directs the
Governor to annually submit a statewide five-ya#rastructure plan and a proposal for its
funding. The statewide plan is a consolidationnadividual five-year plans developed by state
agencies. No Administration has provided a statewive-year infrastructure plan since the
Governor’s 2008-09 budget proposal.

Senate Budget and Fiscal Review Committee Page 9



Subcommittee No. 1 April 25,2013

Item 7: UC, CSU, and Hastings - Combine Capitatl 8upport Budgets and Change
Project Approval Process, continued

This Administration indicates that it intends téesse a five-year infrastructure plan this spring,
which would outline the Administration’s infrasttuce priorities for the next five years.
Additionally, theBudget Summarguggests that the Administration is consideringesa@hanges
to the state’s infrastructure spending practicesluding identifying alternatives to limit future
bond authorizations backed by the GF, currently stete’s main source of infrastructure
funding. Some alternatives mentioned include ifgng new funding sources and creating new
mechanisms to prioritize and limit capital spending

Historically, the state has provided infrastructdoeding for the segments’ core academic
missions. For CSU and Hastings, this core fundsgmited primarily to instructional and
administrative space, while the state supportsetfimsctions, as well as research space, at UC.

In the last ten years, the LAO reports that theedtas spent an estimated $10.1 billion on higher
education infrastructure for UC, CSU, and the @atifa Community Colleges. Eighty percent

of that support came from GO bonds and an additib®gercent from LR bonds. Associated

higher education debt-service costs more than @duthliring this same time period, from about

$516 million in 2000-01 to an estimated $1.1 billio 2010-11. Most of the GO bond spending

was from bonds approved by the voters in 1998, 2@0R4, and 2006. In general, the state
provides less funding for higher education projedten the balance of GO bonds is exhausted.
In the case of UC and CSU, the state has typicdibet some of this reduction by funding some

projects with LR bonds. The Legislature has diritrol over state-funded projects, whether
from GO or LR bonds, because each project is futieaigh an appropriation in the annual

budget act.

Currently, the remaining higher education GO bomtharity for UC and CSU is nearly
exhausted; Hastings’ authority is completed exlelistAs contained in the “vote-only” section
in this agenda, the remaining GO bond funds foran@ CSU are being allocated primarily to
the final equipment phases of existing projectsiy Aew GO bond proposal would have to be
placed on the ballot and approved by the voter8.4A and SB 301, which are currently pending
action before policy committees, both propose adKrgarten-University Public Education
Facilities Bond Act of 2014 and authorize an ungpet sum of state general obligation bonds
for education facilities.

The spring and fall 2013 LR bond sales will inclyateviously approved and appropriated LR
bond-funded projects for UC and CSU, effectivelyding the last projects in the LR bond
pipeline. There are no other LR bond-funded ptsjétthe pipeline, as this Administration has
not advanced any new LR bond-funded projects theeilUC or CSU.

The segments have identified significant unmettehputlay needs both in the long-term and for
2013-14. For 2013-14, both the UC and CSU goverbimards adopted extensive state-funded
capital outlay programs, with 39 projects total$t$8.5 million and 38 projects totaling $520

Senate Budget and Fiscal Review Committee Page 10



Subcommittee No. 1 April 25,2013

Item 7: UC, CSU, and Hastings - Combine Capitatl 8upport Budgets and Change
Project Approval Process, continued

million, respectively. The 2013-14 budget requadbtmitted to the Administration was much
smaller: UC advanced four projects totaling $75.@ion and CSU advanced 21 projects
totaling $390.3 million. Hastings has identifiezhg-term needs of $24 million, of which $22
million is designated as high priority. The highpsgorities for each are displayed in Figure 1
below:

Figure 1: Highest Priority 2013-14 Capital Outlay Requests by Segment

Campus Project Phase Amount

UC Merced Classroom and Academic Office Building (345,144,000
UC Riverside Batchelor Hall Building Systems Renkewa WD & C | $13,788,000
UC Santa Infrastructure Renewal Phase 1 C$11,990,000
Barbara

CSU Statewide | Infrastructure Improvements P, WEL & $22,800,000
CSU Pomona Administration Replacement Facility P, WD, & C| $76,546,000

(Seismic)
Hastings 100 McAllister Tower Classroom Expansion , WD, & C| $12,700,000

P=preliminary plans; WD=working drawings; C=constion

Both UC and CSU also have extensive deferred maamize needs; UC reports $1.1 billion in
need, of which $426 million is designated high ptyp and CSU reports $1.7 billion in need, of
which $462.9 million is designated high priority.

LAO Recommendation. The Administration indicates the motivation foontbining the
universities’ support and capital budgets is tovfate the universities with increased flexibility,
given limited state funding. However, the Adminagion has not identified specific problems
associated with the current process used to butigeiegments’ capital projects, nor identified
any specific benefits the state might obtain frév@ proposal. As a result, both the problem the
proposal is intended to address, and the benatithie proposal offers, are difficult to ascertain.

Given the lack of a compelling policy rationale tbe proposal, along with the serious concerns
regarding the loss of the Legislature’s ability glan and oversee infrastructure projects, the
Legislature should reject the Governor’s proposaihe Legislature is interested in developing a
new process for funding the segments’ capital ptsjethen it would need to grapple with
several fundamental issues. Most importantly, ltbgislature would need to: (1) identify the
specific problems with the current capital outlaypgess; and (2) develop a new method for
allocating and overseeing funding that addressesetproblems. As part of this process, if the
Legislature did decide to combine capital and ajparal funding, then the Legislature would
need to assess annual ongoing capital priorittes)tify a reasonable initial amount to transfer,
decide how to adjust that amount moving forward] dacide whether the segments should be
able to pledge their state appropriations to is$elet. Without addressing such fundamental
issues, moving to a new process as proposed bgdliernor is premature.

Senate Budget and Fiscal Review Committee Page 11
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Item 7: UC, CSU, and Hastings - Combine Capitatl 8upport Budgets and Change
Project Approval Process, continued

Staff Comment. The Governor’s approach is a dramatic departuna fhow UC and CSU (as
well as Hastings) capital outlay has been histyicaddressed. This change is being proposed
without any analysis of ongoing needs, not only éapital outlay, but also for deferred
maintenance, for building stock constructed prifgan the 1940s, 1950s, and 1960s at existing
campuses, and for campuses that might be needi ifuture, such as in Chula Vista or the
Antelope Valley. Rather, the budget proposal symplesumes the amount of debt service
funding related to one fiscal year (2013-14) isagpropriate amount upon which to base
ongoing needs, yet offers no evidence to this effec

To this point, a “point-in-time” approach does raatdress potential inequities in current debt
service funding levels between UC and CSU. UtlderAdministration’s proposal, CSU would
have $90.5 million in existing LR bond debt servtefted into its GF appropriation, while UC
would have $221 million for the same purpose stiifteo its base budget. Although, CSU has
twice as many campuses and students as compaléd, tonder the Administration’s proposal,
both UC and CSU are treated the same going forward.

For Hastings, this proposal does not work, dueangd part to the relative size of its budget.
Hastings’ GF appropriation of $9.5 million (inclwshift of $1.2 million to support GO debt
service) accounts for about 16 percent of its agperating costs, and tuition fee revenue
provides about 84 percent. By comparison, for d@ @SU, GF and tuition fee revenue account
for close to 50 percent each of core operatingsco$herefore, shifting $1.2 million in GO debt
service costs into Hastings’ base budget and gwpwirby the 5-5-4-4 plan, and expecting
Hastings to keep tuition fees constant (anotherpmomant of the Governor’'s multi-year plan for
higher education), results in an inability to addrall operating needs, let alone capital needs.
The Administration testified at the March 14 hegrthat it would consider larger percentage
increases (than the 5-4-4-4) in the 2014-15 figeal and the following two years to address this
concern; the Administration proposes no changéise@013-14 budget proposal as it pertains to
Hastings.

If the Administration is concerned about overallbdecapacity and priorities for state
infrastructure spending, and where higher educdttsnnto those priorities, that conversation
begins with the five-year infrastructure plan. Hwer, this budget proposal effectively
presupposes the outcome of that conversation, eg\dministration has decided that higher
education can go it alone (albeit with annual iases in base funding for the next four fiscal
years). In the absence of a larger conversatiautabtatewide infrastructure needs, or an
analysis that shows the provided funding in 2013slthe level needed to meet the segments’
infrastructure needs today, tomorrow, and intoftitare, staff finds no justification to change
higher education capital outlay practices as pregdyy the Governor.

Removing these decisions from the annual budgetesso is also troubling as it would
effectively cede the Legislature’s authority to makigh level decisions about annual
expenditures on higher education, be they for stppaapital outlay. Shifting control over
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Item 7: UC, CSU, and Hastings - Combine Capitatl 8upport Budgets and Change
Project Approval Process, continued

spending priorities away from the Legislature raiserious questions given that the universities
are statewide, public institutions.

In considering these issues, the subcommittee ralsst acknowledge that if it rejects the
Governor’s proposals, what is the process or mbgnghich the capital needs of UC, CSU, and
Hastings will be addressed?

Staff Recommendation. Reject the proposals to combine the segmentdtategnd support
budgets and to change the capital outlay projgetayal process, including the proposed budget
trailer bill language and the conforming changesden&o various budget bill items and
provisions related to capital outlay. Request that Administration return with the five-year
infrastructure plan, including a proposal to addrig€, CSU, and Hastings capital outlay needs,
at May Revision.

Vote:

Senate Budget and Fiscal Review Committee Page 13
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Item 8: UC and CSU - Lease-Revenue Bond Debt Restituring Proposal \

Governor's Budget Request. The January Budget proposes budget trailer aiiglage to
authorize UC and CSU to pledge their GF appropmatio restructure their respective state
Public Works Board-issued lease-revenue (LR) bosiot.d Under the proposed language, the
pledged amount is limited to 15 and 12 percenheftbtal GF appropriation, respectively, which
is the current percent of debt service cost to G#psert appropriation for UC and CSU.

The trailer bill language was modified by a Spri¥igance Letter to state that DOF approves UC
using this new authority to restructure its LR bend generate savings sufficient to fund the
$45.144 million construction phase of the UC Mer@dssroom and Academic Office Building
project from its support budget.

The Administration indicates it is proposing thailgr bill language to provide the segments with
the authority to refinance debt at better ratesmoduce budgetary savings.

Background. Debt refunding (or refinancing) allow for issuanof new bonds at a lower
interest rate but for the same (or shorter) terroroter to realize cash-flow savings, similar to
refinancing a home mortgage. The state routinefiypances its debt to take advantage of lower
interest rates. In these transactions, the segpkthe same repayment schedule, or shortens it,
reducing its interest costs.

Debt restructuring transactions allow for issuaot@ew bonds with a different debt schedule.
Debt restructuring can result in cash flow savingst also typically means paying more in
interest costs. The state does not restructudelisto longer repayment periods for this reason.

The Public Works Board (PWB) was created by theidlatyre to, among other functions,

oversee the fiscal matters associated with cortgruof projects for state agencies. The PWB
is also the issuer of LR bonds. The Legislaturerapriates funds for capital outlay projects;
through review and approval processes, the PWBresghat capital outlay projects adhere to
the Legislature's appropriation intent.

The state currently has about $2.5 billion in anding PWB-issued LR bond debt for projects
built at UC. For CSU, the state currently has atiubillion in outstanding PWB-issued LR

bond debt. In 2013-14, the state will spend a@atl million and $90.5 million, respectively,

to service this debt. Under the budget proposél,add CSU would be granted the authority to
repay the state’s bondholders the $2.5 billion &tdbillion, respectively, owed to them by

issuing their own bonds on their own terms.

In response to the Governor's proposal to allow tm@versities to restructure state

infrastructure-related debt, UC has developed tetemntial restructuring scenarios. (The CSU
has not yet presented a proposal.) Under bothasiosn UC would restructure the existing LR

debt over a 40-year period. Under the state’sectirrepayment schedule, this debt would be
retired fully in half that time. Under UC’s firstcenario, the restructured debt is entirely fixed
rate; under the second, the restructured debt pe®nt fixed rate, and 30 percent
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Item 8: UC and CSU - Lease-Revenue Bond Debtirdstmg Proposal, continued \

variable rate. Because UC would extend the repayrperiod so far into the future, UC
estimates it could lower the annual debt servicamget by about $80 million a year for ten
years under both scenarios. Additional savingeutite second scenario include $30 million a
year for the next nine years. Under both scenaafter year 10 and year 19, respectively, the
university would begin paying a few million dollarsore in debt service annually than under the
current repayment schedule. This difference wauddease significantly in later years, such that
under the first scenario, over the life of the mestured debt, UC estimates it would pay an
additional $2.1 billion. In today’s dollars, thiseans the restructuring would cost nearly $400
million. Under the second scenario, the additiaust in today’s dollars is $4.3 million.

LAO Analysis. UC asserts that extending the repayment tern tgedrs matches the life span
of the buildings built with the bonds. By pushidgbt out to years in which there otherwise
would be no debt service, this approach, howevsks making investments in future facilities
more difficult. For example, the university maywbalifficulty undertaking as many new capital
projects 30 years from now, as it otherwise cobétause it still would be paying off debt issued
over 30 years earlier. Faced with such a situati@ likely would have to: (1) forgo capital
projects it otherwise would have undertaken; (2)irext funding that otherwise would have
gone to support instruction or research; (3) sekktianal funding from the state; and/or (4)
increase student tuition.

The examples above reflect two scenarios provideddG as to how it could restructure the
state’s LR debt. The universities could develdpoproposals with different repayment periods
and financial assumptions. These other proposaisnpally could have lower costs. By
definition, however, restructuring typically meamdending out debt repayments into the future.
As a result, debt restructuring typically meansipgynore in interest. For this reason, the state
does not restructure its debt to longer repaymenbgs.

LAO Recommendation. Given that restructuring debt would cost more ayoinm the long term
and constrain future budget choices, the Legistatshould reject the Governor's debt
restructuring proposal for the universities. € thegislature is concerned that the universities
would lose the short-term savings associated wghdebt restructuring, it could consider other
strategies for the universities to increase revemueduce costs.

Staff Comment. Debt restructuring is inherently a form of budggt borrowing, as it
effectively removes the connection between thenfty and usable life of the asset. It may
well free up cash in the short term, but in theglemterm debt restructuring requires payment of
more interest. For these reasons, this proposat@sistent with this Administration’s overall
message to pay today for today’s costs, and netr @efdelay those costs into the future and pay
more for them.

The stated reasons for this proposal include thatili help the state’s financial picture by
removing the PWB-issued debt from the state’'s lalasheet. However, because the
universities’ ability to refinance the debt is pieded on their being able to pledge their GF
appropriationfunding that is subject to an appropriation in @enual budget acit is not clear
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Item 8: UC and CSU - Lease-Revenue Bond Debtirdstmg Proposal, continued

how responsibility for this debt would actually lmoved from the state’s balance sheet. UC
has also not confirmed that this shift would notéha material impact on the University’s credit
ratings or future borrowing capacity.

This proposal also suffers from inadequate analysassurance as to the out-year impacts. UC
indicates that the rating agencies cannot offeleargudgment on exactly how they will view
this transaction until the final budget languageadopted. Staff respectfully disagrees. The
Administration has released budget trailer billgaage, drafted by Legislative Counsel, to
effectuate this proposal. It would seem this isarete enough to allow the Administration and
UC to obtain verification as to the market impaaftshe proposal, prior to asking the Legislature
to act on it. Staff is also concerned by the tvebtdrestructuring scenarios presented by UC.
The first scenario, which is 100 percent fixed raequite costly. The second scenario, where
the debt is 70 percent fixed rate and 30 percenable rate, is less costly but exponentially
more risky as UC would be subject to risk assunmgtiabout variable rate debt. It is also
guestionable to propose variable rate debt whes @t so low; i.e., rates likely will only go up.

Staff Recommendation. Reject the budget trailer bill language.

Vote:
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Item 9:

LAO Overview of Recent Changes to the Cabrant Program

Panelists:

Legislative Analyst’s Office

Department of Finance
California Student Aid Commission

Summary of Budget Issue. The Budget Acts 02011 and 2012 made significant statutory
changes to the Cal Grant program, particularly wetipard to eligibility criteria for participating
institutions where more than 40 percent of undelgate students borrow federal student loans,
to address concerns about participating institugoality and in order to reduce overall program
costs. None of these changes impacted the engitieaspect of the Cal Grant program. The
LAO will present an informational item to the subuwmittee as to these statutory changes, which
are summarized in Figure 2 below. The LAO willajgesent to the Subcommittee its findings
and recommendations from its recent analysis &fepeogram changes.

Figure 2: Summary of Recent Changes to the Cal GrarProgram

Program Change

2013-14 Law

Prior Law

Tighter Eligibility
Criteria for
Participating
Institutions

Participating institutions must maintair
a maximum cohort default rate (CDR,
proportion of former students defaultir
on federal student loans) of 15.5 perc
and a minimum graduation rate of 30
percent.

No policy prior to 2011-12, when
a CDR of 24.6 percent was
instituted.

Reduction in
Award Levels for
Non-Public
Institutions

Cal Grant A and B new maximum
awards will be $9,084 at independent
non-profit institutions and WASC-
accredited private for-profit institutions
and $4,000 at all other private for-prof
institutions.

Prior to 2012-13, the maximum
award levels had been $9,708 fq
all non-public institutions since
2000 (except for 2004-2006, in
which it was reduced to $8,322)
In 2012-13, Governor’s veto
reduced award levels by five
percent, to $9,223.

=

Renewal Awards at
Ineligible
Institutions

Cal Grant eligible students attending &
ineligible institution will not be able to
renew their Cal Grant for the 2013-14
academic year if they choose to rema
at that ineligible institution.

No policy prior to 2011-12, when
renewal awards were reduced b
20 percent if a student chose to

remain at an ineligible institution,

Tighter Eligibility
Criteria for
Renewal Recipients

Cal Grant recipients applying for
renewal awards must meet certain
financial eligibility criteria.

Prior to 2011-12, Cal Grant
recipients had to demonstrate
financial need but not meet thes

(1%}

“certain” criteria upon renewal.
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Item 9: LAO Overview of Recent Changes to theG2aht Program, continued \

Figure 2: Summary of Recent Changes to the Cal GrarProgram, Continued

Program Change 2013-14 Law Prior Law

Awards Levels Through a veto action, the Governor | Prior to 2012-13, Cal Grant B
Reduced Through | reduced certain Cal Grant awards by | access award had been $1,551;
Governor’s Veto five percent ongoing: (1) Cal Grant B | the Cal Grant C tuition award
Action access award — $1,473; (2) Cal Grant| had been $2,592; and the Cal
tuition and fee award — $2,462; and (3 Grant C book and supply award
Cal Grant C book and supply award 4 had been $576.

$547.
Community College | Codified CSAC practice limiting N/A
Transfer community college transfer entitlemer

awards to students who attended a C
in the academic year before transferri
to a four-year institution.

LAO’s Analysis of the New Eligibility Rules. The recent budget act changes included a
requirement that the LAO monitor initial implemetiba of the changes and analyze the state’s
other options for measuring institutional qualitin its report issued January 7, 2013, the LAO

found that the changes, which primarily affect stutd at for-profit schools, are generally

working as intended but have three notable drawdgdh schools can manipulate the CDR; (2)

the rules exempt some institutions without strarggification for doing so; and (3) the standards

penalize institutions serving more disadvantagedesits.

The LAO recommended exploring alternative studeslbtdmeasures when the information
needed to calculate these measures becomes mdily eeailable and applying the graduation
rate requirement to all schools but modifying theassure to track the graduation rate only of Cal
Grant recipients. In addition, the LAO recommentiédng into consideration a school's student
characteristics to avoid creating a disincentivedn/e disadvantaged students.

The LAO also raised concerns about the actual imefgation of the new standards and made
recommendations to address those concerns. Mewfisplly, although CSAC is required by
statute to certify institutional eligibility by Oalber 1 each year, the U.S. Department of
Education plans to release new graduation rateldtgain October. For this reason, the LAO
recommended changing the certification deadlinddeember 1, if the Legislature maintains the
current graduation rate measure, as well as cldréyy CSAC should use the most recent publicly
available data in any form for its certificatiorigcussed further as Agenda Item 9).

The LAO also noted that the recent policy changeplemented in the middle of Cal Grant
award cycles, have left many students with insigfit time to make alternative plans for the
coming academic year. Moving forward, the LAO maooended the Legislature avoid making
changes to eligibility rules during award cyclegatly underway, instead making them effective
for the next award cycle. Some eligibility changssch as those requiring consultation on
specific metrics to be used, may require even Ioimgplementation lags.

Staff Recommendation. None; this is an informational item.
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Item 10: Cal Grant Program Statutory Clean-up \

Summary of Budget Issue. The Budget Acts 02011 and2012 made significant statutory
changes to the Cal Grant program. These changes pemarily focused on refining
institutional eligibility based on graduation ratesd cohort default rates (CDR) as a measure of
quality [Education Code (EC) Section 69432.7 — élttaent 2]. Since the adoption of these
statutory changes, three issues have arisen abgi#idtive intent and/or implementation of
several subparagraphs of EC 69432.7, as highlighetxv.

ISSUE 1. Under current law, the Student Aid Commission AC% is required to certify, by
October 1 of each year, the institution's latesedkyear CDR and graduation rate, as most
recently reported by the United States DepartmeRdacation. [EC 69432.7 (1)(3)(A)]

In its January 2013 report, the LAO recommendechgimg the certification date From October
1 to November 1 to facilitate CSAC’s data collentioThe November 1 date better reflects the
U.S. Department of Education’s (Department) schedoit posting graduation rates to IPEDS,
the Integrated Postsecondary Education Data Systadditionally, the LAO recommended that
the Legislature clarify that CSAC should use thestirecent publicly available data, published
by the Department in any form, for its annual dedtion. Since the publication of the LAO
recommendation, additional developments potentipltynt to a need to clarify this statute
further.

On March 1, 2013, the San Francisco Superior Gaftidially noticed that it ordered injunctive
relief to the Academy of Art University making tAeademy eligible for the Cal Grant program
in 2012-13 and 2013-14 based on the informatioriahla on the College Navigator website in
July 2012. Given this action, the subcommittee magh to consider providing greater
specificity in statute as to what graduation raa&adpreliminary versus provisional), published
by what date, to what site, etc., to avoid furtieenfusion and ensure consistent program
administration.

CSAC will be considering the Superior Court ruliagits April 25-26 meeting; it is possible the
Commission will make the decision to appeal théngul Therefore, the subcommittee should
delay any immediate action on this issue.

Staff Recommendation. Hold this issue open pending receipt of additianBormation from

the Administration.

ISSUE 2. As CSAC continues to implement the new Cal Grastitutional eligibility policy,
the LAO has raised a concern that the borrower @8AC used for 2013-14 eligibility is not
what EC 69432.7 (I)(3)(H) directs them to use.

Under current law, institutions with 40 percenfewer undergraduates borrowing federal loans
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Item 10: Cal Grant Program Statutory Clean-up, ttoned

are exempt from the default and graduation ratelirements with statute specifying which
borrower data to use:

EC 69432.7(1)(2)(H) Notwithstanding any other ladve requirements of this paragraph
shall not apply to institutions with 40 percentess of undergraduate students borrowing
federal student loans, using information reportedhte United States Department of
Education for the academic year two years befogey#bar in which the commission is
certifying the three-year cohort default rate cadyration rate pursuant to subparagraph

(A).

To determine 2013-14 eligibility, CSAC certifiedettCDR and graduation rates for Cal Grant
institutions in fall 2012. However, instead ofngi2010-11 data as required, CSAC used 2009
10 data.

The LAO reports that the purpose of the borrowiaig fis to identify institutions with a relatively
high share of students with loans. Using the meséntly available data is good policy, as it
provides the most recent snapshot of which ingtibgt have a high share of borrowers. The
LAO indicates that an administrative fix should faid; i.e., because the statute is clear, no
legislative action is required. This issue canrésolved by CSAC changing its eligibility
determination for 2013-14.

At the time of the writing of this agenda, CSAC haat provided a response to staff's inquiry
about whether it would address this issue admatis#ly, as proposed by the LAO.

Staff Recommendation. Hold this issue open pending receipt of additianBrmation from
the Administration.

ISSUE 3. Subparagraph (I)(3)(I) of EC 69432.7 was adoptegdrovide a transition period of
five years for an institution with a CDR of lesathten percent and a graduation rate of more
than 20 percent (but less than 30 percent), fatestis taking 150 percent or less of the expected
time to complete degree requirements, to remaigibé for initial and renewal Cal Grant
awards through the 2016-17 academic year. In 2@l Zhat institution would have to have a
minimum graduation rate of 30 percent to remaigilelie for the Cal Grant program.

As previously noted, in adopting this subparagréipd Legislature intended to provide this
“grace” period if the institutiomaintaineda CDR of less than ten percent. However, a dgfti
error resulted in this intent not being cle&SAC has interpreted statute to mean an institution
that meets the requiremeat any time gets a pass through to 2016-17 whether or not the
institution’s CDR remains within the exception wavd during that time.

Staff Recommendation. Hold this issue open pending receipt of furtheput from the
Administration.
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ltem 11: Fund Offsets — Temporary Assistance for Bedy Families (TANF) and
Student Loan Operating Fund (SLOF)

Governor's Budget Proposal. The January Budgeproposes two fund offsets, with no
programmatic effect on financial aid programs,@®ws:

1. Offset $942.9 million in Cal Grant Program GF cosisreflect increased Temporary
Assistance to Needy Families (TANF) Program fundsilable through an interagency
agreement with the Department of Social ServicHsis is an increase of $139.2 million
over the level of offset included in the BudgetadA@012.

2. Offset $60 million in Cal Grant Program GF costg t¢ln the availability of surplus funds
from the Student Loan Operating Fund (SLOF), whesteives proceeds from the federal
guaranteed student loan prografthe Budget Act of 2012 included an offset of $84.7
million GF from this same fund source.

Background. Historically speaking, the Cal Grant program haen funded primarily with GF
support. In recent fiscal years, the Administratibas proposed fund transfers, with no
programmatic effect on financial aid programs. BW©OF offset has been used for a number of
years; the Budget Act of 2012 included a TANF dffes the first time. The Governor's
January Budget again proposes this approach,ingllzoth offsets.

With regard to the TANF funds, the Administratiowicates that this shift is an allowable use of
TANF funds because support for low-income, unmdris¢udents age 25 or younger could
prevent and reduce out-of-wedlock pregnancies, lwhg one purpose of TANF. The
CalWORKSs program budget is within the jurisdictiminSubcommittee No. 3.

With regard to the SLOF transfer, the SLOF receipesceeds from the federal guaranteed
student loan program. In 2010, the federal goventriransferred management of this program
from CSAC to ECMC, a national loan servicing orgation. ECMC has agreed to contribute
SLOF support to offset Cal Grant costs for sevgealrs. The number and amount of transfers
are unspecified and is typically determined by ECM®/ay of each year, in consultation with
the federal Department of Education. The stategbuts adjusted accordingly during the May
Revision process.

LAO Recommendation. The Legislature should conform TANF funding foalGSrants to
decisions on CalWORKSs. The Legislature should aiscease SLOF funding for Cal Grants by
$25 million over the Governor’s proposed amounttfar budget year and reduce General Fund
support by the same amount.

Staff Comment. Both of these fund transfers have no programmatact on the Cal Grant
program.

With regard to the TANF shift, any action by thisossommittee should conform to the action(s)
of Subcommittee No. 3, especially given that it teased concerns about the proposed level of
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ltem 11: Fund Offsets — Temporary Assistance feedy Families and Student Loan
Operating Fund, continued

the funding swap between TANF and GF resources tme@al Grants. More specifically,
Subcommittee No. 3 is concerned that the swap ssdtransparency in budgeting for the core
purposes of the progranad results in an artificially higher reliance o&l@/ORKs on GF
expenditures. This significantly higher relianca the GF is especially problematic for
CalWORKSs because it is a program that is intendeg@rovide a safety net during times of
economic contraction and, as such, may experiemmessary growth precisely when GF
resources are scarcer.

With regard to the SLOF offset, the final figureasfailable funds will not be known until shortly
after the release of the May Revision. Thereftite,subcommittee may wish to hold this aspect
of the offset proposals open, pending ECMC Boatthaand receipt of updated information
from the Administration.

Staff Recommendation. (1) Conform to the action(s) of Subcommittee No. 3 rdimy the
CalWORKs program and available TANF funds and (@dhopen the SLOF offset, pending
receipt of updated information from the Adminisiwatat the time of May Revision.

Vote:
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Item 12: Federal Sequestration — Financial Aid Prgram Impacts

Background. The federal sequester is an automatic, acr@ssdhrd, spending reduction on
many federal programs, intended to ensure a $illdrirdeficit reduction over 10 years.
Generally speaking, the reductions are half frofemiee and half from non-defense programs.
The first set of reductions took effect March 1120impacting mostly federal discretionary
spending ($71 billion in cuts) and some mandatagg@mams ($14 billion in cuts). Certain
programs were exempted from the sequester, induelntittements and Pell grants for college
students, among others.

Due to the sequester, all federally-funded edungtirmgrams (other than Pell grants) are subject
to an automatic across-the-board reduction of riyugI8 percent. Students will also see an
increase in the origination fee charged for newefatistudent loans taken after July 1, 2013.
Additional reductions to education programs (inaigdPell grants) will likely occur in Fiscal
Years 2014 through 2021 due to stringent “caps’sostalled discretionary-funded programs,
which include all education programs (other thament loans).

Staff Comment. The full impacts of the March 1 reductions are yaitknown.

The Student Aid Commission reports that the fed€llege Access Challenge Grant Program

(CACGP) is impacted by the sequester. The CACGRté&nded to foster partnerships among

federal, state, and local governments and philaptbrorganizations through matching challenge

grants that are aimed at increasing the numbesefimcome students who are prepared to enter
and succeed in postsecondary education.

The CACGP was authorized for a five-year periodoulgh the 2014-15 fiscal year. California
receives approximately $14 million, and it is expecthat funding will be reduced by an
automatic across-the-board reduction of roughlg fercent. The Commission will report at the
hearing on the impact(s) of this reduction in furgjias well as information on other impacts of
the federal sequester.

Staff Recommendation. This is an informational item.
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Attachment 1: California Community College Economicand Workforce
Development Program Expenditure Plan — Budget BilLanguage

28. Of the funds provided in Schedule (17) forEHw@nomic and Workforce Development
Program (EWD), which are pursuant to Part 52.2 foemcing with Section 88600) of Division
7 of Title 3 of the Education Code,

(a) Up to eleven percent may be allocated for $éated technical assistance activities in support
of the intent of Chapter 361, Statutes of 2012utiag statewide network leadership,
organizational development, coordination, informatand support services, or other program
purposes.

(i) Any augmentation to state level activities fimglis subject to approval of the Department of
Finance, not sooner than 30 days after the ndiifican writing to the chairpersons of the fiscal
committees of each house of the Legislature an€tierperson of the Joint Legislative Budget
Committee.

(b) All remaining funds shall be allocated for pramgnming that target investment at priority and
emergent sectors, including statewide and/or regiocenters, hubs, collaborative communities,
advisory bodies, and short-term grants. Short-gnants can include industry-driven regional
education and training, Responsive Incumbent Workaining, and Job Development Incentive
Training.

(c) Prior to the expenditure of these funds, thar@@ellor of the California Community Colleges
shall submit a proposed expenditure plan and tih@niae therefore, to the Department of
Finance for approval. The expenditure plan shaluide the following:

(i) A statewide and regional delivery system.

(ii) A targeting of investments to competitive ammiergent sectors important to regional
economies as well as use of short-term grants & emaployer-driven training needs.

(iif) Program support to increase the impact ofegeg CTE programs (including contextualized
CTE programs) on regional economies; statewideladedility data collection and performance
evaluation; statewide training, development, amatdimation; labor market research; and
continuous program improvements.

(d) The following provisions apply to the expendési of these funds:

(i) Funds applied to performance-based trainindl fleamatched by a minimum of $1 of private
business and industry funding for each $1 of dtatds. The board of governors shall consider
the level of involvement and financial commitmeotdusiness and industry in making awards
for performance-based training.

(i) Funds allocated by the Board of Governorshef California Community Colleges under this
program may not be used by community college distto supplant existing contract education
offerings. The chancellor shall ensure that fundsspent only for expanded services and shall
implement accountability reporting for districteéving these funds to ensure that training,
credit, and noncredit programs remain relevanusiriess needs.

(iif) Any funds that become available due to sasgingjscontinuance, or reduction of amounts
shall be evaluated against labor market needsegidnal economies for reallocation within the
economic and workforce development program.

(e) Fiscal agents of program funds intended toesstatewide or regional functions do not have
authority to flex program funds. The chancell@fBce may adjust allocations, as necessary, to
preclude this action.
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\ Attachment 2: Education Code Section 69432.7

69432.7. As used in this chapter, the followingn® have the following meanings:

(@) An "academic year" is July 1 to June 30Jusive. The starting date of a session shall
determine the academic year in which it is included

(b) "Access costs" means living expenses andresgs for transportation, supplies, and books.

(c) "Award year" means one academic year, oretipgvalent, of attendance at a qualifying
institution.

(d) "College grade point average" and "commuaodgifege grade point average” mean a grade
point average calculated on the basis of all cellegrk completed, except for nontransferable
units and courses not counted in the computatiomdonission to a California public institution
of higher education that grants a baccalaureateedeg

(e) "Commission" means the Student Aid Commissio

(f) "Enroliment status" means part- or full-tirs&atus.

(1) "Part time," for purposes of Cal Grant dlifity, means 6 to 11 semester units, inclusive, or
the equivalent.

(2) "Full time," for purposes of Cal Grant ebdity, means 12 or more semester units or the
equivalent.

(9) "Expected family contribution,” with respdgotan applicant, shall be determined using the
federal methodology pursuant to subdivision (apettion 69506 (as established by Title IV of
the federal Higher Education Act of 1965, as amdn(®0 U.S.C. Sec. 1070 et seq.)) and
applicable rules and regulations adopted by thengission.

(h) "High school grade point average" meansaa@ipoint average calculated on a 4.0 scale,
using all academic coursework, for the sophomomr,yine summer following the sophomore
year, the junior year, and the summer following jin@or year, excluding physical education,
reserve officer training corps (ROTC), and remediaurses, and computed pursuant to
regulations of the commission. However, for highaol graduates who apply after their senior
year, "high school grade point average" includesose/ear coursework.

() "Instructional program of not less than aeademic year" means a program of study that
results in the award of an associate or baccaleusgree or certificate requiring at least 24
semester units or the equivalent, or that resultgligibility for transfer from a community
college to a baccalaureate degree program.

() "Instructional program of not less than taademic years" means a program of study that
results in the award of an associate or baccaltudssgree requiring at least 48 semester units or
the equivalent, or that results in eligibility fdransfer from a community college to a
baccalaureate degree program.

(k) "Maximum household income and asset leveigans the applicable household income
and household asset levels for participants, inofyidew applicants and renewing recipients, in
the Cal Grant Program, as defined and adoptedjuagons by the commission for the 2001-02
academic year, which shall be set pursuant todh@afing income and asset ceiling amounts:
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CAL GRANT PROGRAM INCOME CEILINGS

oo R R +
| Cal Grant |

| A,

| C,and T CalGrantB
oo S —— S — +
|Dependent and Independent students with |
|dependents* |
oo S —— S — +
|[Family Size |
oo S —— R — +
|Six or more $74,100 $40J700
oo S —— R — +
|Five $68,700 $37[700
oo S —— R — +
|Four $64,100 $33)700
oo S —— S — +
|Three $59,000 $30|300
oo R R +
|[Two $57,600 $26,900
oo R R +
|Independent |
oo R R +
|Single, no $23,500 $23|500
|dependents |
oo R R +
[Married $26,900 $26,000
oo R R +

*Applies to independent students with dependetitsr than a spouse.

CAL GRANT PROGRAM ASSET CEILINGS

o e —— S +
| Cal Grant |

| A, |

| C,and T CalGrantB
T N — N —— +
|Dependent** $49,600  $49)600
T N — N —— +
[Independent $23,600  $23,600
T N — N —— +

**Applies to independent students with dependarther than a spouse.

The commission shall annually adjust the maxinhousehold income and asset levels based
on the percentage change in the cost of livingiwithe meaning of paragraph (1) of subdivision
(e) of Section 8 of Article XIIl B of the Califorai Constitution. The maximum household
income and asset levels applicable to a renewioipiest shall be the greater of the adjusted
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maximum household income and asset levels or thxéman household income and asset levels
at the time of the renewing recipient's initial Gaant award. For a recipient who was initially
awarded a Cal Grant for an academic year before2@id-12 academic year, the maximum
household income and asset levels shall be thaegreé the adjusted maximum household
income and asset levels or the 2010-11 academicngagimum household income and asset
levels. An applicant or renewal recipient who dfidi to be considered under the simplified
needs test established by federal law for studesisi@nce shall be presumed to meet the asset
level test under this section. Prior to disbursing Cal Grant funds, a qualifying institution shall
be obligated, under the terms of its institutiopaifticipation agreement with the commission, to
resolve any conflicts that may exist in the date thstitution possesses relating to that
individual.

() (1) "Qualifying institution” means an insttton that complies with paragraphs (2) and (3)
and is any of the following:

(A) A California private or independent postsedary educational institution that participates
in the Pell Grant Program and in at least two effthllowing federal campus-based student aid
programs:

(i) Federal Work-Study.

(if) Perkins Loan Program.

(iif) Supplemental Educational Opportunity Grémbgram.

(B) A nonprofit institution headquartered andedging in California that certifies to the
commission that 10 percent of the institution'srapeg budget, as demonstrated in an audited
financial statement, is expended for purposessiftutionally funded student financial aid in the
form of grants, that demonstrates to the commisghai it has the administrative capacity to
administer the funds, that is accredited by the t&fasAssociation of Schools and Colleges, and
that meets any other state-required criteria adofie regulation by the commission in
consultation with the Department of Finance. A oegily accredited institution that was deemed
gualified by the commission to participate in thal Grant Program for the 2000-01 academic
year shall retain its eligibility as long as it mi@ins its existing accreditation status.

(C) A California public postsecondary educatianatitution.

(2) (A) The institution shall provide informatioon where to access California license
examination passage rates for the most recentad@iyear from graduates of its undergraduate
programs leading to employment for which passagea @alifornia licensing examination is
required, if that data is electronically availaltfkeough the Internet Web site of a California
licensing or regulatory agency. For purposes o$ tharagraph, "provide” may exclusively
include placement of an Internet Web site addraissléd as an access point for the data on the
passage rates of recent program graduates ontdradh\Web site where enrollment information
is also located, on an Internet Web site that plewicentralized admissions information for
postsecondary educational systems with multiplepees@s, or on applications for enrollment or
other program information distributed to prospesttudents.

(B) The institution shall be responsible fortdfging to the commission compliance with the
requirements of subparagraph (A).

(3) (A) The commission shall certify by Octoldeof each year the institution's latest three-
year cohort default rate and graduation rate ast memxently reported by the United States
Department of Education.

(B) For purposes of the 2011-12 academic yearptherwise qualifying institution with a
three-year cohort default rate reported by theddh&tates Department of Education that is equal
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to or greater than 24.6 percent shall be ineligibtenitial and renewal Cal Grant awards at the
institution, except as provided in subparagraph (F)

(C) For purposes of the 2012-13 academic yead, @very academic year thereafter, an
otherwise qualifying institution with a three-yezohort default rate that is equal to or greater
than 15.5 percent, as certified by the commissioi®otober 1, 2011, and every year thereafter,
shall be ineligible for initial and renewal Cal @Gtawards at the institution, except as provided
in subparagraph (F).

(D) (i) An otherwise qualifying institution thdiecomes ineligible under this paragraph for
initial and renewal Cal Grant awards shall regtsreligibility for the academic year for which it
satisfies the requirements established in subpapadiB), (C), or (G), as applicable.

(i) If the United States Department of Educataorrects or revises an institution's three-year
cohort default rate or graduation rate that oriyrailed to satisfy the requirements established
in subparagraph (B), (C), or (G), as applicablej #me correction or revision results in the
institution's three-year cohort default rate ordgiation rate satisfying those requirements, that
institution shall immediately regain its eligibylifor the academic year to which the corrected or
revised three-year cohort default rate or gradnatide would have been applied.

(E) An otherwise qualifying institution for whicno three-year cohort default rate or
graduation rate has been reported by the UnitetesStBepartment of Education shall be
provisionally eligible to participate in the Cal &t Program until a three-year cohort default
rate or graduation rate has been reported forrsigution by the United States Department of
Education.

(F) () An institution that is ineligible for itial and renewal Cal Grant awards at the instiuti
under subparagraph (B), (C), or (G) shall be elegfbr renewal Cal Grant awards for recipients
who were enrolled in the ineligible institution thg the academic year before the academic year
for which the institution is ineligible and who atge to renew their Cal Grant awards to attend
the ineligible institution. Cal Grant awards subjéz this subparagraph shall be reduced as
follows:

(I) The maximum Cal Grant A and B awards spedifin the annual Budget Act shall be
reduced by 20 percent.

(I The reductions specified in this subpargdrahall not impact access costs as specified in
subdivision (b) of Section 69435.

(if) This subparagraph shall become inoperativauly 1, 2013.

(G) For purposes of the 2012-13 academic yead, every academic year thereafter, an
otherwise qualifying institution with a graduatioate of 30 percent or less for students taking
150 percent or less of the expected time to compdegree requirements, as reported by the
United States Department of Education and as imesttiby the commission, pursuant to
subparagraph (A), shall be ineligible for initiaddarenewal Cal Grant awards at the institution,
except as provided for in subparagraphs (F) and (1)

(H) Notwithstanding any other law, the requirenseof this paragraph shall not apply to
institutions with 40 percent or less of undergradustudents borrowing federal student loans,
using information reported to the United States &&pent of Education for the academic year
two years before the year in which the commisssocertifying the three-year cohort default rate
or graduation rate pursuant to subparagraph (A).

() Notwithstanding subparagraph (G), an othsengualifying institution with a three-year
cohort default rate that is less than 10 percedtsagraduation rate above 20 percent for students
taking 150 percent or less of the expected timeotaplete degree requirements, as certified by
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the commission pursuant to subparagraph (A), skathin eligible for initial and renewal Cal
Grant awards at the institution through the 201&d&demic year.

(J) The commission shall do all of the following

() Notify initial Cal Grant recipients seeking attend, or attending, an institution that is
ineligible for initial and renewal Cal Grant awardsder subparagraph (C) or (G) that the
institution is ineligible for initial Cal Grant aw@s for the academic year for which the student
received an initial Cal Grant award.

(il) Notify renewal Cal Grant recipients attengian institution that is ineligible for initial dn
renewal Cal Grant awards at the institution unddpsaragraph (C) or (G) that the student's Cal
Grant award will be reduced by 20 percent, or elated, as appropriate, if the student attends
the ineligible institution in an academic year ihigh the institution is ineligible.

(ii) Provide initial and renewal Cal Grant rpi@nts seeking to attend, or attending, an
institution that is ineligible for initial and remal Cal Grant awards at the institution under
subparagraph (C) or (G) with a complete list of @klifornia postsecondary educational
institutions at which the student would be eligitde
receive an unreduced Cal Grant award.

(K) By January 1, 2013, the Legislative Analgkall submit to the Legislature a report on the
implementation of this paragraph. The report shmdl prepared in consultation with the
commission, and shall include policy recommendatitum appropriate measures of default risk
and other direct or indirect measures of qualityeffectiveness in educational institutions
participating in the Cal Grant Program, and appeterscores for those measures. It is the intent
of the Legislature that appropriate policy anddlscommittees review the requirements of this
paragraph and consider changes thereto.

(m) "Satisfactory academic progress" means thogeria required by applicable federal
standards published in Title 34 of the Code of FaldRegulations. The commission may adopt
regulations defining "satisfactory academic progteés a manner that is consistent with those
federal standards.
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