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Senate Budget and Fiscal Review—Mark Leno, Chair

SUBCOMMITTEE NO. 1 on Education

Furighs\  Subcommittee No. 1
F (i Chair, Marty Block
Member, Carol Liu
Member, Mark Wyland

Thursday, March 6, 2014
Upon Adjournment of Session
Room 3191, State Capitol

Governor’s 2014-15 Budget:
Proposition 98 and K-12 Education Budget Overview

I.  Highlights of the Governor’s Proposition 98 and K-12 Education Budget
Lisa Mierczynski, Department of Finance
Edgar Cabral, Legislative Analyst’s Office
Monigue Ramos, Department of Education
I1. Local Control Funding Formula—Implementation and Governor’s Proposals
Chris Ferguson, Department of Finance
Carolyn Chu, Legislative Analyst’s Office
Elisa Wynne, State Board of Education
Monigue Ramos, Department of Education

Peter Birdsall, California County Superintendents Educational Services
Association

I1l. Public Comment

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need special assistance to attend or participate in a
Senate Committee hearing, or in connection with other Senate services, may request assistance at the Senate Rules Committee, 1020 N
Street, Suite 255 or by calling 916-324-9335. Requests should be made one week in advance whenever possible.
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K THRU 12 EDUCATION

¥ alifornia provides instruction and support services to roughly six million students
gm/ in grades kindergarten through twelve in more than 10,000 schools throughout
the state. A systerm of 58 county offices of education, more than 1,000 local school
districts, and more than 1,000 charter schools provide instruction in English, mathematics,
history, science, and other core competencies to provide students with the skills they will
need upon graduation for either entry intoc the workforce or higher education.

INVESTING IN EDUCATION

The Budget includes Proposition 98 funding of $61.6 hillion for 2014-15, an increase of
$6.3 billion over the 2013 Budget Act level. When combined with increases of $3.4 billion
in 2012-13 and 2013-14, the Budget proposes a $9.7 billion investrnent in K-14 education.
Building off the increases in funding provided in the Budget Acts of 2012 and 2013,

the Budget proposes investments for 2014-15 that will sighificantly increase funding
distributed under the LLocal Control Funding Formula, providing additional funding to
school districts and students most in need of these resources. Investing significantly in
the new formula will help the state reduce disparities, maximize student achievement,
and strengthen the foundation for sustainable economic growth.

The Budget also eliminates all remaining budgetary deferrals, ensurihg that schools
receive all of their resources on time. During the height of the recession, the state
deferred almost 20 percent of annual payments 1o schools, meaning that schools received
a significant portion of their funds a vear after they spent them. Some school districts
were able to borrow to manage these deferrals, while others had to implerment deferrals
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as cuts. Districts that were able to borrow incurred substantial interest costs, which led
to dollars taken out of the classroom. The Budget proposes repayment of approximately
$6.4 billien in remaining K-14 deferred payments, providing certainty of funding for
expected levels of programs and services, and eliminating any additional borrowing costs
to be borne by schools and colleges as a rasult of deferrals.

After reaching $56.6 billion in 2007-08, Proposition 98 funding for K-14 education slipped
to $47.2 billien for 2011-12. Primarily as a result of increased General Fund revenues,

the Proposition 98 Guarantse increases in 2012-13 and 2013-14, relative to the 2013
Budget Act levels—providing additional one-time resources in each of those years,
These General Fund revenue increases also drive growth in the Proposition 98 Guarantee
tor 2014-18, as displayed in Figure K12-01. The cumulative impact of these one-time and
ongoing funding increases of $9.7 billion will allow schools and colleges to further restora
and expand base programs and services, including teachers, staffing support, and other
targeted investments.

Figure K12-01
Major Changes to Proposition 98 Guarantee Levels
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Although the current trajectory of Proposition 98 funding is positive, the Proposition 98
Guarantee has histerically been subject to significant volatility, as demonstrated in
Figure K12-02. While the Administration is committed to significant investments in
education, the Administration recognizes the long-term need for general budget funding
stability, and more specifically, education funding stability. The Administration proposes
a constitutional amendment to create @ mechanism to help smooth year-to-year school
spending to prevent damage caused by cuts, as discussed in the Introduction section of
this document. The amendment will not change the overall guaranteed level of funding
for education.

Figure K12-02 7
Proposition 98 Funding
2007-08 to 2014-15
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K12 PER-PUPIL SPENDING

Retlecting the recent significant increases in Proposition 98 funding, total per-pupil
expenditures from all scurces are projected to be $11,985 in 2013-14 and $12,833 in
2014-15, including funds provided for prior year settle-up obligations. Ongoing K-12
Proposition 98 per-pupil expenditures in the Budget are $9,194 in 2014-15, up significantly
from the $8,469 per-pupil provided in 2013-14, and the $7,006 provided in 2011-12.

{See Figure K12-03}.
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Figure K12-03
. K-12 Education Spending Per Pupil
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IMPLEMENTING THE LOCAL CONTROL FUNDING FORMULA

Prior to the adoption of the Local Control Funding Farmula, California’s school finance
system had become overly complex, administratively costly, and inequitable. There

were many different funding streams, each with their own allocation formula and
spending restrictions. The system was state-driven, interfering with the ability of local
officials to decide how best to meet the needs of students. Further, scholarly research
and practical experience both indicated that low-income students and English language
learners come to school with unique challenges and often require supplemental
instruction and other suppert services to be successful in school. Yet, the finance system
did not address these issues.

In recognition of the challenges that characterized this system of school finance, the 2013
Budget Act established the l.ocal Control Funding Formula. This new formula expands
local control, reduces state bhursaucracy, and ensures that student needs drive the
allocation of resources. The new funding formula also promises increased transparency in
school funding—empeowering parents and local communities to access information in a
more user-friendly manner and enhancing their ability to engage with their local governing
board regarding school financial matters,

GOVERNOR'S BUDGET SUMMARY ~ 2014-1%
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The Local Control Funding Formula includes the following major corhponents:

« A base grant for each local education agency equivalent to $7,829 per unit of
average daily attendance {(ADA), inclusive of the application of 2013-14 and 2014-15
cost-of-living adjustments. This amount also includes an adjustment of 10.4 percent
to the base grant to support lowering class sizes in grades K-3, and an adjustrment
of 2.6 percent 1o reflect the cost of operating carear techmcal education programs in
high schools.

+ A 20-percent supplemental grant for English learners, students from low-income
farnilies, and youth in foster care to reflect increased costs associated with educating
those students.

- Anadditional concentration grant of up to 22.5 percent of a local education agency's
base grant, based on the number of English learners, students from low-income
families, and youth in foster care served by the local agency that comprese more than
55 percent of enrollment.

«  An Economic Recovery Target to ensure that almost every local education agency
receives at least their pre-recession funding level, adjusted for inflation, at full
implementation of the Local Control Funding Formula.

The Budget provides a second-yaar investment of $4.5 billion in the Local Control Funding
Formula, encugh to eliminate more than 28 percent of the remaining funding gap.

To provide further funding certainty for school districts, the Administration proposes
legislation to create a continuous appropriation for Local Control Funding Formula funding,
ensuring that the formula continues to be implemented on schedule in future years.

ACCOUNTABILITY

In addition to fundamentally restructuring the distribution of funds to school districis,
the Local Control Funding Formula substantially changed district accountability, moving
away from a state-controllod system that emphasized inputs to a locally-controlled
system focused on improving outcomes and accountability. Local school districts are
now empowered to dacide the best way to target funds. However, in exchange for
that flexibility, districts are required 1o increase or improve services for English learner,
low-income, and foster youth students in proportion to supplemental and concentration
grant funding they receive through the Local Control Funding Formula. Guiding each
school district, county office of education, and charter school through this new process
will be locally developed and adopted local control and accountability plans, which will
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identify focal goals in areas that aro priorities for the state, including pupil achievement,
parent engagement, and school climate.

As the state continues to invest significantly in the Local Control Funding Formula and
new accountability model, the state will retain an important role in supporting school
districts that struggle to meet state and local expectations. Through the Collaborative for
Education Excellence, school districts, county offices of education, and charter schools
will be able to access advice and assistance necessary to meet the goals laid out in

their local accountability plans. The state will continue to measure student achievement
through statewide assessments, determine the contents of the school accountability
report card, and establish policies to implement the federal accountability system,

INCREASING INSTRUCTIONAL FLEXIBILITY

The primary non-classroom based instructional method available to local educational
agencies is through the use of non-classroom based independent study. Students work
independently according to a written agreement and under the general supervision

of a teacher. Funding for average dally attendance in these coursas is calculated on

a "time value of student work,” which requires each teacher to individually calculate

a classrcom time aquivalent value for every activity assigned to a student engaged in
independent study. Collectively, the requiréments that schools must meet to provide and
receive funding for this type of instruction are administratively burdensome, requiring
teachers to spend time on paperwork instead of providing instruction. In some cases,
these requirements may provide a disincentive to schools contemplating the use of these
types of courses.

To address the deficiencies in the existing independent study process and provide
schools with additional instructional flexibility, the Budget proposes legislation to both
streamline and expand the instructional opportunities available through this process.

This mode of learning has the potential to solve problems that are not easily addressed in
traditional classroom-based settings and may help fill instructional gaps, while stabilizing
or increasing the attendance of students who may have otherwise dropped out or
transferred to other private instructional providers to accelerate their educational progress.

GOVERNOR’S BUDGET SUMMARY - 2014-15
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Schools offering instruction through this new streamlined process shall provide every
student with a high quality education, and must ensure that independent study courses
meet the following requirements:

»  Are of the same rigor and educational quality as their classroom-based
equivalent courses.

' Maintain the same number of iotal educational minutes as their classroom-based
equivalent courses.

+  Provide adequate teacher and student interaction, including at least one meeting per
week to verify the student is working toward successful course completion.

+  Maintain classroom-based equivalent pupil-to-teacher ratios unless a new alternative
tatio is collectively bargained.

» Do notresult in the iccal educational agency claiming more than one total unit of
ADA per year for each student enrolled in independent study.

K-12 SCHOOL FACILITIES

Since 1998, voters have approved approximately $35 billion in statewide general
obligation bonds to construct or renovate public schoof classrooms used by the state's
roughly six million K-12 students. These bonds cost the General Fund approximately

$2.4 billion in debt service annually. in addition to genaral obligation bonds, school
districts may use devaloper fees, local bonds, certificates of participation, and Melle-Roos
bonds to construct additional classrcoms or renovate existing classrooms. There is
currently no bond authority remaining in the core school facilities new construction and
modernization programs.

As part of the 2014 Five-Year Infrastructure Plan, the Administration proposes to continue
a dialogue on the future of school facilities funding, including consideration of what role,
if any, the state should vlay in the future of school fadilities funding. This infrastructure
discussion should also include the growing debt service costs associated with the state’s
increased reliance on debt financing,

GOVERNOR'S BUDGET SUMMARY — 2014-15 : 25
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The Administration proposes that any future program be easy to understand and provide
school districts appropriate local controf and fiscal incentives. The following problems are
inherent in the current program and must be addressed:

«  The current program is overly complex and reflects an evolution of assigning over ten
different specialized state agercies fragmented oversight responsibility. The result is
a structure that is cumbersome and costly for the state and local school districts.

«  The current program does not compel districts to consider facilitios funding within
the context of other educational costs and priorities. For example, districts can
generate and retain state facility program eligibility based on outdated or inconsistent
enroliment projections. This often results in financial incentives for districts to
build new schools to accommodate what is actually modest and absorbable
enrollment growth. These incentives are exacerbated by the fact that general
abligation bond debt is funded outside of Proposition 98.

»  The current program allocates funding on a first-come, first-served basis resulting
in @ substantial competitive advantage for large school districts with dedicated
personnel to manage facilities programs.

»  The current program does not provide adequate locat control for districts designing
school facllities plans. Program eligitility is largely based on standardized facility
definitions and classrcom loading standards. As a result, districts are discouraged
from utilizing modern educational delivery methads.

Any future program sheuld be designed to provide districts with the tools and resources
to address their core facility gaps, but should also avoid an unsustainable reliance on state
debt issuance that characterizes the current school facilities program.

While the state examines the future of its role in scheol facilities, the Budget also includes
the following proposals tetaling an investment in school facilities of nearly $400 millicn:

»  Trensfer $211 million of remaining School Facility Program bond authority
from the specialized programs to the core new construction ($105.5 million)
and rodernization ($105.5 million} pregrams to continue construction of new
classrcormns and modernization of existing classrooms for districts that have been
awaiting funding. Approximately $163 million, $3 million, $35 million, and $10 million
of general obligation bond authorlty currently remains in the Seismic Mitigation,
Career Technical Education, High-Performance Incentive Grant, and Overcrowding
Relief Grant programs, respectivaly.

GOVERNOR’S BUDGET SUMMARY ~ 2014-15
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«  Dedicate $188.1 million of one-time Proposition 98 General Fund to the Emergency
Repair Program to provide grants or réimbursement to local educational agencies
for the cost of repalring or replacing building systems that pose a health and safety
threat to students and staff at eligible school sites. Schools previously identified by
the California Department of Education as ranked in deciles one, two, or three based
on the 2006 Academic Performance Index are eligible for funding.

OTHER REFORMS AND INVESTMENTS

In addition to reforming school finance, facilities, and instructional delivery methods,
the Administration remains ccmmitted to additional reforms and investments in the areas
of adult education, Common Core implementation, and energy efficiency,

ADULT EDUCATION

The 2013 Budget Act provided $25 miliion Propositicn 98 General Fund for two-year
planning and implementation grants to regional consortia of community coliege districts
and K-12 districts, $15.1 million Proposition 98 General Fund Reversion for the Adults in
Correctional Facilities program, and reqguired K-12 districts to maintain the 2012-13 level of
adult education and career technical education programs in 2013-14 and 2014-15,

Adult education consortia plans will be completed by early 2015, and the Administration
intends to make an investment in the 2015-16 budget for adult education, including
adult education provided in county jails, through a single restricted categorical program.
The Administration will continue to work jointly with the State Department of Education
and the California Community Colleges Charcellor's Office to complete the aduit
education consortia plans, while working with the Legislature to ensure that any
legislation pertaining to adult education aligns with and supports the planning process
currently underway, end provides consistent guidance to the K-12 and community
college districts.

CoMMON CORE IMPLEMENTATION

The 2013 Budget Act provided $1.25 billion in one-time Proposition 98 General Fund to
support the implementation of the Common Core state standards—new standards for
evaluating student achievement in English-language arts and mathermatics. Funding is -
provided to support necessary investmants in professional development, instructional
materials, and technology.

GOVERNOR'S BUDGET SUMMARY - 2014-15
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The Budget proposes an increase of $46.5 million in Proposition 98 General Fund

to implement Chapter 489, Statutes of 2013 (AB 484), which established a revised
student assessment system aligned to the new state standards. Beginning with the
administration of English-language arts and mathematics assessments developed by the
Smarter Balancod Assessment Consortium, additional assessments will be included and
developed using computer-based testing, whenever feasible, to assess the full breadth
and depth of the curriculum.

ENERGY EFFICIENCY INVESTMENTS

Proposition 39, The California Clean Energy Jobs Act, was approved in 2012 and
increases state corperate tax revenues. For 2013-14 through 2017-18, the measure

requires half of the increased revenues, up to $550 million per year, to be used to support
energy efficiency.

The Budget proposes to allocate the $383 miillion of energy efficiency funds available in
2014-15 as follows:

«  $316 million and $39 million to K-12 schoal and community college districts,
respoctively, for energy efficiency project grants.

«  $5 million 10 the California Conservation Corps for continued technical assistance to
K-12 schoo! districts.

+  $3 million to the Workforce Investment Board for continued implementation of the
job-training pregram.

While the Budget does not propose funding for additional revolving loans under the
Energy Conservation Assistance Act iwhich was provided $28 million in 2013-14),
this program will continue to be considered for future funding,

K-12 BUDGET ADJUSTMENTS

Significant Adjustrments:

+ K12 Deferrals—An increase of mere than $2.2 billion Propaosition 98 General Fund in
2014-15, when combined with the $3.3 billion Proposition 98 General Fund provided
from 2012-13 and 2013-14 funds, 1o eliminate all remaining outstanding deferral debt

for K-12. Inter-year deferrals for K12 had reached a high of $9.5 billion in the 2011-12
fiscal year.

GOVERNOR'S BUDGET SUMMARY — 2014-15
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School District L.ocal Control Funding Formula-— Additional growth of approximately
$4.5 billion in Proposition 88 General Fund for school districts and charter schools in
2014-15, an increase of 10.9 percent.

County Office of Education Local Control Funding Formuta— An increase of
$25.9 million Proposition 98 General Fund for county offices of education in 2014-15.

Charter Schools—An increase of $74.3 million Proposition 98 General Fund to
support projected charter school ADA growth,

Special Education—A decrease of $16.2 millicn Proposition 98 General Fund to
reflect a decling in Spsacial Education ADA.

Cost-of-Living Adjustrment increases—The Budget provides $33.3 million to support
a 0.86 percent cost-of-living adjustment for categorical programs that remain outside
of the new student funding formula, including Special Education, Child Nutrition,
American Indian Education Centers, and the American Indian Early Childhood
Education Pragram. Cest-of-living adjustrments for schoal districts and county offices
of education are provided within the increases for schaool district and county office of
education Local Contrel Funding Formula implementation noted above.

Emergency Repair Program—An increase of $188.1 million in one-time
Proposition 98 General Fund resources for the Emergency Repair Program.

Local Property Tex Adjustments—An increase of $287.1 million Proposition 98
General Fund for the school district and county office of education local control
funding formulas in 2013-14 as a result of lower offsetting property tax revenues.
A decrease of $529.7 million in Propoesition 98 General Fund for school districts
and county offices of education in 2014-15 as a result of increased offsetting local
property tax revenues,

Average Daily Attendance —A decrease of $214.5 million in 2013-14 for the school
district and county office of education focal contrel funding formulas as a result of a
decrease in projected ADA from the 2013 Budget Act. A decrease of $42.9 million in
2014-15 for school districts and county offices of education as a result of projected
decline in ADA for 2014-15.

GOVERNOR'S BUDGET SUMMARY — 2014-1%
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K-12 SCHOOL SPENDING AND ATTENDANCE
How Scuoowis SPEND THEIR MONEY

Figure K12-04 displays 2011-12 expenditures reported by school districts from their
general funds, the various categories of expenditure and the share of total funding for
each category, Figure K12-05 displays the revenue sources for school districts.

Figure K12-04
Where Schools Spend Their Money!

Instructional
Suppaort

Transportation 11.7%

2.7%

Maintenance and

-Other Generat ) . General Operations
Fund Pupil SGDWICEJS Administration I010.0%
2.7% 5.2% 5.3%

Classroom Instruction includes general education, special education, teacher compensation, and special projects.
General Adminlsiration includes suparintendent and board, district and olher administration and centralized efectronlc
dala processing.

Instructionat Support Includes research, curdeulurn development and staff development that benefits and supports
student instruction.

Maintenance and Operations inciudes utilities, janitorial and groundskeeping staff, and routine repair and mairtenance.
Pupil Servives includes counselors, school psychologists, nurses, chitd welfare, and attendance stafr,

Other General Fund includes spending for ancillary services, contracts with other agencies, and transfers to and from
other district funds,

1 Based on 2011-12 expenditure data reported by schools for thelr general purpose funding,

ATTENDANCE

After a two-year period of increasing attendance, attendance in public schools began to
decline in 2012-13. Public school attendance is projected to remain relatively stable during
2013-14 and decline slightly during 2014-15. For 2013-14, K-12 ADA is estimated to be
5,963,132, an increase of 702 from 2012-13. For 2014-15, the Budget estimates that K-i2

GOVERNOR'S BUDGET SUMMARY — 2014-15
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ADA will drop by 7,002 from the 201314 Figure K12-05

level, to 5,956,130. . Sources of Revenue for California’s
K-12 Schools

As a Percent of Total
PrOPOSITION 98 GUARANTEE ( )

A voter-approved constitutional
amendment, Proposition 98 guaranteos
minimum funding levels for K-12 schools
and community colleges. The guarantes, 56.0
which went into effect in the 1288-89
fiscal year, determines funding levels
according to multiple factors including
the level of funding in 1986-87,

General Fund revenues, per capita
personal income, and school attendance
growth or decline. 10.0

$71.5

70.0

40.0 -

Daollars in Billions

2012-13 ' 2013-14 2014-15
Fiscal Year

PI’O[C)OSIUOF] 28 orlgmally mandated BStale Funds Blocal Taxes DFederal Funds  ml.ogal Misc

funding at the greatar of two calculations

or Tests {Test 1 or Test 2). In 1990, Proposition 111 {(SCA 1) was adopted to aliow for a
third funding test in low revenue years. As a result, three calculations or tests determine
funding for school districts and community colleges (K-14). The calculation or test that is
used depends on how the economy and General Fund revenues grow from year to year.

For the 2012-13 through 2014-15 fiscal years, the operative Proposition 98 tests are 1, 3,
and 1, respectively.

CHILD CARE

Subsidized Child Care includes a variety of programs designed to support the gainful
employment of low-income families. These programs are primarily administered by the
Department of Education through non-Proposition 98 funding and the annual federal
Child Care and Development Fund grant. All programs are means-tested and require
that families receiving subsidies have a need for child care, which rmeans all adults in the
family must be working, seeking employment, or in training that leads to employment.
Most programs are capped, drawing eligible families from waiting lists, while those
specifically limited to CalWORKSs families or former CalWORKs families have been
funded for all eligible recipients.

GOVERNOR'S BUDGET SUMBMARY ~ 2014-18 21
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The major capped programs include General Child Care, Alternative Payment Program,
and Migrant Child Care. CalWORKs programs include: Stage 1, administered by the
Department of Social Services, for families on cash assistance whose work activities
have not stabifized; Stage 2, administered by the Department of Education, for those
CalWORKs families with stable work activities and for families who are transitioning off
aid, for up to two years; and Stage 3, also administered by the Department of Education,
reserved for families who have successfully transitioned off aid for more than two years
and still have a ¢hild care need.

As discussed in the Health and Human Services Chapter, the Budget includes a
six-county, three-year engagement demaonstration pilot to improve the outcorne for 2,000
of the most vulnerable, low-income CalWORKs families by providing licensed subsidizad
chilet care and other services,

Significant Adjustments;

+  Stage 2—An increase of $6.3 million non-Proposition 98 General Fund in 2014-15 to
reflect an increase in the cost-per-case of eligible CalWORKs Stage 2 beneficiaries
and a slight docrease in the numker of cases. Total base cost for Stage 2 is
$364.1 million,

*  Stage 3—An increase of $2.8 miliion non-Proposition 98 General Fund in 201415 to
reflect an increase in the cost-per-case of eligible CalWORKs Stage 3 beneficiaries
and a decrease in the number of cases. Total base cost for Stage 3 is $185.8 million.

+  Child Care and Development Funds— A net decrease of $9.1 million federal funds
in 2014-15 to reflect a reduction of available carryover funds {$3.2 mitlion}, and a
decrease of $5.9 million to the base grant. Total federal funding is $555.6 million,

GOVERNOR'S BUDGET SUMMARY — 2014-15
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Overview of the 2014-15 Budget Education

K-14 Education: Proposed Expenditures of
Increased Proposition 98 Resources

BACKGROUND:

California provides academic instruction and support services to approximately six million
public school students in kindergarten through twelfth grade (K-12) and 2.3 million students in
community colleges. There are 58 county offices of education, approximately 1,000 local K-12
school districts, more than 10,000 K-12 schools, and roughly 1,100 charter schools throughout
the state, as well as 72 community college districts, 112 community college campuses, and 70
educational centers. Proposition 98, which was passed by voters as an amendment to the state
Constitution in 1988, and revised in 1990 by Proposition 111, was designed to guarantee a
minimum level of funding for public schools and community colleges.

The budget includes a revision to the Proposition 98 minimum guarantee for 2013-14, increasing
it to $56.8 billion. This represents an increase of $1.5 billion since the estimate at the time of
enactment of the 2013-14 budget. The prior year (2012-13) guarantee will also rise, from
$56.5 billion to $58.3 billion, for an increase of $1.9 billion. Consistent with this trend, the
2014-15 Proposition 98 guarantee is projected to be $61.6 billion—representing an increase of
$4.7 billion over the revised current year guarantee and $6.3 billion higher than projected at the
time of the 2013 Budget Act. Thus, compared with the funding levels in the 2013 Budget Act,
additional Proposition 98 funding over the three years will total $9.7 billion.

The Governor proposes to allocate anticipated year-over-year increases in Proposition 98
expenditures through a combination of initiatives more fully described below. Most of the
additional funding will be used to eliminate past funding deferrals and to increase school funding
allocated through the new Local Control Funding Formula (LCFF). The Governor also proposes
a Proposition 98 Reserve, which would be established in order to mitigate sharp swings in school
funding caused by volatile revenues, and a new continuous appropriation for the LCFF tied to
annual Proposition 98 funding.

Proposition 98 Funding

State funding for K-14 education—primarily K-12 local educational agencies and community
colleges—is governed largely by Proposition 98, passed by voters in 1988. The measure,
modified by Proposition 111 in 1990, establishes minimum funding requirements (referred to as
the “minimum guarantee”) for K-14 education. General Fund resources, consisting largely of
personal income, sales and use, and corporation taxes, are combined with the schools’ share of
local property tax revenues to fund the Proposition 98 minimum guarantee. These funds typically
represent about 80 percent of statewide funds that K-12 schools receive. The largest contributors
to non-Proposition 98 education funds consist of revenues from local parcel taxes, other local
taxes and fees, federal funds and proceeds from the state lottery.

Senate Committee on Budget and Fiscal Review 1-7
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The table below summarizes overall Proposition 98 funding for K-12 schools and community
colleges since 2007-08, or just prior to the beginning of the steep recent recession. As shown in
the table, the state continues to emerge from the period when sharp cuts were necessitated by the
severe economic downturn. The economic recession most dramatically affected the General
Fund, but also property taxes. The impact of the decline in property taxes was somewhat
lessened in the last two years by the shift to schools of property taxes that were formerly diverted
to redevelopment agencies (RDAs), as well as the recapture of certain financial assets of the
former RDAs.

Proposition 98 Funding
Sources and Distributions
(Dollars in Millions)

2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15

Sources
General Fund $42,015 | $34,212 | $35,533 | $35,499 | $33,047 | $42,207 | $40,948 | $45,062
Property Taxes 14,563 15,001 14,624 14,157 14,102 16,135 15,865 16,497

Total $56,577 | $49,213 | $50,157 | $49,656 | $47,149 | $58,342 | $56,813 | $61,559
Distributions
K-12 $50,344 | $43,162 | $44,350 | $43,719 | $41810 | $52,115 | $50,502 | $54,759
CCC 6,112 5,947 5,714 5,850 5,256 6,149 6,233 6,723
Other 121 105 93 87 83 78 78 77

Source: Legislative Analysts’ Office

Calculating the Minimum Guarantee

The Proposition 98 minimum guarantee is determined by comparing the results of three “tests”
or formulas that are based on specific economic and fiscal data. The factors considered in these
tests include growth in personal income of state residents, growth in General Fund revenues,
changes in student enrollment, and a calculated share of the General Fund. The formula for each
test, the circumstances in which the test is operative, and how often each test has been applied
since the passage of Proposition 98, is displayed in the following table.

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 3
General Fund revenues (currently than either Test 2 or 3.
around 39%)).

Test 2 | Based on prior year funding, If growth in personal income is < 13
adjusted for changes in per capita growth in General Fund revenues
personal income and attendance. plus 0.5%.

Test3 | Based on prior year funding, If statewide personal income 7
adjusted for changes in General Fund | growth > growth in General Fund
revenues plus 0.5% and attendance. | revenues plus 0.5%.
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Generally, Test 2 is typically operative during years when General Fund revenue growth is
normal or higher than normal. Test 3 is generally operative when General Fund revenues fall or
grow slowly. The Test 1 percentage is linked to property allocations when Proposition 98 was
approved, and is recalibrated or “rebenched” based on subsequent policy changes such as the
allocation of property taxes among local governments and school districts, or the dissolution of
RDAs. In the near future, there will be a rebenching as a result of the retirement of the Economic
Recovery Bonds (ERBs) and the reversion of the “Triple Flip.” The operable test for a particular
year can theoretically change over time, based on additional information; however, for the last
few years, additional information for prior years has not resulted in a change in the operable test.
At a certain point, prior year adjustments are no longer adjusted and the operable test and the
Proposition 98 minimum guarantee is “locked down.”

The budget assumes that 2012-13 is a Test 1 year and that the current year is a Test 3 year. In
addition, the current assumption is that 2014-15 will be a Test 1 year. Thus, in the budget year it
is expected that the calculated share of the General Fund will result in greater revenues under
Proposition 98 than either of the growth calculations under Test 2 or Test 3. Generally, the
Proposition 98 minimum guarantee calculation was designed in order to provide growth in
education funding equivalent to growth in the overall economy, as reflected in changes in
personal income (incorporated in Test 2). As noted in the table above, in most years the
Proposition 98 minimum guarantee has been determined by the application of Test 2.

Suspension of Minimum Guarantee

Proposition 98 includes a provision that allows the Legislature and Governor to suspend the
minimum funding requirements and instead provide an alternative level of funding. Such a
suspension requires a two-thirds vote of the Legislature and the concurrence of the Governor. To
date, the Legislature and Governor have suspended the Proposition 98 minimum guarantee
twice—in 2004-05 and 2010-11. While the suspension of Proposition 98 can create General
Fund savings during the year in which it is invoked, it also creates obligations in the out-years, as
explained below.

Maintenance Factor

In years following suspension of the Proposition 98 minimum guarantee or the operation of Test
3 (that is, when the Proposition 98 guarantee grows more slowly due to declining or low General
Fund growth), the state creates an out-year obligation referred to as the “maintenance factor.”
When growth in state General Fund revenues is stronger (as determined by a specific formula
also set forth in the Constitution), the state is required to make maintenance factor payments,
which accelerate growth in K-14 funding, until the determined maintenance factor obligation is
fully restored.

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

e Ina Test 2 year, the rule of thumb is that roughly 55 percent of additional revenues would
be devoted to Proposition 98 to pay off the maintenance factor.
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e In a Test 1 year, the amount of additional revenues going to Proposition 98 could
approach 100 percent or more. This can occur because the required payment would be a
combination of the 55 percent of new revenues plus the established percentage of the
General fund—roughly 39 percent—that is used to determine the minimum guarantee.

Settle-Up

Every year, the Legislature and Governor estimate the Proposition 98 guarantee before the final
economic, fiscal, and attendance factors for the budget year are known. If the estimate included
in the budget for a given year is ultimately lower than the final calculation of the minimum
guarantee once those factors are known, Proposition 98 requires the state to make a "settle-up”
payment, or series of payments, in order to meet the final guarantee for that year. The
Governor’s budget assumes General Fund settle-up payments of $2.0 billion for 2012-13 (due to
an increase in the minimum guarantee) and $1.7 billion for 2013-14 (also due to an increase in
the minimum guarantee).

Outstanding Obligations

There exist a number of obligations owed to school districts by the state, most of which are
included in the Wall of Debt. The state currently has over $11.0 billion in such outstanding
school and community college obligations—$6.24 billion in deferrals (late payments),
$4.5 billion in unpaid mandate claims, $462 million for the Emergency Repair Program (ERP),
and $410 million for the Quality Education Investment Act (QEIA). The state also has a
$1.5 billion outstanding Proposition 98 settle-up obligation, which can be used to pay off these
aforementioned obligations.

GOVERNOR’S PROPOSAL:

K-14 Proposition 98 Education Overall

The budget estimates that the total K-14 Proposition 98 guarantee for 2012-13 increased by
$1.8 billion, compared to the level estimated in the 2013 Budget Act. Similarly, for 2013-14, the
Governor estimates an increase in the total guarantee of $1.5 billion. Both of these adjustments
lead to Proposition 98 “settle-up” obligations, which result in additional one-time resources for
schools. The Governor proposes to use these additional one-time resources to pay off deferrals,
as described below. The Governor’s budget estimates a total Proposition 98 funding level of
$61.6 billion (K-14). This is a $6.3 billion increase over the 2013-14 Proposition 98 level
provided in the 2013 Budget Act.

One of the largest components of the Governor’s budget plan is his proposal to retire all Wall of
Debt obligations, including school and community college obligations, by the end of 2017-18,
with many obligations to be paid off in the budget year. The Governor’s budget proposes to
repay all K-14 deferrals in 2014-15, as cited in the Governor’s budget summary, at a total cost of
$6.2 billion. This proposal would reverse the practice used in prior budgets, in which school
districts and community colleges received a significant portion of their funds a year after they
had spent them. This policy resulted in hardships for school districts and community colleges,
which would, in some cases, have to either borrow money to accommodate the deferral or cut
programs and services. In addition, the budget includes $316 million to pay the estimated costs
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of the QEIA program in 2014-15, with the expectation that such payment would settle the
funding obligation for that program. The budget directs the remaining $94 million in unobligated
QEIA funds to cover a portion of the $188.1 million payment for ERP in 2014-15 (the other
$94 million for ERP is from unspent prior year Proposition 98 funding). The Governor proposes
to retire all remaining Wall of Debt obligations in the following three years (including the
remaining obligation for ERP), clearing all debts by 2017-18.

K-12 Proposition 98 Major Spending Proposals

The Governor’s budget includes a proposed Proposition 98 funding level of $54.3 billion for K-
12 programs. This includes a year-over-year increase of nearly $4.3 billion in Proposition 98
funding for K-12 education, as compared to the revised Proposition 98 K-12 funding level for
2013-14. Under the Governor’s proposal, ongoing K-12 Proposition 98 per pupil expenditures
would increase from $8,469 in 2013-14 to $9,194 in 2014-15. This 2014-15 proposed funding
level in Proposition 98 funds for K-12 reflects a per-pupil increase of 8.6 percent, as compared to
the per-pupil funding level provided in the 2013 Budget Act. The Governor’s major K-12
spending proposals are identified below.

e Paying Off Deferrals. As noted above, the Governor’s budget proposes to pay off
outstanding payment deferrals—a practice used in previous budgets whereby the state
would delay the issuance of money to school districts for months after school districts
had planned to spend it. The Governor’s budget proposes to end this practice by paying
off all payment deferrals, estimated at a cost of $6.2 billion for K-12 programs
($5.6 billion) and community colleges ($600 million). This payment is essentially one-
time money for school districts that they can use for any allowable educational
expenditure.

e Local Control Funding Formula. The 2013 Budget Act adopted a new way for the state
to provide funding to school districts, charter schools, and county offices of education:
the Local Control Funding Formula (LCFF). The Governor’s budget proposes an increase
of $4.5 billion to implement the LCFF. This is the largest programmatic increase for
K-12 schools included in the Governor’s budget. This investment would eliminate about
28 percent of the funding gap between the formula’s 2013-14 funding level and its target
at full implementation. The budget proposes to fund the formula’s base grants at a rate of
$7,829 per pupil, as measured by pupil average daily attendance (ADA), inclusive of
cost-of-living and grade span adjustments. The 2013-14 budget funded the base grants at
$7,643 per pupil ADA. Proposals to change LCFF from current law include transferring
funding into the formula for two additional categorical programs (specialized secondary
programs and agricultural vocational education), and creating a new continuous
appropriation of LCFF funding that would bypass the annual budget process. These
issues are discussed more fully in a separate accompanying section.

e Enrollment and Cost-of-Living Adjustments. The Governor’s budget reflects an
estimated decrease in student enrollment in the K-12 system. Specifically, it reflects a
decrease of $214.5 million in 2013-14, as a result of a decrease in the projected ADA, as
compared to the 2013 Budget Act. For 2014-15, the Governor’s proposed budget reflects
a decrease of $42.9 million to incorporate a projected decline in ADA for the budget
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year. For charter schools, the Governor’s proposed budget funds an estimated increase in
charter school ADA, discussed below. The proposed budget also provides $33.3 million
to support a 0.86 percent cost-of-living adjustment for categorical programs that are not
included in the new LCFF. These programs include special education and child nutrition,
among others. The proposed funding level for the LCFF includes cost-of-living
adjustments for school districts, charter schools, and county offices of education.

e Proposition 98 Reserve Constitutional Amendment. The Governor’s budget proposes
a constitutional amendment intended to increase year-to-year stability in education
funding. The amendment is designed to create a mechanism to smooth out year-to-year
changes in education funding, in order to prevent the damage caused by significant cuts
to education. The budget summary states, “The amendment will not change the overall
guaranteed level of funding for education.” This proposal is further discussed in the
section that addresses the Governor’s proposal for the overall budget reserve.

e Non-classroom-based Independent Study. The Administration plans a legislative
proposal regarding the use of non-classroom-based independent study, also commonly
known as on-line independent study for grades 9-12. The summary describes the
legislative proposal as having the objective “to both streamline and expand the
instructional opportunities available through this process.” The proposal would require
that independent study courses meet the following requirements: 1) be equivalent in rigor
and quality to classroom-based courses; 2) contain the same number of educational
minutes as classroom-based courses; 3) provide at least one meeting per week between
the teacher and students; 4) maintain student-teacher ratios equivalent to that in
classroom-based courses (unless a new ratio is collectively bargained); and, 5) may not
result in the school district or county office claiming more than one unit of ADA for each
student enrolled in independent study.

Other K-12 Education Budget Proposals
Additional proposals contained within the Governor’s budget related to K-12 education include
the following:

e K-12 School Facilities. The budget proposes $188.1 million in one-time Proposition 98
funds for the Emergency Repair Program, which settled the Williams lawsuit. In addition,
the Administration proposes to continue a dialogue with the Legislature and stakeholders
about the best way to fund school facilities, “including consideration of what role, if any,
the state should play in the future of school facilities funding.” The Administration
proposes to transfer $211 million in remaining School Facility Program bond authority
from specialized programs to new construction ($105.5 million) and modernization
($105.5 million) programs. The budget summary notes that approximately $163 million
remains in the Seismic Mitigation program.

e Proposition 39 Energy Efficiency Investments. The Governor’s budget proposes to
allocate $363 million in Proposition 39 energy funds available in 2014-15, as follows:

= $316 million to K-12 school districts, for energy efficiency project grants.
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= $39 million to community college districts, for energy efficiency project grants.

= §5 million to the California Conservation Corps, to provide technical assistance to
school districts.

* $3 million to the Workforce Investment Board, for continued implementation of
job-training programs.

e Assessments for New Common Core Standards. The Governor proposes an increase of
$46.5 million in Proposition 98 funds to implement AB 484 (Bonilla), Chapter 489,
Statues of 2013. This bill authorized a new assessment system aligned to the new
Common Core Standards (academic content standards), which have been embraced by
California and most other states.

e Adult Education. While the Governor’s budget does not include any new proposals for
adult education, the budget summary cites the reforms initiated in the 2013 Budget Act,
and notes that adult education consortia plans will be completed in early 2015. The
summary also cites the Administration’s intent to invest in adult education in 2015-16,
via a single adult education categorical program. The summary also signals the
Administration’s intent to continue working with the Legislature, the California
Department of Education and the California Community Colleges Chancellor’s Office on
the work initiated in the 2013 Budget Act.

e Child Care and Development. The Governor’s budget includes funding for a
demonstration pilot project to try to improve the outcomes for 2,000 CalWORKs
families, to involve six counties over three years, providing licensed subsidized childcare
and other services. The budget does not include any other major changes or proposals to
preschool or childcare funding.

ISSUES TO CONSIDER:

Legislative Education Priorities. According to the Legislative Analyst’s Office (LAO), it is
possible the state will experience additional revenue growth, beyond the level in the Governor’s
budget, at the time of the May Revision. It is always prudent for the Legislature to examine
expenditure alternatives for meaningful one-time and on-going Proposition 98 funding. For
example, both houses of the Legislature have expressed strong interest in the accelerated
implementation of transitional kindergarten; however, such an endeavor will require additional
fiscal resources, while still providing critical debt payments, providing school districts positive
cash flow by reducing deferred funding, and investing in the LCFF. Even absent additional
revenues above current projection, the Legislature could choose to make a partial pay-down of
the deferral, freeing up resources for additional investment.
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Proposed Proposition 98 Reserve. The budget proposes changes to Assembly Constitutional
Amendment 4 (ACA 4), specifically the creation of a Proposition 98 reserve (in tandem with a
general reserve, discussed elsewhere in this document), presumably from revenues that can be
identified as capital gains above 6.5 percent of General Fund revenues. At present, the
Administration is drafting this language; however, as the LAO has pointed out, changes to the
State Constitution as it relates to “re-doing” any funding formulas “probably would produce
unforeseen or unintended consequences for the state in the future.” Is it prudent to withhold
Proposition 98 funds for purposes of creating a reserve? If so, what magic is there in the
identified threshold of any capital gains revenue above 6.5 percent being put in the reserve?
How would such a reserve diminish legislative prerogative over appropriations in future years?

Common Core State Standards Implementation and Professional Development. In 2013, the
Legislature appropriated $1.25 billion in one-time Proposition 98 funding to school districts for:
(a) professional development for teachers and administrators to assist in the implementation of
common core math and English-language arts academic content standards; (b) instructional
materials aligned to the academic content standards; and (c) instructional technology. However,
prior to this recent one-time investment, the state did not provide any supporting appropriations
for these items for well over five years. Additional one-time or on-going funding beyond the
LCFF will still be warranted. Providing ongoing funding for varied approaches to professional
development to support the continued implementation of the Common Core State Standards will
build on the one-time investment of $1.25 billion and help teachers better prepare for the
dramatic changes in mathematics and English-language arts for which student achievement will
be evaluated.
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K-12 Finance & Accountability:
LLocal Control Funding Formula

BACKGROUND:

K-12 School Finance Reform

As of the 2013 Budget Act, the state appropriates more than $48 billion in Proposition 98
funding (General Fund and local property taxes) annually for K-12 public schools. As part of the
2013-14 budget, the state significantly reformed the system for allocating most of these resources
to school districts, charter schools, and county offices of education, beginning in 2013-14.
Specifically, the new Local Control Funding Formula (LCFF) replaced the state’s prior system of
distributing funds to local education agencies (LEAS) through revenue limit apportionments (per
student average daily attendance) and approximately 50 state categorical education programs.

Under the old system, revenue limits provided LEAs with discretionary (unrestricted) funding
for general education purposes, and categorical program (restricted) funding was provided for
specialized purposes, with each program having unique allocation and spending requirements.
Revenue limits made up about two-thirds of state funding for schools, while categorical program
funding made up the remaining one-third portion. For some time, that system was criticized as
being too state-driven, bureaucratic, complex, inequitable, and based on outdated allocation
methods that did not reflect current student needs.

In his budgets for 2012-13 and 2013-14, Governor Brown proposed a new school finance
formula. His proposal in 2012-13 for a Weighted Pupil Formula was not adopted by the
Legislature. In 2013-14, the Governor proposed the LCFF with the goals to:

e Increase local control and reduce state bureaucracy.
e Ensure that student needs drive the allocation of resources.

e Increase transparency in school funding, empowering parents and local communities to
access information in a more user-friendly manner and enhance their ability to engage in
local school matters.

e Ensure sufficient flexibility and accountability at the local level so those closest to the
students can make the decisions.

The specifics of the Governor’s proposal evolved over those two years while the Legislature
considered important aspects of such a major finance reform, including a new accountability
structure for the funding. In adopting the LCFF, the Legislature embraced the principal tenets
and elements of the Governor’s proposal but also refined the funding formula and the
accountability framework.
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Local Control Funding Formula

The LCFF combines the prior funding from revenue limits and more than 30 categorical
programs that were eliminated, and uses new methods to allocate these resources and future
allocations to school districts, charter schools, and county offices of education, allowing LEAS
much greater flexibility to spend the funds than under the prior system. (There is a single funding
formula for school districts and charter schools, and a separate funding formula for county
offices of education that has some similarities to the district formula, but also some key
differences.)

The LCFF includes new requirements for local planning and accountability that focus on
improving student outcomes in state educational priorities and ensuring engagement of parents,
students, teachers, school employees, and the public in the local process. In addition, the LCFF
features a new system of support and intervention for underperforming school districts that do
not meet their goals for improving student outcomes.

Fiscal Impact. The LCFF establishes new “target” LCFF funding amounts for each LEA and
these amounts will be adjusted annually for COLAs and pupil counts. Funding all school districts
and charter schools at their target levels is currently expected to take seven more years, with
completion by 2020-21. County offices of education are projected to reach their target funding
levels in the budget year. Funding all LEAs at their target levels is estimated to result in an
additional $25 billion (over 2012-13 levels) in new Proposition 98 funding for K-12 schools by
2020-21 (inclusive of future annual COLAS).

The 2013-14 budget provided an increase of $2.1 billion in Proposition 98 funding for schools to
begin LCFF implementation in 2013-14. This amount includes $2.1 billion for school districts
and charter schools and $32 million for county offices of education. This funding level closed
“the gap” to full funding of the LCFF target levels as of 2013-14 by 11.8 percent. (This gap
calculation changes annually not only due to funding provided but also due to annual
adjustments to the LCFF funding targets.)

School Districts and Charter Schools Formula. This formula is designed to provide districts
and charter schools with the bulk of their resources in unrestricted funding to support the basic
educational program for all students, plus supplemental funding, based on the enroliment of
educationally disadvantaged students (low-income students, English learners, and foster youth),
provided for increasing or improving services to these high-needs students. Major components of
the formula are briefly described below. (The committee’s Final Action Report on the 2013-14
budget contains detailed descriptions of the formula for districts and charter schools and the
formula for county offices of education.)

e Base Grants are calculated on a per-pupil basis (measured by student average daily
attendance) according to grade span (K-3, 4-6, 7-8, and 9-12) with adjustments that
increase the base rates for grades K-3 (10.4 percent of base rate) and grades 9-12
(2.6 percent of base rate). The adjustment for grades K-3 is associated with a requirement
to reduce class sizes in those grades to no more than 24 students by 2020-21, unless other
agreements are collectively bargained at the local level. The adjustment for grades 9-12
recognizes the additional cost of providing career technical education in high schools.
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e Supplemental Grants provide an additional 20 percent in base grant funding for low-
income students, English learners, and foster youth (unduplicated pupil count).

e Concentration Grants provide an additional 50 percent above base grant funding for
low-income students, English learners, and foster youth that exceed 55 percent of total
enrollment.

e Categorical program add-ons for Targeted Instructional Improvement Block Grant and
Home-to-School Transportation provide districts the same amount of funding they
received for these two programs in 2012-13. The transportation funds must be used for
transportation purposes. Charter schools are not eligible for these add-ons.

e LCFF Economic Recovery Target add-on ensures that districts receive, in 2020-21, at
least the amount of funding they would have received under the old finance system to
restore funding to their 2007-08 level adjusted for inflation. Districts are not eligible for
this add-on if their LCFF funding exceeds the 90" percentile of per-pupil funding rates
estimated under the old system.

e Hold Harmless Provision ensures that no school district or charter school will receive
less funding under the LCFF than its 2012-13 funding level.

Restrictions on Supplemental Funding

Statute that governs the expenditure of the supplemental funding (supplemental and
concentration grant funds) requires LEAs to increase or improve services for educationally
disadvantaged students (low-income students, English learners, and foster youth) in proportion to
the supplemental funding LEAs receive for the enrollment of these students. The statute also
allows the supplemental funding to be used for school-wide, district-wide, county-wide, and
charter-wide purposes, for the benefit of a broader student population rather than restricted only
for educationally disadvantaged students, in a manner that is no more restrictive than the
provisions for spending federal funds under Title I of the No Child Left Behind Act of 2001
(NCLB). For instance, Title I funds are primarily used to support targeted programs for low-
income students; however, Title | funds may be spent on school-wide programs at schools where
low-income students make up at least 40 percent of the total student enroliment.

The State Board of Education (SBE) is responsible for adopting regulations, by January 31,
2014, to govern LEA expenditure of the supplemental funding consistent with these statutory
provisions. Because some elements of the statute are somewhat undefined, such as the specific
manner in which the funds can be used for school-wide purposes, there is some discretion for the
board to define the spending requirements. On January 16, 2014, after receiving significant
stakeholder input and public comment on its proposed regulations, the SBE adopted LCFF
emergency regulations that include the spending regulations and a template for the new
mandated local control and accountability plan (described below). The emergency regulations
became effective on February 6, 2014 when they were approved by the Office of Administration
Law. The board also initiated the process for adopting permanent regulations, which is expected
to be completed by the fall 2014.
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The emergency regulations require LEAs to describe in their local control and accountability
plan the increased or improved services provided to disadvantaged students beyond the services
provided to all students, in proportion to the LEA’s increase in supplemental funding. The
regulations include a specified standard methodology for LEASs to calculate their annual LCFF
funding attributed to the supplemental funds versus base grant funds and also to calculate the
“proportionality percentage” (i.e., amount of supplemental funds divided by amount of base
funds) by which services to disadvantaged students must be increased or improved beyond
services provided to all pupils.

At the same time, the regulations give LEASs broad flexibility to spend the supplemental funding
for school-wide, district-wide, county-wide, and charter-wide purposes (hereafter referred to as
district-wide or school-wide) and require that such services be described in the local control and
accountability plan. Unlike the Title I rules that allow school-wide programs only at schools with
a certain minimum concentration of low-income students, the LCFF regulations allow the
supplemental funding to be used for district-wide or school-wide purposes even when
disadvantaged students make up a small percentage of the student enrollment. However, the
regulations include certain thresholds to distinguish the level of justification for district-wide or
school-wide services that must be in a local control and accountability plan.

At a minimum, a local plan must describe any district-wide or school-wide services and how
those services meet the LEA’s goals for disadvantaged students in the state educational priorities
specified in statute (described below). In addition, where disadvantaged students make up less
than 55 percent of a district’s enrollment or less than 40 percent of a school’s enrollment, the
LEA plan must also explain how the district-wide or school-wide services are the most effective
use of the supplemental funds to meet the LEA’s goals for disadvantaged students.

Several legislators and a coalition of civil rights and other organizations had previously urged the
board to adopt a policy on school-wide services that is more consistent with Title I in order to
ensure that the supplemental funding is only used on a school-wide basis at schools where
disadvantaged students make up a significant percentage of the student enrollment.

Local Control and Accountability Plan

Along with the LCFF the state created a new LCFF accountability system, which builds upon,
rather than replaces, elements of the prior state accountability system. Under this new system, an
LEA’s plan for spending LCFF resources must focus on the LEA’s goals and annual progress for
student and school outcomes in eight state educational priorities and any additional local
priorities. The accountability system also includes a new structure for providing technical
assistance, and intervention when warranted, to districts and schools that struggle to achieve their
goals.

School districts, charter schools, and county offices of education must adopt and update a local
control and accountability plan (LCAP). The LCAP must include locally determined goals,
actions, and expenditures of LCFF funds for each school year in support of the state educational
priorities that are specified in statute and any local priorities. The state priorities that must be
addressed in the LCAP, for all students and significant student subgroups in a school district and
at each school, are:
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e Williams settlement issues (adequacy of credentialed teachers, instructional materials,
and school facilities)

e Implementation of academic content standards

e Parental involvement

Pupil achievement (in part measured by statewide assessments, Academic Performance

Index, and progress of English-language learners toward English proficiency)

Pupil engagement (as measured by attendance, graduation, and dropout data)

School climate (in part measured by suspension and expulsion rates)

The extent to which students have access to a broad course of study

Pupil outcomes for non-state-assessed courses of study

The LCAP must be developed with input from parents, students, teachers and other school
employees, and the public. As a cornerstone of this new system of local control and
accountability, the LCAP is intended to provide parents and the public with clear and accessible
information about locally determined goals, actions, and expenditures of LCFF funds for the
district and each school. An LEA must post its LCAP on its web site. LCAPs must be developed
by July 1, 2014 and updated annually thereafter. School districts and county offices of education
must adopt their annual LCAPs prior to adopting their annual budgets. In completing their
LCAPs, LEAs must follow a LCAP template that has been adopted by the SBE. Statute requires
the SBE to adopt an LCAP template by March 31, 2014. The board adopted an initial LCAP
template as part of its recent adoption of LCFF emergency regulations on January 16, 2014.

School district LCAPs are subject to review and approval by county offices of education. County
office of education LCAPs are subject to review and approval by the State Superintendent of
Public Instruction (SPI). Technical assistance will be provided to LEAs when an LCAP is not
approved, and LEAs may also request technical assistance. A new entity, the California
Collaborative for Educational Excellence, was created to advise and assist LEAs with their
LCAPs. The 2013-14 budget appropriated $10 million in Proposition 98 funding to establish this
entity in 2013-14. Additional assistance may be provided to LEAs by county offices of education
and the SPI.

The SPI is authorized to intervene in a struggling district or a county office of education under
certain conditions to do one or more of the following: make changes to the district or county
office LCAP; impose budget revisions; stay or rescind an action, if not required by a local
collective bargaining agreement; and appoint an academic trustee. A charter school may be
subject to revocation by its chartering authority or the SBE due to performance of the charter
school on pupil outcomes in the state and local educational priorities. The SBE is required, by
October 1, 2015, to adopt evaluation rubrics for the state educational priorities that will assist
LEAs and the SPI to assess district and school performance under the LCAPs and to identify
where assistance and intervention are warranted.

GOVERNOR’S PROPOSAL:

The Governor’s budget provides an increase of $4.5 billion in Proposition 98 funding for schools
for the second year of LCFF implementation. This amount includes $4.5 billion for school
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districts and charter schools and $25.9 million for county offices of education. This is the largest
programmatic increase for K-12 schools included in the Governor’s budget. According to the
LAO, this represents an 11 percent year-over-year increase for the LCFF. The DOF indicates this
funding level represents closing approximately 28 percent of the gap between the school
districts’ 2013-14 funding levels and the LCFF full implementation target rates as of the budget
year.

When combined with the funding appropriated in 2013-14, the proposed funding for 2014-15
closes about one-third of the gap to LCFF full implementation during these first two years,
according to the DOF. The DOF still anticipates an eight-year phase-in for funding of school
district and charter school LCFF target rates, but the budget proposal reflects an acceleration of
LCFF funding for districts and charter schools over the next few years that would later taper
down. The DOF estimates that county offices of education would be brought very close to their
target rates in the budget year.

There are two major proposals to change the LCFF from current law:

e Create a new continuous appropriation to guarantee a dedicated minimum share of
Proposition 98 funding for the LCFF annually during the formula’s phase in period.
The budget proposes statutory language to require that a specified percentage of overall
Proposition 98 funding (K-12 and community colleges) be automatically committed to
the LCFF during each fiscal year until all school districts, charter schools, and county
offices of education are funded at their LCFF target funding levels for full
implementation of the funding formula.

The Administration proposes to set this guaranteed percentage of Proposition 98 funding
for the LCFF at 76.17 percent in 2014-15 and 79 percent in 2015-16 and each fiscal year
thereafter until the LEA funding targets are met. According to the DOF, the LCFF
currently makes up about 75 percent of annual Proposition 98 funding and that
percentage would increase to 79 percent based upon the Administration’s funding
projections and plan for the LCFF. That percentage also reflects estimates of future
funding increases for existing non-LCFF K-12 programs in order to cover growth and
COLA:s for those programs, but it does not reflect any new funding that the Legislature
may want to provide for K-12 programs outside of the LCFF.

The Administration’s proposal specifies that, during the final year of such a continuous
appropriation for the LCFF, any funding generated by the continuous appropriation that
exceeds the amount needed to fund all LEAs at their LCFF target funding levels would
be allocated as a “super-COLA” to increase the LCFF base grants. The proposal further
specifies that, after the continuous appropriation has ceased once the target funding levels
are met, appropriations for LCFF COLAs would be subject to appropriation by the
Legislature in the annual budget act.

The Administration continues to estimate that the LCFF will be fully implemented by
2020-21, the time when it is expected that all school districts and charter schools will
reach or exceed their LCFF target funding levels. County offices of education are
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projected to reach their target funding levels in the budget year. If this proposal for a
LCFF continuous appropriation is adopted by the Legislature, in 2015-16, the LCFF
would receive an estimated total of $51 billion in Proposition 98 funding through a
continuous appropriation outside of the regular budget process. The amount of that
continuous appropriation would increase over time commensurate with Proposition 98
funding increases pursuant to the Proposition 98 minimum funding guarantee.

A continuous appropriation is a way in which funds are automatically appropriated every
year without the approval of the Legislature. That is, a continuous appropriation occurs
outside of the regular budget process and can only be suspended or altered if the
Legislature changes the law authorizing that continuous appropriation. Current law
allows for the continuous appropriation of prior-year LCFF appropriations, for example,
a base level of funding will be provided to LEAs without an enacted state budget.
However, increases in LCFF funding above the base appropriation are subject to
appropriation by the Legislature in the annual budget. According to the DOF, a new
continuous appropriation for the LCFF as a specific share of Proposition 98 funding
would give LEAs certainty of LCFF funding increases that would improve their ability to
plan educational programs. The DOF also points out that the prior finance system, which
the LCFF replaced, featured a continuous appropriation of revenue limit apportionments
for LEAs. However, under that system the Legislature had discretion to approve or deny
COLA for revenue limits, and the Legislature appropriated funding for categorical
programs through the annual budget process.

e Additional Categorical Programs Eliminated and Funding Included in LCFF. The
budget proposes to eliminate two categorical programs—Specialized Secondary
Programs ($4.9 million) and Agricultural Vocational Education ($4.1 million)—and
transfer the funding for these programs into the LCFF for the districts that received these
categorical program funds. This funding would count towards those districts’ LCFF
targets beginning in 2014-15, without adjustment to the target rates. Those districts could
spend this funding to continue the services previously provided through the categorical
programs or redirect the funding to other educational purposes.

ISSUES TO CONSIDER:

LCFF Funding Acceleration. The budget proposes to pay down approximately 28 percent of
the gap between 2013-14 funding levels and target funding at full LCFF implementation. When
the LCFF was enacted, it was anticipated that full implementation would take eight years. The
budget still assumes an eight-year timeline, but it accelerates LCFF funding over the next few
years and funding winds down in later years. Is this the appropriate funding level and timing for
full implementation?

Continuous Appropriation for LCFF. The budget proposes statutory language to continuously
appropriate a specified percentage of annual Proposition 98 funding for LCFF implementation
during the funding formula’s phase in period to full implementation. That would leave the
Legislature no role in making this key appropriation during those years. Is it prudent for the
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Legislature to relinquish such authority and oversight, particularly when the LCFF accountability
framework (centered on the new Local Control and Accountability Plan) is at an early stage of
implementation? It will be important for the Legislature to monitor LCFF implementation to
assess how well this funding and accountability reform leads to improved student outcomes,
including closing achievement gaps for educationally disadvantaged students. How does the
Administration plan to monitor LCFF implementation?

Career Technical Education Programs. The Governor’s plan would eliminate two more career
technical education (CTE) programs—Specialized Secondary Programs and Agricultural
Vocational Education—and roll funding for those programs ($9 million combined) into the
LCFF. When this proposal was made as part of the Governor’s 2013-14 budget, the Legislature
rejected it. In particular, the Senate raised concerns about the elimination of dedicated funding
streams for several CTE programs (also regional occupational centers and programs, California
partnership academies, and adult education). What would be the impact of eliminating these two
programs?

California Collaborative for Educational Excellence. The California Collaborative for
Educational Excellence (CCEE) was created as part of the new LCFF accountability framework
with the role to advise and assist school districts, charter schools, and county offices of education
to achieve goals in their local plans and petitions under the LCFF. The 2013-14 budget provided
$10 million in Proposition 98 funding for the CCEE. According to the DOF, this funding is
currently unspent but expenditures will kick in during the spring. The Legislature may want to
examine the status and current plan for CCEE.

Clean-up Legislation for LCFF Implementation. The DOF indicates there will be a
forthcoming proposal for technical fixes to the LCFF, based on issues identified by the
California Department of Education and the State Board of Education. While some technical
fixes will likely be needed, the Legislature should be prudent about making changes to the LCFF
so early in its implementation.
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EXECUTIVE SUMMARY

Overview

Governor Proposes $11.8 Billion in Additional Proposition 98 Spending. Proposition 98
funds K-12 education, the California Community Colleges (CCC), preschool, and various
other state education programs. The Governor’s budget includes $11.8 billion in Proposition 98
spending increases (attributable to 2012-13, 2013-14, and 2014-15). Of that amount, the Governor
dedicates $6.7 billion to paying off outstanding one-time obligations and $5.1 billion for ongoing
programmatic increases. Under the Governor’s budget, ongoing K-12 per-pupil funding would
increase from $7,936 in 2013-14 to $8,724 in 2014-15—an increase of $788 (10 percent).

Overall Plan Reasonable. We believe the Governor’s plan is a reasonable mix of one-time
and ongoing spending—eliminating the largest outstanding one-time obligation and significantly
increasing ongoing programmatic support for schools and community colleges. A prudent reliance
on one-time spending helps the state minimize potential disruption to ongoing school and
community college programs were the state’s fiscal situation to deteriorate as a result of revenue

volatility or an economic slowdown.

Specific Proposals

Wall of Debt Plan. The Governor proposes to pay off all outstanding school and community
college deferrals, as well as the state’s Quality Education Investment Act (QEIA) obligation, by
the end of 2014-15. The Governor also proposes to completely retire the state’s Emergency Repair
Program (ERP) obligation by the end of 2015-16 and the state’s unpaid mandate claims by the end
of 2017-18. We believe the Governor’s plan is reasonable, particularly as it would pay oft all of these
obligations one year before the expiration of Proposition 30 revenues.

Local Control Funding Formula (LCFF). The Governor proposes to increase funding for the
LCFF by $4.5 billion in 2014-15, closing approximately 28 percent of the remaining gap to full
implementation. The Governor’s budget also provides $26 million for county offices of education
(COEs) to fully fund the remaining gap for their LCFF. In addition, the Governor proposes statutory
language requiring that a specified percentage of annual Proposition 98 funding automatically
be dedicated to the LCFF each year of the phase-in period. We believe the Governor’s proposal to
dedicate school funding increases primarily to the LCFF is a reasonable approach that is consistent
with the intent of the Legislature in restructuring the school finance system last year. We are
concerned, however, that the Governor’s proposal to automate LCFF funding creates an additional,
unnecessary formula that would further complicate school funding and remove the Legislature’s
discretion to determine the appropriate amount of funding to allocate for the LCFF. We recommend
the Legislature reject this proposal.

High School Career Technical Education (CTE) Programs. The Governor proposes to add
two high school CTE categorical programs—Specialized Secondary Programs (SSP) and the

Agricultural CTE Incentive Program (hereafter referred to as Agricultural Education Grants)—to
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the LCFF. Under the Governor’s proposal, school districts receiving funding for these two programs
in 2013-14 would have those funds count toward their LCFF allocation in 2014-15. Beginning in

the budget year, districts would have the option to use associated funds exactly as they do now or

in a different way to address student needs. We believe the Governor’s proposals are consistent with
the LCFF’s core principles of increasing local decision-making authority and reducing historical
funding inequities across schools. We recommend the Legislature adopt these proposals. Beyond
these specific budget-year issues, we recommend the Legislature adopt an overall approach to CTE
that focuses on student outcomes rather than the specific educational strategies used to accomplish
those outcomes.

Student Assessments. The Governor’s budget increases funding for student assessments
by $52 million in 2014-15. The increase is largely due to the higher costs of administering new
English-language arts (ELA) and math assessments in 2014-15. The estimated annual cost of the
new assessments is significantly higher than the cost of previous ELA and math assessments. The
higher cost appears reasonable given the new assessments will be more expensive to score and
the state plans to purchase interim and formative assessment tools on behalf of districts. (Having
the state purchase these tools may reduce total state and local costs given economies of scale.) We
recommend the Legislature approve the augmentation, adopt the Governor’s proposed provisional
language making assessment funding contingent upon Department of Finance (DOF) review of
associated contract materials, and adopt additional provisional language requiring the testing
vendor to meet with legislative staff and DOF on an annual basis to review components and costs of
the contract.

Independent Study (IS). These programs serve students who are completing some or all of their
coursework off-site under a written learning contract. For funding purposes, these programs are
required to convert individual student work products into an equivalent amount of classroom “seat
time.” The Governor proposes several changes to IS programs. Most notably, the Governor proposes
to allow local governing boards to convert entire IS courses (rather than individual IS assignments)
to seat time—but only for IS programs serving high school students. Given its potential to reduce
some of the administrative tasks required of teachers, we recommend the Legislature adopt this
proposal but extend it to IS programs serving all grades. We further recommend the Legislature
increase the transparency of the proposal by requiring local governing boards to disclose some
basic information about the learning standards and expectations for each approved course. We
recommend the Legislature reject a related proposal to establish a special set of funding rules for
site-based blended learning, as extending the Governor’s main IS proposal to all grades would better

accommodate these programs.
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INTRODUCTION

In this report, we analyze the Governor’s
2014-15 Proposition 98 budget package. The
report begins with background on the basics of

Proposition 98 and school finance. The next two

BACKGROUND

State budgeting for schools and community
colleges is governed largely by Proposition 98,
passed by voters in 1988. The measure, modified
by Proposition 111 in 1990, establishes a minimum
funding requirement for schools and community
colleges, commonly referred to as the minimum
guarantee. Both state General Fund and local
property tax revenue apply toward meeting the
minimum guarantee. As described in Figure 1,
the Proposition 98 minimum guarantee is
determined by one of three tests set forth in the
State Constitution. These tests are based on several
inputs, including changes in K-12 average daily
attendance (ADA), local property tax revenues,
per capita personal income (PCPI), and per capita
General Fund revenue.

Applicable Test Determined Automatically.
The applicable test used to
determine the Proposition 98

o . Figure 1
minimum guarantee is

sections provide an overview of the Governor’s
Proposition 98 package. The subsequent
sections analyze each of the Governor’s major

Proposition 98 proposals.

Guarantee. Although the Proposition 98 tests
apply automatically, the Legislature can provide
more or less funding than the tests require. For
example, in 1999-00, when state revenues were
booming, the Legislature provided $1.8 billion
more than required under the minimum
guarantee. Alternatively, in 2004-05 and 2010-11,
the Legislature suspended the minimum guarantee
and provided less than would otherwise have been
required. To suspend the minimum guarantee
requires a two-thirds vote of each house of the
Legislature and creates an out-year obligation to
return K-14 funding to where it otherwise would
have been absent the suspension (discussed further
below).

State Creates “Maintenance Factor”
Obligation in Certain Years. Proposition 98 allows

Calculating the Proposition 98 Minimum Guarantee

triggered automatically

depending on the inputs.

Until inputs are finalized
(which can take up to
24 montbhs after the close of
a fiscal year), the applicable
test can fluctuate and the
minimum guarantee can
change significantly.

State Can Provide More

or Less Than Minimum

Three Tests Used to Determine Minimum Guarantee:

Test 1—Share of General Fund. Provides roughly 40 percent of state General
Fund revenues to K-14 education. The guarantee was determined using this test
3 of the last 25 years.

Test 2—Growth in Per Capita Personal Income. Adjusts prior-year
Proposition 98 funding for changes in K-12 attendance and per capita personal
income. The guarantee was determined using this test 13 of the last 25 years.
Test 3—Growth in General Fund Revenues. Adjusts prior-year Proposition 98
funding for changes in K-12 attendance and per capita General Fund revenues.
Generally, this test is operative when General Fund revenues grow more slowly
than per capita personal income. The guarantee was determined using this test
7 of the last 25 years.

Note: In 2 of the last 25 years, the state suspended Proposition 98.
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the state to provide less funding than the Test 2
level in Test 3 or suspension years. In these years,
the state creates a maintenance factor obligation—

equal to the difference between the higher Test 2

level and the amount of funding actually provided.

In future years, the maintenance factor is adjusted
for changes in K-12 attendance and growth in
PCPI. As such, the maintenance factor obligation
keeps track of the amount of funding needed to
ensure the earlier reduction does not adversely
affect schools and community colleges in the
long run. The state has carried an outstanding
maintenance factor obligation in 18 of the past
23 years, including an estimated $5.5 billion
obligation at the end of 2012-13.

Maintenance Factor Payments Based on
Growth in General Fund Revenues. When the
state is carrying a maintenance factor obligation,
Proposition 98 requires the state to provide

additional payments until the entire maintenance

factor obligation has been paid oft. Figure 2
illustrates how these maintenance factor payments
are made. The required maintenance factor
payment is determined by formula and depends
on how quickly state revenues grow. When state
revenues grow quickly, larger payments are made
and the obligation is paid off in a shorter period
of time. Until all maintenance factor is paid off,
the state generates savings each year compared to
the level it otherwise would have been required to
spend.

Most Proposition 98 Funding Provided for
General Purposes. Upon determining the amount
of total Proposition 98 funding to provide, the
Legislature decides how to spend the associated
funds. The Legislature allocates funds to schools
and community colleges for one of two basic
purposes—general (or unrestricted) purposes
and categorical (or restricted) purposes. The state
allocates general purpose funding to schools

through the LCFF

Figure 2

lllustration of How a Maintenance Factor Is Created and Paid

and to community
colleges through

apportionments.

I:l Maintenance Factor Obligation
- Maintenance Factor Payment
- Proposition 98 Base

1 Test 2 Level

Test 3 Level

Currently, 86 percent
of all Proposition 98
funding is allocated in
this manner, with the
remaining 14 percent
allocated for various
categorical programs.
Most School
Funding Provided
Through LCFF. In
2013-14, the state
eliminated roughly

three-quarters of

Year 12 Year 2

Year 3

Year 4 Year 5

2|n this illustration, Test 3 is operative in Year 1 and a maintenance factor equal to the difference
between the higher Test 2 level and the lower Test 3 level is created.

its K-12 categorical
programs and shifted
those funds into the
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(Prior to 2012-13, general purpose funding was
provided through K-12 revenue limits.) Under the
LCFF, school districts receive the bulk of their
funding based on ADA in four grade spans, with
per-pupil funding higher for the upper grades. The

LCFF provides additional funds to school districts
based on their numbers of English learner (EL),
low-income (LI), and foster youth students. In
2013-14, 86 percent of K-12 Proposition 98 funding
was provided through the LCFF.

OVERVIEW: CHANGES IN THE MINIMUM GUARANTEE

As part of its budget package, the
administration has updated its estimates of the
minimum guarantee for 2012-13, 2013-14, and

2014-15. We describe the major changes below.

2012-13 Changes
Minimum Guarantee Up $1.9 Billion. As

shown in Figure 3, the administration’s revised
estimate of the 2012-13 minimum guarantee

is $58.3 billion, a $1.9 billion increase from the
estimate made at the time the 2013-14 budget

was enacted. Of the increase in the minimum
guarantee, roughly $1.8 billion is due to General
Fund revenues being $1.7 billion higher than
previously budgeted. The minimum guarantee
increases by more than the increase in General
Fund revenues due to 2012-13 being a Test 1 year
with a large required maintenance factor payment.
In these situations, the minimum guarantee is very
sensitive to changes in General Fund revenues, with
the marginal increase in the minimum guarantee

sometimes even greater than the marginal increase

in revenues. The remaining $126 million increase in
the 2012-13 minimum guarantee is due to baseline
property tax revenues being higher than previously
budgeted. Because 2012-13 is a Test 1 year, increases
in baseline property tax revenues result in higher
funding for schools and community colleges.

Total Costs Lower by $130 Million. Though the
Governor’s estimate of the minimum guarantee has
increased, his estimate of 2012-13 Proposition 98
costs has decreased by $130 million. This is the net
effect of savings due to lower-than-expected ADA
in part offset by higher costs for basic aid districts.

e  Slightly Lower ADA Costs. Rather
than increasing by 0.06 percent, as was
assumed in the 2013-14 budget plan, ADA
decreased by 0.07 percent—reducing costs
by $200 million. (A few other costs—most
notably for K-3 Class Size Reduction—also
went down slightly.)

e  Higher Basic Aid Costs. Proposition 30

requires school districts to receive at least

Figure 3
Increase in 2012-13 and 2013-14 Proposition 98 Minimum Guarantees
(In Millions)
2012-13 2013-14
Budgeted Revised Change Budgeted Revised Change

Minimum Guarantee
General Fund $40,454 $42,207 $1,752 $39,055 $40,948 $1,893
Local property tax 16,011 16,135 124 16,226 15,866 -361

Totals $56,465 $58,342 $1,877 $55,281 $56,813 $1,532
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$200 per student and community colleges to
receive at least $100 per full-time equivalent
(FTE) student from revenues in the newly
created Education Protection Account
(EPA). For most school and community
college districts, EPA revenues offset state
General Fund costs. For basic aid districts—
whose property tax revenues are sufficiently
high that they receive no state general
purpose aid—the state is required to make
EPA payments to ensure they receive the
required per-student EPA funding. These
EPA obligations ended up being $68 million
for school districts and $9 million for

community colleges in 2012-13.

2013-14 Changes
Minimum Guarantee Up $1.5 Billion. As

shown in Figure 3, the administration’s revised
estimate of the 2013-14 minimum guarantee is
$56.8 billion, a $1.5 billion increase from the
amount assumed in the 2013-14 budget. This
increase is primarily due to the higher 2012-13
minimum guarantee and higher year-to-year
growth in per capita General Fund revenues.
Spike Protection Provision Reduces Ongoing
Effect of Increase in 2012-13 Minimum Guarantee.
Though the 2013-14 guarantee is up from budget
act estimates, it remains $1.5 billion below the
revised 2012-13 level despite General Fund
revenues increasing by $1.7 billion from 2012-13
to 2013-14. The decrease in the 2013-14 minimum
guarantee is due to the spike protection provisions
of Proposition 98. In a year when the minimum
guarantee increases at a much faster rate than
PCPI, the spike protection provision excludes
a portion of Proposition 98 funding from the
minimum guarantee calculation in the subsequent
year. In 2012-13, because of the economic recovery
and additional revenues from Proposition 30, the

minimum guarantee increased $11 billion. The
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spike protection provision excludes $2.3 billion

in 2012-13 funding from the Proposition 98
calculations moving forward, reducing the 2013-14
minimum guarantee by a like amount.

Total Costs $150 Million Lower. The
Governor’s estimate of 2013-14 spending is down
$150 million from the amount assumed in the
2013-14 budget, primarily due to lower-than-
expected student attendance. (The 2013-14 budget
assumed ADA growth of 0.2 percent, while
the Governor’s budget assumes a 0.01 percent
increase in ADA.) Lower attendance results in a
$217 million drop in LCFF costs. These lower costs
are partly offset by a $77 million increase to make
EPA payments to basic aid school and community
college districts. (As in 2012-13, the 2013-14 budget
did not include funding for this purpose.)

Lower Estimate of Property Tax Revenues
Increases General Fund Costs. Though the
minimum guarantee is up $1.5 billion, the state’s
General Fund Proposition 98 requirement is
up $1.9 billion due to estimated local property
tax revenues decreasing by $361 million. As
Figure 4 shows, this decrease is primarily driven
by lower redevelopment agency (RDA) revenues.
For 2013-14, the Governor projects ongoing
RDA revenues will be $405 million lower than
estimated—a $433 million reduction in asset
revenues offset by a $29 million increase in ongoing
RDA revenues. The administration anticipates that
court rulings will delay the distribution of some
former RDA assets that were assumed to provide

state General Fund savings in 2013-14.

2014-15 Changes

2014-15 Minimum Guarantee $4.7 Billion
Above Revised 2013-14 Level. The administration
estimates the minimum guarantee will be
$61.6 billion in 2014-15. As Figure 5 shows, this
is $4.7 billion higher than the revised 2013-14
minimum guarantee. About $3.9 billion of the




increase in the minimum
guarantee is driven by the
year-to-year increase in
General Fund revenues.
Asin 2012-13, 2014-15 is
a Test 1 year in which the
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Figure 4

Proposition 98 Property Tax Revenue Estimates

(In Millions)

strong growth in General 2012-13
Fund revenues results in a Ongoing residual RDA revenues $898 $936 $38
large maintenance factor R EIESER lpllE pler 2
8 < All other 13,954 14,032 79
payment ($3.3 billion). Totals $16,011 $16,135 $124
The remaining increase in 2013-14
the minimum guarantee Ongoing residual RDA revenues $790 $818 $29
] ) RDA assets 707 274 -433
is due to higher property All other 14,729 14,773 44
tax revenues. Because Totals $16,226 $15,866 -$361
2014-15is a Test 1 year,
increases in baseline and
ongoing RDA property tax
revenues result in a higher 2014-15
P L o Ongoing residual RDA revenues $818 $743 -$76
roposition 98 minimum RDA assets 274 42 232
guarantee. (Changes in Al other 14,773 15,712 939
RDA assets do not affect Totals $15,866 $16,497 $631
the minimum guarantee RDA = redevelopment agency.
due to rebenching.)
Figure 5
Proposition 98 Funding
(Dollars in Millions)
Preschool $481 $507 $509 $2 —
K-12 Education
General Fund $37,740 $36,361 $40,079 $3,718 10%
Local property tax revenue 13,895 13,633 14,171 537 4
Subtotals ($51,634) ($49,995) ($54,250) ($4,255) (9%)
California Community Colleges
General Fund $3,908 $4,001 $4,396 $395 10%
Local property tax revenue 2,241 2,232 2,326 94 4
Subtotals ($6,149) ($6,233) ($6,723) ($489) (8%)
Other Agencies $78 $78 $77 -$1 -1%
Totals $58,342 $56,813 $61,559 $4,746 8%
General Fund $42,207 $40,948 $45,062 $4,115 10%
Local property tax revenue 16,135 15,866 16,497 631 4

©
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Local Property Tax Revenue Up $631 Million.
As Figure 4 shows, total property tax revenues in
2014-15 are $631 million higher than the revised
2013-14 estimates. The Governor estimates baseline
property tax revenues will be $939 million higher
than the revised 2013-14 level. This increase is
partially offset by RDA-related revenues being a
combined $308 million lower. The reductions in
RDA-related revenues to schools and community
colleges are primarily driven by former RDA
obligations being higher than expected.

ADA Is Somewhat Lower Than in 2013-14.
The Governor projects overall ADA will decline
by 0.12 percent in 2014-15. This is the net effect
of a projected decline in school district ADA
(2 percent), partly offset by increases in charter
school attendance (15 percent). Because charter
schools represent a much smaller share of the
student population (10 percent), overall attendance
is still down. Because 2014-15 is a Test 1 year, the
minimum guarantee is unaffected by the overall
decrease in student attendance.

Effects of New Revenues on Minimum
Guarantee Will Vary Based on Year in Which
Revenues Materialize. The minimum guarantee
for 2014-15 will be sensitive to changes in estimates
of General Fund revenues. The exact effect on the
guarantee will vary significantly depending on
whether revenue estimates change for 2013-14,
2014-15, or both years. If, for example, revenues
were unchanged in 2013-14 but $1 billion higher
in 2014-15, virtually all of the new revenues would
go to Proposition 98. This is because 2014-15 is a
Test 1 year in which a large maintenance factor
payment is required. Alternatively, if revenues
were up $1 billion in both 2013-14 and 2014-15,
roughly half of new revenues would go to
Proposition 98 in 2013-14 and 40 percent of new
revenues would go to Proposition 98 in 2014-15. As
in the previous scenario, the additional revenues
would increase the Test 1 level in 2014-15. The

10 Legislative Analyst’s Office www.lao.ca.gov

maintenance factor payment, however, would not
increase in this situation. Though total General
Fund revenues would increase, the year-to-year
growth in General Fund revenues would remain
essentially unchanged, thus requiring no additional
maintenance factor payment. Because of such
differing results, the net change in the minimum
guarantee resulting from changes in General
Fund revenues could vary significantly at the
May Revision (and continue changing as the state
updates its General Fund revenue estimates over
subsequent months).

Changes in PCPI Could Have Counterintuitive
Effects. The Governor’s budget projects the 2014-15
PCPI growth factor will be 0.24 percent. (The
PCPI growth factor is calculated by measuring
the growth in PCPI between the fourth quarter
of 2012 and the fourth quarter of 2013.) As the
PCPI factor in the Governor’s budget is only a
projection that was developed during the fourth
quarter of 2013, the actual data—to be released by
the federal government in late March—is likely to
differ somewhat. Because of the PCPT’s effect on
the maintenance factor calculation, changes to the
PCPI growth factor could have counterintuitive
effects. The maintenance factor calculation is
largely driven by the difference between growth
in per capita General Fund revenues and growth
in PCPL A larger difference between these two
factors corresponds to a larger maintenance factor
payment. A decrease in PCPI growth would
increase the difference between per capita General
Fund revenue growth and PCP], thus increasing
the maintenance factor payment. Conversely, an
increase in the PCPI growth factor would reduce
the maintenance factor payment. We estimate
that a 1 percent increase in the PCPI factor would
decrease the minimum guarantee by roughly
$500 million, with a corresponding increase if the

PCPI factor were to decrease by 1 percent.
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OVERVIEW: SPENDING CHANGES

The Governor’s budget includes a total of
$11.8 billion in Proposition 98 spending increases.
From an accounting perspective, $2 billion is
attributable to 2012-13, $1.7 billion is attributable to
2013-14, $7.6 billion is attributable to 2014-15, and
$504 million is attributable to earlier years. Schools
and community colleges, however, will receive
all the funds in 2014-15. We describe the major
spending changes below.

$2 Billion Deferral Paydown to Meet Revised
2012-13 Proposition 98 Obligation. The increase in

In 2014-15, $7.6 Billion in Spending Increases.
Figure 6 provides a summary of the major 2014-15
spending changes. The largest spending increase
is $4.5 billion for the LCFF. The Governor’s plan
also includes $2.5 billion ($2.2 billion for schools
and $236 million for community colleges) to pay
down the remaining K-14 deferrals, $375 million
to expand two community college categorical
programs, $155 million to fund a 3 percent increase
in enrollment growth at the community colleges,

and $82 million to provide a 0.86 percent cost-of-

the 2012-13 minimum guarantee combined with lower  living adjustment for select K-12 programs as well as

ADA costs that year creates
a total “settle-up” obligation
of $2 billion in 2012-13. The
Governor proposes to retire
this obligation by paying
down additional deferrals—
$1.8 billion for schools and
$194 million for community
colleges.

$1.7 Billion Deferral
Paydown to Meet Revised
2013-14 Obligation. The
increase in the 2013-14
minimum guarantee
combined with lower ADA
costs that year results in a
total settle-up obligation
of $1.7 billion in 2013-14.
The Governor proposes to
make $1.7 billion in deferral
paydowns—$1.5 billion for
schools and $163 million
for community colleges—to
meet this obligation. (We
discuss deferrals in more
detail in the “Wall of Debt

Figure 6
Proposition 98 Spending Changes
(In Millions)
2013-14 Revised Spending $56,813
Crosscutting K-14 Adjustments
Remove prior-year deferral payments -$1,955
Remove prior-year one-time funds -468
Fund QEIA program outside of Proposition 98 -361
Adjust energy efficiency funds -101
Make other adjustments 9
Subtotal (-$2,876)
K-12 Education
Fund increase in school district LCFF $4,472
Pay down remaining deferrals 2,238
Increase funding for pupil testing 46
Provide 0.86 percent COLA to categorical programs 33
Fund increase in COE LCFF 26
Fund new English language proficiency assessment 8
Reduce categorical funding for lower ADA -18
Subtotal ($6,805)
California Community Colleges
Pay down remaining deferrals $236
Augment Student Success and Support Program 200
Augment maintenance and instructional equipment (one-time) 175
Fund 3 percent enrollment growth 155
Provide 0.86 percent COLA to apportionments 48
Create new community college technical assistance teams 3
Subtotal ($817)
Total Changes $4,746
2014-15 Proposed Spending $61,559

QEIA = Quality Education Investment Act; LCFF = Local Control Funding Formula; COLA = cost-of-living

. . adjustment; COE = county office of education; and ADA = average daily attendance.
Plan” section of this report.) 'u uny ot veat verage caly

www.lao.ca.gov Legislative Analyst’s Office 11




2014-15 BUDGET

community college apportionments. In addition, the
budget plan provides $54 million in testing-related
increases—$46 million to pay for the new assessments
aligned to the Common Core State Standards (CCSS)
and $7.6 million to develop a new English proficiency
exam aligned to the CCSS. (The budget also includes
a $101 million reduction for school and community
college energy projects due to an updated estimate of
associated Proposition 39 revenues.)

Provides $504 Million in One-Time Funding
for Statutory Obligations. The Governor’s budget
also includes $504 million in one-time funds for
QEIA ($410 million) and ERP ($94 million). We
discuss these programs in more detail in the “Wall
of Debt Plan” section of this report.

Per-Student Funding Increases Significantly.
Overall, the Governor’s plan increases ongoing
K-12 per-pupil funding from $7,936 in 2013-14 to
$8,724 in 2014-15—an increase of $788 (10 percent).
(These amounts exclude one-time funding,

including funding provided to pay down deferrals.)

Overall Plan Reasonable

Prudent Mix of One-Time and Ongoing
Spending. Of the $11.8 billion in spending increases
proposed by the Governor, about $6.7 billion is
used to pay off outstanding one-time obligations

and $5.1 billion is used for ongoing increases.

WALL OF DEBT PLAN

The largest component of the Governor’s
budget plan is his proposal to retire all school and
community college wall of debt obligations by
the end of 2017-18. In this section, we discuss the

Governor’s plan for retiring these obligations.

Background

State Has $11.5 Billion in Outstanding School
and Community College Obligations. The state

currently has a total of $11.5 billion in one-time

12 Legislative Analyst’s Office www.lao.ca.gov

We believe this is a reasonable mix of one-time
and ongoing spending. Notably, by retiring the
$6.2 billion in deferrals, the plan eliminates the
largest component of outstanding school and
community college obligations. Moreover, his plan
significantly increases ongoing programmatic
support by providing additional funding for LCFF
and community colleges.

One-Time Funding Provides Cushion in
Responding to Lower Revenues. Given possible
swings in the 2014-15 minimum guarantee, the
one-time spending on deferral paydowns provides
the state with a cushion if the minimum guarantee
were to decrease midyear. If the guarantee were
to decrease, the state could reduce the deferral
paydowns midyear, thus achieving General Fund
savings without requiring schools and community
colleges to make programmatic reductions. A
prudent mix of one-time and ongoing spending
also helps the state minimize potential disruption
to school funding in 2015-16 as a result of revenue
volatility or an economic slowdown. Because the
$2.5 billion dedicated to paying down deferrals
in 2014-15 is a one-time payment, the state could
reduce spending by a like amount in 2015-16
without requiring schools and community colleges

to make programmatic reductions.

outstanding school and community college
obligations. Figure 7 describes each existing type of
obligation and identifies the corresponding amount
the state owes. The largest outstanding obligations
involve payment deferrals and unpaid mandate
claims.

State Has One-Time Proposition 98 Settle-Up
Obligations. The state currently has settle-up
obligations totaling $1.5 billion. A settle-up

obligation is created when the minimum guarantee
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increases midyear and the state does not make

an additional payment within that fiscal year

to meet the higher guarantee. The bulk of the
outstanding settle up is associated with the state’s
2009-10 Proposition 98 obligation. The state

can designate settle-up payments be used for

any educational purpose, including paying off
other one-time obligations, such as deferrals and
mandates. (Because settle up can be used to retire
the obligations shown in Figure 7, it is not itemized
separately. If the state were to pay these obligations
using settle-up funds, no additional spending
beyond the $11.5 billion would be required.)

Governor'’s Proposals

Figure 8 (see next page) displays the Governor’s
proposed multiyear wall of debt payment plan.
Pays Down All Deferrals by End of 2014-15.
As shown in Figure 9 (see next page), the
Governor proposes to pay down all $6.2 billion

in outstanding school and community college

Figure 7
State Has Several Outstanding

deferrals by the end of 2014-15. As discussed earlier,
the Governor designates Proposition 98 funding
from 2012-13, 2013-14, and 2014-15 to pay down
these deferrals. Under the Governor’s plan, all
additional Proposition 98 spending proposed in
2012-13 and 2013-14 is used for deferral pay downs.
About one-third of the new spending proposed for
2014-15 is for deferral pay downs.

Makes Final $410 Million QEIA Payment
in 2014-15. The Governor proposes to make a
$410 million payment above the 2014-15 minimum
guarantee (treated as a 2005-06 settle-up payment)
to retire the state’s QEIA-related obligation.
Although statute requires a $410 million payment
to fully retire the state’s obligation, the estimated
costs of the program in 2014-15 are $316 million.
(Fewer schools are now participating in the
program.) The Governor proposes to redirect
the $94 million in freed-up funds to the ERP (as

discussed further below).

One-Time School and Community College Obligations

(In Millions)
Amount
Obligation Description Outstanding?
Payment deferrals From 2008-09 through 2011-12, the state deferred certain school and $6,164
community colleges payments from one fiscal year to the subsequent
fiscal year to achieve state savings. State paid down $4.3 billion in
deferrals in the 2013-14 budget plan.
Mandates State must reimburse school and community college districts for 4,482
performing certain state-mandated activities. State deferred payments
seven consecutive years (2003-04 through 2009-10). Since 2012-13,
state has provided ongoing funding for mandates through the Mandates
Block Grant.P
Emergency Repair  Chapter 899, Statutes of 2004 (SB 6, Alpert), requires the state to provide 462
Program certain schools with a total of $800 million for emergency facility repairs.
Quality Education Chapter 751, Statutes of 2006 (SB 1133, Torlakson), sets forth a multiyear 410
Investment Act plan to provide an additional $2.7 billion to schools and community
colleges. Annual payments of $450 million are to be provided until
obligation has been retired.
Total $11,518

@ At the end of 2013-14 based on July 2013 estimate.

b The state provided $300 million in 2010-11 and $90 million in 2011-12 for unpaid mandate claims.
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Figure 8

Governor’s Multiyear Plan for
Paying One-Time Education Obligations

2016-17, and 2017-18 to
pay off all unpaid mandate
claims. In 2015-16, the

$1.2 billion payment

(In Millions) would be made using
Total Owed at .
End of Proposition 98 settle-up

Obligation 2013-142 201415 2015-16  2016-17 2017-18 | funds, fully retiring the
Deferrals $6,164 $6,1640 = = — state’s settle-up obligation.
Mandates 4,482 = $1,245°¢ $1,600 $1,637
ERP 462 188 274° — - Assessment and
QEIA 410 410¢ — — — .

Totals $11,518 $6,762 $1,519 $1,600 $1,637 Recommendations
8 Based on July 2013 estimate. Reasonable Payment

b Paydowns to be made in 2014-15 using 2012-13, 2013-14, and 2014-15 Proposition 98 funds.
€ Counts toward settle-up obligations, not towards the Proposition 98 minimum guarantee in 2015-16.
d Of amounts reflected, $94 million in QEIA funds not needed to support QEIA program is redirected to

ERP.

ERP = Emergency Repair Program and QEIA = Quality Education Investment Act.

Pays Off ERP Obligation in 2015-16. The
Governor’s budget provides a total of $188 million
for the ERP in 2014-15. Of that amount, $94 million
is being redirected from freed-up QEIA funds
(mentioned above) and $94 million is coming from
unspent prior-year Proposition 98 funds. Under the
Governor’s multiyear payment plan, the state would
retire more of its settle-up obligation by paying off
the remaining $274 million in outstanding ERP
obligations in 2015-16.

Retires Mandate Backlog by 2017-18. The
Governor does not propose any funding to reduce
the mandate backlog in 2014-15. As Figure 8 shows,

the Governor’s plan makes payments in 2015-16,

Figure 9

Governor Proposes to Pay Down
All Outstanding K-14 Deferrals

(In Millions)
K-12 CCC Totals
Pay Down Scored to:
2012-13 $1,813  $194  $2,007
2013-14 1,520 163 1,683
2014-15 2,238 236 2,474
Totals $5,571 $592 $6,164

14 Legislative Analyst’s Office www.lao.ca.gov

Plan. The Governor’s
plan is a reasonable
multiyear approach that
pays off all outstanding
school and community
college obligations. Such an approach would retire
all outstanding obligations one year before the
expiration of Proposition 30 revenues.

Consider the Functional Benefits of
Payments. In developing a plan for paying off
its outstanding obligations, the Legislature may
want to consider how these payments will affect
school and community college spending. Paying
down deferrals will reduce the need for cash-flow
borrowing but is unlikely to result in notable
additional spending. In contrast, payments for
mandates and ERP are one-time funds available
for any purpose, such as deferred maintenance
or implementation of the CCSS. (This is because
school districts already have paid for the costs
associated with the mandated activities and
completed their ERP projects.)

Consider the Distributional Effects of
Payments. The Legislature also may want to
consider the different distributional effects these
payments would have on school and community

college districts throughout the state.

e  Paying Down Deferrals. Though deferral

paydowns would benefit most districts,
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those districts that rely more heavily on
state funding (compared to local property
tax funding) would benefit most from these

payments.

e  Mandates. Paying down the mandate
backlog also would benefit most school and
community college districts, but would
disproportionately benefit districts that file
more claims and claim much higher costs

(in per-pupil terms) than other districts.

e  QEIA. Payments for QEIA would benefit
365 schools in the bottom three deciles
of the state’s accountability index that

currently participate in the program.

e  ERP. Funding for ERP would benefit schools
in the bottom three deciles that previously
had projects approved by the Office of Public
School Construction. (The $462 million
owed would provide funding to 694 schools

on the approved unfunded list.)

Pay Off Obligations Without Increasing
Proposition 98 Commitments. As the Governor
proposes in 2015-16, we recommend the state use
outstanding settle up to pay off some of its existing
school and community college obligations. In
future years, if no outstanding settle-up obligations
exist, we recommend the Legislature pay off the
remaining obligations while still funding at the
minimum guarantee. Such an approach would
provide the state with more budgetary flexibility
in responding to revenue volatility or an economic
slowdown. Given Proposition 30 revenues begin to
phase out in 2017-18 and fully expire by 2019-20,
the minimum guarantee could decrease or grow
more slowly in these years. If the minimum
guarantee were to decrease in 2017-18 or 2018-19,
one-time spending in the prior year to pay the
mandate backlog would provide the state with
a cushion to reduce spending without affecting

ongoing programmatic funding levels.

LOCAL CONTROL FUNDING FORMULA

Governor'’s Proposals

Provides $4.5 Billion for District LCFF
Increases. The Governor’s largest proposed
programmatic augmentation in 2014-15 is for the
LCFF. In 2013-14, the state provided a $2.1 billion
increase for the first year of implementing the
LCFF, dedicating $41 billion to the formula
(73 percent of the full implementation cost). The
Governor’s proposal dedicates an additional
$4.5 billion to the LCFF in 2014-15, an 11 percent
increase from the 2013-14 funding levels. The
Governor estimates this additional appropriation
would close approximately 28 percent of the
gap between the 2013-14 funding levels and

full implementation target funding rates.

We estimate the 2014-15 LCFF funding level
would be approximately 80 percent of the full
implementation cost.

Adds Two Programs to LCFF. The majority of
state categorical programs were consolidated into
the LCFF in 2013-14. To further simplify the school
finance system, the Governor proposes to add two
remaining categorical programs to the LCFF—SSP
($4.8 million) and Agricultural Education Grants
($4.1 million). Under the Governor’s proposal,
school districts receiving funding for these two
programs in 2013-14 would have those funds count
towards their LCFF targets beginning in 2014-15.
(No change would be made to the LCFF target
rates.) The currently required categorical activities

would be left to districts’ discretion.
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Fully Funds COE LCFF. The Governor’s plan
also provides COEs with $1.1 billion in LCFF
funding, an increase of $26 million from the
2013-14 level. The administration projects that this
increase will be sufficient to provide COEs their
full LCFF target rates in the budget year. Of the
amount provided, $450 million is generated by the
county operations part of the formula, $400 million
is generated by the alternative education part of the
formula, $178 million is from a “hold harmless”
provision that provides some COEs with funding
in excess of their LCFF targets, and $33 million is
for the Home-to-School Transportation add-on.
With the exception of transportation funding
and temporary spending requirements related
to Regional Occupation Centers and Programs
(ROCP), COEs have the flexibility to spend LCFF
monies for any educational purpose.

Proposes New Automated Budget Formula for
LCFF Funding. The Governor proposes statutory
language requiring that a specified percentage
of annual Proposition 98 funding automatically
be dedicated to the total LCFF each year (school
district and COE combined). In 2014-15, 76 percent
of Proposition 98 funding would be required to
go towards LCFF. Beginning in 2015-16, until the
LCFF target rates are fully funded, 79 percent of
Proposition 98 funding would go towards LCFF.
Under current law, prior-year LCFF appropriations
are continuously appropriated. This means
these appropriations are automatically adjusted
throughout the school year based on changes in
ADA and automatically made to school districts,

even without an approved state budget. In 2013-14,

increases in LCFF funding were made at the
discretion of the Legislature and included in the
budget plan. In contrast, under the Governor’s
proposal, the share of Proposition 98 dedicated to
LCFF each year would be predetermined by statute.

Assessment and Recommendations

LCFF Proposals Reasonable. We believe the
Governor’s proposal to dedicate school funding
increases primarily to the LCFF is a reasonable
approach that is consistent with the intent of the
Legislature in restructuring the school finance
system last year.

Reject Proposal to Automate LCFF Funding.
We have concerns, however, with the Governor’s
proposal to set in statute the specific share of
Proposition 98 funding that would be dedicated
to LCFF each year moving forward. Although
prioritizing funding for LCFF is consistent with
the Legislature’s intent in adopting the LCFF and
eliminating most categorical programs, we are
concerned that the proposal creates an additional,
unnecessary formula that would further complicate
school funding. Such an approach would remove
the Legislature’s discretion to determine the
appropriate amount of funding to allocate for LCFF
in any particular year. Given the considerable loss
of associated legislative authority and discretion, we
recommend the Legislature reject this proposal.

Recommend Approving Shift of Two Programs
into LCFF. As we discuss in more detail in the next
section of this report, we recommend approving the
Governor’s proposal to shift SSP and Agricultural
Education Grants into the LCFF.

CAREER TECHNICAL EDUCATION

In this section, we focus on high school CTE
programs. We start by providing an overview of

the state’s current CTE programs, with a particular
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focus on two programs—SSP and the Agricultural
Education Grants—both of which would be
directly affected by the Governor’s 2014-15 CTE
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budget proposals. We then describe the Governor’s
CTE proposals, assess those proposals, and offer
associated recommendations for the Legislature’s

consideration.

Background

Overview of High School CTE

5 BUDGET

to four-year university systems, while a student

interested in entering the workforce directly after

graduation may learn math and science as part of a

health occupations course.

Various High School CTE Programs Operate

in California. As shown in Figure 11 (see next

page), high schools receive funding for CTE in

High School CTE Consists of Instruction
in a Number of Fields. The California

Figure 10
CTE Industry Sectors

Department of Education (CDE) defines CTE
as coursework in one of 15 industry areas. As
Figure 10 shows, these industries are diverse
and broad in scope—including building and
construction trades, fashion design, and
health occupations.

Lines Increasingly Blurred Between
CTE and “Core” Instruction. High school
CTE traditionally has been thought of
as an alternative to a college preparatory
pathway. In recent years, however, the state
has increasingly focused on the policy goal
of ensuring that students have both college
and career options upon graduating from
high school. This has increased the state’s
emphasis on promoting career pathways,
which are sequences of courses that align with
postsecondary education and industry needs.
In addition, there is a growing literature on
the benefits of contextual (applied) learning,
in which students are taught math, English,
and other subjects in a way that incorporates
students’ interests in an occupational field.
As a result, many CTE courses have become
integrated into high school students’ regular
instructional curriculum—thereby blurring
the traditional lines between CTE and core
instruction. For example, a college-bound
student may take high school CTE courses

such as engineering and graphic arts to

Agriculture and Natural Resources

% Arts, Media, and Entertainment

. ap s .
Building and Construction Trades

ill Business and Finance

t" Education, Child Development, and Family Services
Q Energy, Environment, and Utilities

A Engineering and Architecture

m Fashion and Interior Design

‘v Health Science and Medical Technology

Hospitality, Tourism, and Recreation

m Information and Communication Technologies
h Manufacturing and Product Development
“& Marketing, Sales, and Service

B Public Services

=% Transportation

CTE = career technical education.

satisfy course requirements for admission
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Figure 11

California’s High School Career Technical Education (CTE) Programs

2014-15 BUDGET

2013-14, Unless Otherwise Specified

State-Funded Funding
Programs Description (In Millions)
Regional Occupational Regionally focused CTE offered during the school day, after school, $384.02
Centers and Programs  and in the evening at high schools and regional centers. Primarily
(ROCP) serves high school students ages 16 through 18.
Career Pathways Trust One-time competitive grants intended to improve linkages 250.0
between CTE programs at schools, community colleges, and local
businesses. Authorizes several types of activities, such as creating
new CTE programs and curriculum. These funds are available for
expenditure through 2015-16.
CTE Pathways Initiative ~ Funding intended to improve linkages between CTE programs at 48.0
schools, community colleges, universities, and local businesses.
This program sunsets at the end of 2014-15. Of these funds,
$8.2 million supports California Partnership Academies and
$5.2 million supports Linked Learning (both reflected below).
California Partnership Small learning cohorts that integrate a career theme with academic 29.6
Academies education in grades 10 through 12. Considered a form of Linked
Learning (see below).
Linked Learning One-time funding to support small, career-themed learning cohorts 5.20
within comprehensive high schools that tie academic coursework to
technical content and work-based learning.
Specialized Secondary =~ Competitive grants that provide seed money to pilot programs 4.9
Programs that prepare students for college and careers in specialized fields
($3.4 million). Funding also supports two high schools specializing in
math, science, and the arts ($1.5 million).
Agricultural CTE Ongoing funding that can be used for the purchase of nonsalary 41
Incentive Program items for agricultural education. Funds are commonly used to
purchase equipment and pay for student field trips. Districts are
required to provide matching funds.
Federally Funded Programs
Carl D. Perkins Ongoing funding that can be used for a number of CTE purposes, $56.3
including curriculum and professional development and the
acquisition of equipment and supplies for the classroom. Of these
monies, 85 percent directly funds local CTE programs and the
other 15 percent supports statewide administration and leadership
activities.
Youth Career Connect One-time competitive grants available for the 2014-15 school year 12.0°

Grant

that are intended to improve career options for high school students
by facilitating partnerships with businesses, high schools, and higher
education. Grant recipients are required to provide a 25 percent
match.

@ Dueto categorical flexibility allowed between 2008-09 and 2012-13, this amount is likely higher than the actual amount spent by providers on
ROCP. In 2013-14 and 2014-15, providers must spend on ROCP at least as much as in 2012-13.

b In addition, since 2008, the James Irvine Foundation has contributed more than $100 million to Linked Learning.

¢ Assumes California receives an amount proportional to its population (12 percent). Total federal appropriation is $100 million.
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various forms, including categorical programs,
one-time competitive grants, foundation funding,
and federal funding. In addition, many high
schools fund CTE instruction using their LCFF
(general purpose) monies.

Largest High School CTE Categorical Program
Folded Into New K-12 Funding Formula. The
2013-14 budget package eliminated approximately
three-quarters of categorical programs and folded
their associated funding into LCFF. The state’s
largest CTE categorical program, ROCP, was
included in this consolidation. However, to ensure
ROCP continued to operate during the next couple
of years, the budget package requires providers
(school districts and COEs) to maintain at least
their 2012-13 level of state spending on ROCP in
2013-14 and 2014-15. Funds used to satisfy this
maintenance-of-effort (MOE) requirement count
toward school districts’ LCFF allocations. At the
end of 2014-15, school districts and COEs will have
discretion to spend former ROCP funds as they
choose.

Several Smaller High School CTE Programs
Left Out of LCFF. The 2013-14 budget package
took a different approach for three smaller CTE
programs. Specifically, SSP, Agricultural Education
Grants, and California Partnership Academies
(CPA) were retained as stand-alone categorical
programs. In signing the 2013-14 Budget Act,
however, the Governor expressed his desire to fold
SSP and Agricultural Education Grants into LCFF
in 2014-15.

State in Process of Refining CTE
Accountability Measures. For the past fifteen
years, the state’s accountability system for public
schools has been based almost entirely on student
test scores. Based on these test results, schools
have received an annual Academic Performance
Index (API) score and ranking. Recently, the state
has been moving toward a more comprehensive

accountability system that includes multiple

measures of student performance. Specifically,
Chapter 577, Statutes of 2012 (SB 1458, Steinberg),
requires the State Superintendent of Public
Instruction (SPI) to develop by 2015-16 a revised
API for high schools that takes into account
graduation rates and high school students’
readiness for college and career. In October 2013,
the SPI provided to the Legislature a statutorily
required status report that laid out a number of
options under consideration for broadening the
AP], including assigning points to high schools
based on the extent to which their students are
deemed college and career ready. Currently, the SPI
is gathering feedback on the possible components
of the new APL

Specialized Secondary Programs

Consists of Two Distinct Parts. The SSP was
created in 1984 with the stated goal of encouraging
high schools to create curriculum and pilot
programs in specialized fields, such as technology
and the performing arts. In 1991-92, SSP’s mission
was expanded to include base funding for two
high schools that are affiliated with the California
State University (CSU) system. Of the $4.9 million
provided for SSP in the current year, $3.4 million is
awarded as “seed” funding for the development of
specialized instruction and $1.5 million supports
the state’s two SSP-funded high schools.

Competitive Grants Totaling $3.4 Million
Awarded in 2013-14. In the current year, CDE,
which administers SSP’s competitive grant
program, has awarded 67 SSP grants totaling
$3.4 million. The SSP funding is distributed in
four-year grant cycles. School districts initially
apply for a one-year planning grant. Applicants
then reapply for three-year implementation
grants. Funds are permitted to cover various costs,
including equipment and supplies, instructor
and staff compensation, and teacher release time

to develop curriculum. After the grant cycle is
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complete, recipients are ineligible to reapply for SSP
grants.

Arts, Science, and Technology Are Common
Themes for Competitive Grant Program. The SSP
competitive grant program funds various types of
instruction. As Figure 12 shows, of the 67 grants
awarded in 2013-14, 42 percent are arts programs
and 15 percent are science, technology, engineering,
or mathematics (STEM) programs. Other industry
areas include business and agriculture.

Total of $1.5 Million in Ongoing SSP Funding
Provided to Two High Schools on Top of LCFF.

In addition to competitive grants, SSP provides

a total of $1.5 million in annual funding for two
high schools operating in conjunction with the
CSU system. This amount is split evenly between
an arts-themed high school affiliated with CSU
Los Angeles and a math- and science-themed
high school affiliated with CSU Dominguez Hills.
(Unlike virtually all other public schools, students
compete for admission to these two schools.) The
SSP funds provided to these schools is on top of
LCFF monies they receive and are used primarily

Figure 12

Specialized Secondary
Programs by Area of Focus

2013-14

Art-Related

Agriculture

Business-Related

STEM

& Includes education, transportation, and mixed-industry programs.

STEM = science, technology, engineering, and mathematics.
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to pay for teachers. (By statute, these teachers do
not need to be credentialed.)

Agricultural Education Grants

Agricultural Education Grants Totaling
$4.1 Million Awarded in 2013-14. The stated
purpose of Agricultural Education Grants is to
create an incentive for high schools to offer state-
approved agricultural programs. In the current
year, CDE has awarded 303 grants to 222 school
districts totaling $4.1 million. Funds typically
are used by grant recipients for instructional
equipment and supplies. Other allowable uses of
the funds include paying for field trips and student
conferences.

Grant Funds Are Awarded to All Qualified
Applicants. The CDE administers the grants by
splitting available funds based on the number of
qualified applicants in a given year. To qualify,
grantees must provide matching funds. In
addition, the high school program must offer three
instructional components: classroom instruction,
a supervised agricultural experience program

(project-based learning), and student leadership
development opportunities. To receive a grant
renewal, high schools must agree to be evaluated
annually on 12 program quality indicators. (These
indicators include curriculum and instruction
requirements, leadership development, industry
involvement, career guidance, and accountability.)
As part of this process, five regional supervisors
conduct on-site reviews and provide ongoing

technical assistance to grantees.

Governor’s CTE Proposals

Adds SSP and Agricultural Education Grant
to LCFF. The Governor proposes to add both
SSP and Agricultural Education Grants to LCFF.
Under the Governor’s proposal, school districts
receiving funding for these two programs in

2013-14 would have those funds count toward
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their LCFF targets beginning in 2014-15. (No
change would be made to the LCFF target rates.)
The currently required categorical activities would
be left to districts’ discretion.

Makes No Changes to ROCP and CPA. The
Governor’s budget does not make any proposal
related to the existing MOE spending requirement
for ROCP. Additionally, the Governor’s budget does
not make any proposal related to CPA.

Increases High School LCFF Rate by
11 Percent. While not a specific proposal related
to CTE, the Governor’s budget proposes additional
LCFF monies for schools in 2014-15, which high
schools also can use for CTE instruction. The
average high school base rate would increase from
$6,306 in 2013-14 to $6,987 in 2014-15, an increase
of $681 (11 percent). (When accounting for the
additional funding provided for EL/LI students,
the high school rate is notably higher—$8,384 in
2014-15.) As indicated earlier, many districts likely
are devoting some portion of this base funding for
CTE activities. Given the large proposed funding
increase in the high school base rates, districts
would have considerably more to spend on these

types of activities in 2014-15.

Assessment and
Recommendations

As detailed below, we recommend the
Legislature adopt the Governor’s proposals to fold
SSP and Agricultural Education Grants into LCFF
and also take steps to ensure that high schools
are held accountable for the quality of their CTE
programs.

Categorical Programs Have Notable
Drawbacks. While categorical programs can be
helpful in certain instances, we generally believe
they should be used sparingly. This is because
categorical programs have several short-comings,

including:

e  Inflexibility. Categorical programs
typically are highly prescriptive in terms
of how funds are spent. This is as true
of CTE categorical programs as other
K-12 categorical programs. Yet students’
problems and educators’ preferred solutions
can vary across the state. By requiring
funds to be spent in a specific way for a
specific purpose, categorical programs
can limit district and school flexibility to
develop local strategies that address local
needs in the most effective and efficient

way.

e  High Administrative Costs. Categorical
funds generally are expensive for districts
and CDE to administer. Districts
must apply for, track, and report the
appropriate use of categorical funds and
CDE must oversee districts’ compliance
with numerous statutory and regulatory

requirements.

e Focus on Inputs, Not Results. Because of
the focus on how categorical funds are
spent, the state and districts often can lose
sight of the outcomes the programs are
intended to achieve (such as successful

transitions to college or the workforce).

Adoption of LCFF Reflects Commitment to a
More Streamlined and Rational Funding System.
It was largely in recognition of the need to overhaul
the state’s overly burdensome and ineffective
K-12 categorical system that the Legislature and
Governor enacted LCFF. The LCFF is based on two
main underlying principles, namely that: (1) unless
the state has a compelling reason to the contrary,
districts should be permitted to decide how to
allocate their funding to address their student
needs; and (2) the overall funding level provided by
the state should reflect the higher costs of educating
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specific groups of students (such as EL students),
who may need additional services to be successful.
In response to this latter goal, the LCFF generally is
designed to provide similar-sized districts serving
similar students with a similar amount of funding.
Proposal for SSP and Agricultural Education
Grants Is Consistent With LCFF Tenants.
The Governor’s proposal to eliminate SSP and
Agricultural Education Grants as stand-alone
categorical programs is consistent with the purpose
of LCFF, as discussed below.

e SSP Competitive Grants. The purpose of
SSP competitive grants is to encourage
program innovation and development of
new curriculum in high schools. Having a
restricted program implies that innovation
and development of new curriculum is a
supplemental activity that requires special
incentives and a separate funding stream.
Yet, course and program development is
a core function for educators, and schools
already have wide discretion to use LCFF

for such core activities.

e  SSP-Funded High Schools. In creating
uniform per-pupil LCFF rates with
adjustments for particular student groups,
the Legislature and Governor sought to
provide a more rational finance model
that significantly reduced historical
funding inequities across schools. The two
SSP-funded high schools, however, work
at direct cross-purposes to the LCFF. We
estimate that students at these two schools
receive roughly $1,200 more in per-student
funding than students at other high schools

with similar students.

e Agricultural Education Grants. Educators
routinely make decisions about the type

of instructional equipment and supplies
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to purchase and ways to enhance students
learning experience through field trips,
conferences, and other activities. These
costs typically are covered with LCFF

or certain non-state sources (such as
federal Perkins funding). For example,
according to the most recent data from
CDE, in 2011-12 districts spent more than
$300 million in state general-purpose
monies on school equipment, materials,
and supplies. These funds are used to cover
a wide range of instructional costs—from
supplies in chemistry labs to materials

for fine arts classes. Given the substantial
unrestricted resources available and
currently being spent for these purposes,
no clear rationale exists for providing a
small separate appropriation for covering
similar costs in one specific discipline

(agricultural education).

Recommend Legislature Approve the
Governotr’s Proposals. Given these findings,
we recommend the Legislature approve the
Governor’s budget proposals to consolidate SSP
and Agricultural Education Grants into LCFF.
Under his proposal, districts currently receiving
these funds would continue to receive them in
2014-15 and subsequent years (though those funds
would now count toward meeting their LCFF
funding targets). Districts would have the option
to use these funds exactly as they do now (though
without the administrative burden associated with
meeting current CDE compliance requirements).
Alternatively, districts would have flexibility to use
these funds in a different way to meet students’
needs. (Eliminating these categorical programs
would reduce administrative workload within
CDE’s Agricultural and Home Economics Office.
Currently, this office has 15 positions. The CDE
indicates about one full-time position is dedicated

to administering Agricultural Education Grants.)
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Recommend Overall Approach to CTE That
Focuses on Student Outcomes. The Legislature
does not need to make any decisions now about
two larger CTE programs—ROCPs and CPAs—as
certain related statutory provisions do not trigger
off until 2015-16. Looking ahead, however, we
recommend the Legislature adopt an overall
approach for high schools and CTE that relies more
heavily on student outcomes and less heavily on
the specific educational strategies educators use
to achieve those outcomes. Under this approach,
the Legislature would eliminate programmatic
requirements for all CTE programs in favor of
evaluating and holding districts and high schools
accountable for student outcomes. In evaluating
success, the Legislature could use various outcome
measures, such as the number and share of students
who: (1) meet both high school graduation and

university admissions course requirements,

STUDENT ASSESSMENTS

In this section, we provide background on
the state’s academic standards and assessments,
describe the Governor’s proposals to increase
funding for California’s new student assessments,
assess those proposals, and make several related

recommendations.

Background

In the late 1990s, California adopted academic
standards specifying the content that students
were expected to learn while in school. Shortly
after developing these standards, the state adopted
a series of assessments aligned to those standards
that measured the extent to which students had
mastered the required content. A few years ago,
California began the process of replacing these
original standards with newly developed CCSS.
These new standards have triggered development of

a new round of assessments. Below we describe the

(2) complete a sequence of CTE courses, (3) earn
community college credit in a CTE program,

(4) obtain an industry certification, and (5) secure
an apprenticeship. By holding districts more
accountable for student outcomes, the state

could promote the positive benefits of CTE while
providing more local flexibility to develop effective
programs.

Recommend Legislature Request SPI Provide
Update on Development of Revised API. The
planned addition of college and career readiness
measures to the API provides an opportunity for
the Legislature to obtain a more comprehensive
look at high schools’ performance. To ensure the
Legislature is well informed about likely changes
to the API, we recommend the Legislature request
the SPI to present a status update at a spring budget

hearing on the development of the revised APIL

state’s original and new systems of standards and

assessments.

California’s Original Academic
Standards and Assessments

California Has Had Academic Standards for
More Than 15 Years. As Figure 13 shows (see next
page), California first adopted academic content
standards for its core content areas—ELA, math,
science, and history-social science—in 1997 and
1998. Shortly thereafter, the state developed English
language development (ELD) standards for ELs
as well as visual and performing arts standards.
Several years later, the state adopted standards for
physical education, CTE, and world languages.

Student Assessments Aligned to Standards in
Core Subject Areas. To determine whether students
were successfully learning the standards in the

core content areas, the state developed summative
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assessments that students took each spring. (A
summative assessment is intended to measure
student mastery of content taught throughout the
school year.) Collectively these assessments were
known as the Standardized Testing and Reporting
(STAR) program. Most students took the California
Standards Tests (CSTs)—the main component of
the STAR program. As Figure 14 shows, the state
administered grade-level CSTs in ELA for grades 2
through 11; in math for grades 3 through 7; in
science for grades 5, 8, and 10; and in history-social
science for grades 8 and 11. In addition to the
specific grade-level exams, students took a number
of course-specific CSTs in grades 8 through 12.
Two Alternative Assessments for Students
With Disabilities. Under the STAR program, some
students with disabilities were required to take one
of two other assessments—the California Modified
Assessment (CMA) or the California Alternate
Performance Assessment (CAPA). The CMA

covered the same grade-level content standards

as the CSTs, but was designed for students whose
disabilities precluded them from achieving
proficiency on the CSTs. The CAPA was designed
for students with severe cognitive disabilities and
covered only portions of content standards.

State Has Assessment to Determine English
Proficiency. Another component of the state’s
assessment system is the California English
Language Development Test (CELDT). The CELDT
is aligned to the state’s 1999 ELD standards.

(As we discuss later, the state has yet to develop

a new assessment aligned with the 2012 ELD
standards.) The CELDT is used to (1) determine if
an incoming student should be classified as an EL
and (2) measure an ELs proficiency in subsequent
years. (School districts administer the CELDT to
any incoming student whose parent or guardian
reports on the home language survey that a
language other than English is the student’s initial
language learned or the primary language used at

home.) Decisions regarding reclassifying students

Figure 13

Adoption of Academic Content Standards in California

English-Language Arts |

Mathematics |

ELD

1997 | 1998 | 1999 2001

Physical Education |

Career Technical Education | ELD

2005

Science |

Visual and Performing Artsl

History-Social Science |

2009 | 2010 2012 | 2013

World Languages

ELD = English Language Development.

D California-Specific Content Standards
- Common Core State Standards
- Next Generation Science Standards

Career Technical Education
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are made at the local level

Figure 14
based on CELDT results,

California Standards Tests (CST)

performance on other state
Standard

Grade-Level Exams End-of-Course Exams?

assessments, teacher input,

and local criteria.
Standards-Based

Tests in Spanish (STS)

for Some ELs and Dual

Immersion Students.

Mathematics

The STS are assessments Science

in Spanish aligned to
California’s 1997 ELA and
math standards. The state
required students that had
been receiving instruction
in Spanish or had been
enrolled in school in the United States for less than
one year to take the STS. Students required to take
the STS also were required to take the ELA and
math assessments in English (either the CST or
CMA). Students who are not ELs but are currently
enrolled in a dual immersion program—receiving
instruction in both Spanish and English—also
could take the STS.

Certain Assessments Required by Federal
Law. As set forth in the No Child Left Behind Act
(NCLB) of 2001, the federal government requires
states to assess students in ELA and math in
grades 3 through 8 and at least once from grades
10 through 12. The NCLB also requires states to
assess students in science at least once during:

(1) grades 3 through 5, (2) grades 6 through 9, and
(3) grades 10 through 12. States also are required
to annually assess the English proficiency of

ELs. California’s STAR program exceeded these

requirements.

Common Core Standards and
Assessments in ELA and Math

Common Core Standards in ELA and Math
Adopted by 45 States. In 2009, the National

English-Language Arts

History-Social Science

@ Primarily designed to test middle and high school students in specific subject areas.
b As part of the English-language arts CST, students take a writing exam in grades 4 and 7.

2 through 11° None.

2 through 7 Algebra; Geometry; Algebra Il;

Integrated Mathematics 1, 2,
and 3; General Mathematics;
High School Summative
Mathematics.

5, 8,10 Biology; Chemistry; Earth

Science; Physics; Integrated/
Coordinated Science 1, 2, 3,
and 4.

8, 11 World History.

Governor’s Association and Council of Chief State
School Officers, in consultation with education
experts, developed a set of common standards
in ELA and math for grades K-12. (California’s
Governor and Superintendent of Public Instruction
were a part of this group.) The new standards,
known as the CCSS, were intended to be better at
preparing all students for college and career. The
finalized standards were released in June 2010.

California Created Commission to Review
CCSS. Among other things, Chapter 2, Statutes
of 2010, of the Fifth Extraordinary Session
(SBX5 1, Steinberg), created an Academic Content
Standards Commission to review the CCSS and
determine whether the state should adopt these
new standards. Upon recommendation of the
commission, the State Board of Education (SBE)
ultimately adopted the CCSS, with the addition of
a few California-specific standards, in August 2010.
To date, the CCSS have been adopted by 45 states
and the District of Columbia. (Four states—Alaska,
Nebraska, Texas, and Virginia—did not adopt
either the ELA or math standards. Minnesota
adopted the ELA standards only.)

California Part of Consortium for Developing

New Assessments. In September 2010, as part
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of its Race to the Top Assessment Program, the
federal government awarded $330 million to

two consortia to develop assessments aligned

to the CCSS. California and 22 other states are
members of the Smarter Balanced Assessment
Consortium (SBAC), which received $160 million.
(The other consortium, Partnership for Assessment
of Readiness for College and Careers, received
$170 million.) The federal funding is being used to
develop the new SBAC assessments and conduct
field tests during spring 2014 using a sample of
students from member states. These field tests

will be used to ensure the quality of assessment
questions, establish proficiency levels, and ensure
technological systems are ready for administration
of the assessments. The official SBAC assessments
will be administered by member states in spring
2015. (Unlike the CSTs, the SBAC assessments

do not have a second grade exam. The SBAC
assessments also lack end-of-course assessments in
various mathematical subjects.)

Ongoing Responsibilities of SBAC and
Member States. Moving forward, the SBAC is
responsible on an ongoing basis for developing
additional test items, producing common materials
such as manuals, and maintaining a digital library
of instructional tools for SBAC member states.

As the federal Race to the Top funding expires in
September 2014, these activities will be funded

by fees charged to the SBAC’s member states.
Individual states will be directly responsible for
funding the administration, scoring, and reporting
of the assessments.

New Assessments Will Require Devices and
Internet Connections. The assessments developed
by SBAC are intended to be taken online using
a desktop computer, laptop computer, or tablet.
Given the technology required to administer these
exams, school districts must have the technological

capacity to administer the assessments to all
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students within the required testing window.

To help ease the transition to computer-based
exams, SBAC will provide a pencil-and-paper
option in the first three years the assessments are
administered. In the 2013-14 budget, the state
provided $1.25 billion in one-time funding for
implementation of the CCSS. These funds can be
used for technology, professional development, or
instructional materials. Initial surveys show that
virtually all school districts plan on using some
portion of these funds to purchase additional
technology.

Assessments Will Use Computer-Adaptive
Technology and Performance Tasks. One part of
the SBAC assessments will be computer adaptive,
such that the difficulty of the next test item is based
on whether the student answered the previous
item correctly. Because computer-adaptive exams
essentially provide a custom set of items for each
student, fewer items are required to determine
a student’s skill level. In addition to computer-
adaptive test items, the SBAC assessments
will include performance tasks for students to
complete, which will require students to review
source materials and respond in writing to several
questions. The SBAC test blueprints, for example,
show that the ELA performance tasks for grades
3 through 5 will require students to review source
materials, answer three short-response questions,
and write one long essay. Because students are
expected to use evidence to integrate knowledge
and skills across multiple content standards,
the SBAC assessments are expected to measure
deeper understanding of course material. (By
contrast, virtually all of the items on the state’s
CST exams were noncomputer-adaptive, multiple-
choice questions.) As we discuss later, because
performance tasks cannot be graded by a computer,
the new SBAC exams will be more costly to grade
than the CSTs.
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In 2013-14, SBAC Field Test to Replace ELA
and Math CSTs and CMA. To begin transitioning
to the CCSS, Chapter 489, Statutes of 2013 (AB 484,
Bonilla), eliminates all ELA and math CSTs and
CMAs beginning in 2013-14. (The state retained
the CAPA.) For 2013-14, Chapter 489 requires
school districts to participate in the SBAC field
test and redirects funding from the CSTs and
CMA to cover the associated costs. Five percent of
California students will take a sample of questions
and complete one performance task in either ELA
or math. The remaining 95 percent of students will
take a sample of both ELA and math questions and
will complete a performance task in one subject.
(No paper and pencil version of the field test will
be available.) All students will take the full-length
SBAC assessments in both subjects in 2014-15.
(For the next two years, CDE must provide school
districts with access to test forms for assessments
that are no longer required by law. The cost of
administering these exams must be paid by school
districts. Chapter 489 also makes the STS optional,
but provides state funding to administer the exam
for ELs who receive instruction in Spanish or have
been in the U.S. less than one year.)

School Accountability Systems Temporarily
Suspended During Transition. Because the field
test is intended to determine the quality of the
assessments and make subsequent refinements
to them, none of the results will be reported. As
a result, California schools will have virtually no
ELA or math scores available for state and federal
accountability purposes. The state is currently
seeking a waiver from the federal accountability
requirements. The U.S. Secretary of Education has
expressed willingness to grant waivers to schools
participating in the consortium field tests. In other
states, however, only a small portion of schools are
participating in the field tests. (The box on page 30
discusses associated accountability issues in more
detail.)

Next Generation Science Standards

State Recently Adopted New Science
Standards. Given the CCSS created common
standards only in ELA and math, a group
of 26 states and various national science
organizations—including the National Research
Council, National Science Teachers Association,
and American Association for the Advancement
of Science—convened a group in 2011 to develop
new K-12 science standards. (California was a
lead state partner in the development of these new
standards.) In March 2013, the Next Generation
Science Standards (NGSS) were finalized and
released to the public. Chapter 624, Statutes of
2011 (SB 300, Hancock), required the SPI to
convene a group of science experts to adopt new
science standards, using the NGSS as the basis for
discussions. Upon recommendation from the group
of science experts, the SBE adopted the NGSS in
September 2013.

Development of New NGSS-Aligned
Assessments Not Yet Underway. Unlike the
CCSS, no consortia have been established to
develop assessments of the NGSS. The SPI is
required to consult with stakeholders and make
recommendations to the SBE regarding the
development of a new assessment aligned to
the NGSS. The recommendations must include
cost estimates and a plan of implementation
to replace the current science STAR exams
with NGSS-aligned assessments. Until the
NGSS-aligned assessments are ready, the state will
continue to administer the CST, CMA, and CAPA
science exams in grades 5, 8, and 10 (as required
by federal law). Chapter 489 eliminates all end-of-
course science assessments in specific subject areas

beginning in 2013-14.

Other Changes to Standards and Assessments

History-Social Science at Crossroads. Of the

four core subjects, history-social science is the only
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area without new standards or assessments. While
California’s history-social science standards remain
in place, Chapter 489 eliminated California’s
history-social science CST exams beginning in
2013-14.

New ELD Standards Adopted, New
Assessments to Be Developed. Chapter 605,
Statutes of 2011 (AB 124, Fuentes), required the
state to update its ELD standards to align with the
CCSS. The SBE approved the new CCSS-aligned
ELD standards in November 2012. The state
now must develop an assessment based on the
new standards to replace the CELDT. The CDE
currently plans to develop a short initial screener
to use for placing incoming students and a longer
summative assessment to determine proficiency at
the end of the year.

New Primary Language Exams to Be
Developed. Among its other provisions,

Chapter 489 also requires the SPI to develop new
assessments in languages other than English that
are aligned with the ELA CCSS for use no later
than 2016-17. (These new assessments would
replace the STS, but presumably also could be
developed for languages other than Spanish.) The
SPI must consult with stakeholders to determine
the purpose and content of such exams, as well
as how the exam would be included in the state’s
accountability system. The SPI then must make
recommendations and provide a cost estimate

to the SBE no sooner than one year after the

new SBAC assessments in ELA and math are
administered.

SPI to Submit Plan for Future of Other Exams
in 2016. By March 1, 2016, the SPI must have
consulted with various groups and submitted
recommendations to the SBE regarding the
inclusion of other assessments into the state’s
assessment system. The SPI is to consider whether
the state should add assessments in social science,

visual and performing arts, technology, or any
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other subject matter. The SPI also may consider
whether additional assessments should be
developed to supplement existing exams in ELA,
math, and science. These recommendations must
include suggestions regarding grade level, content,
and assessment type, as well as include a cost

estimate and timeline for test development.

Governor’s Proposals

Increases Total Assessment Funding by
$52 Million in 2014-15. As shown in Figure 15,
the Governor’s budget provides $149 million for
student assessments in 2014-15, a $52 million
increase from the 2013-14 spending level. Of that
amount, $129 million is from Proposition 98
General Fund and $21 million is from federal Title
VI funds.

Provides Funding for New Exams Based on
Consortium Estimates. The largest increase in
proposed spending is associated with the higher
costs of administering assessments in 2014-15. As
shown in Figure 16, the budget includes $77 million
for the ELA and math SBAC assessments. Of that
amount, $67.5 million is to cover the estimated
contract costs of administering, scoring, and
reporting the new assessments. (This cost
estimate is based on data provided by SBAC.) The
remaining $9.6 million would be used to pay the
SBAC-managed services for ongoing maintenance
of the system, including adding additional test
items and conducting additional research. (The
exact cost of these services has not yet been
finalized with SBAC.) Based on these two estimates,
the state would spend a total of $24 per student on
SBAC assessments.

Funds Development of Three New
Assessments. The Governor’s budget also includes
$13.6 million for the development of assessments
aligned to the ELD standards ($7.6 million), the
NGSS ($4 million), and ELA exams in primary
languages other than English ($2 million). These
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Figure 15
Budget for Student Assessments
(In Millions)
2010-11 2011-12 2012-13 2013-14 2014-15
Enacted Enacted Enacted Enacted Proposed
Expenditures
State-level contract costs $88.0 $91.4 $94.4 $74.1 $125.9
District apportionments? 28.6 28.1 341 23.7 23.5
Totals $116.7 $119.5 $128.5 $97.8 $149.4
Funding
State Proposition 98 General Fund $88.7 $90.4 $104.0 $72.7 $128.8
Federal Title VI 28.0 29.1 24.5 25.1 20.6
Totals $116.7 $119.5 $128.5 $97.8 $149.4

2 Provides per-student funding to cover district administration costs. Rates vary by test, ranging from $2.52 to $5 per student.

funds would be used to contract with vendors to
begin developing the new assessments.

Makes Funding Contingent on DOF Review
of Contract Material. The funding provided for
the new assessment system and development of
future assessments is contingent upon DOF review
of the SBE-approved contracts. The CDE would
be prohibited from spending the funds until DOF
approved the contracts.

Provides Additional Positions for
Implementation of New System, Contingent
Upon Additional Information. The Governor’s
budget also includes $482,000 for CDE to manage
additional assessment workload. The budget
includes two, two-year, limited-term positions
and $250,000 (non-Proposition 98 General
Fund) for additional workload associated with
creating an automated process and user interface
integrating student-level data from the California
Longitudinal Pupil Achievement Data System and
the new testing system. The remaining $232,000
(non-Proposition 98 General Fund) is for hiring
two program consultants at CDE that would
be experts in the use of technology for student
assessments. (No additional position authority
is provided for these two consultants.) All four

positions are contingent upon the submission

of Feasibility Study Reports (FSRs) to DOF that
document the need for additional positions.
Funding for the two program consultants also is
contingent upon DOF approval of an expenditure
plan that justifies why the additional positions
are necessary for monitoring the new assessment

contract.

Figure 16
Contract Costs for Student Assessments
2014-15 (In Millions)

New ELA and Math Assessments

Administration and reporting $67.5
SBAC-managed services? 9.6
Subtotal ($77.0)
Development of New Assessments
English language development $7.6
Next Generation Science Standards 4.0
Primary languages other than English 2.0
Subtotal ($13.6)
Ongoing Assessments
California High School Exit Exam $11.4
Prior-year testing costs 8.3
California English Language Development Test 74
Cost of other assessments 6.1
Assessment review and reporting 2.1
Subtotal ($35.4)
Total State-Level Contract Costs $125.9

8 SBAC will provide ongoing support of the assessment, including developing
additional test items and conducting additional research.

ELA = English-language arts and SBAC = Smarter Balanced Assessment
Consortium.
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Assessment and
Recommendations

Higher Costs Appear Reasonable as New
Tests More Expensive to Grade. The estimated
annual cost of the new SBAC assessments—$24 per
student—is significantly higher than the cost of
previous ELA and math assessments. According
to CDE, the state spent roughly $15 per student to
administer grade-level exams in ELA and math
from 2009-10 through 2011-12. These higher
costs, however, appear reasonable considering
the different structure of the new exams. Because
the performance tasks included in the SBAC

assessments will include several written response
items and short essays, they cannot be scored by

a computer. As a result, these assessments will

be more expensive to score than the previous

ELA and math CSTs, which consisted almost
exclusively of multiple-choice questions that could
be computer-scored. The exact costs of the new
system, however, will ultimately depend on the cost
of the new contract negotiated between the SBE and
a vendor. The SBE is expected to release a Request
for Submission during the spring of 2014, with the
terms of a contract expected to be completed by the

summer of 2014.

State and Federal Accountability Systems in Flux

Both the state and federal accountability systems primarily rely on student assessment data to

evaluate the performance of schools and districts. Given recent changes in standards and assess-

ments, these accountability systems will undergo significant changes over the next several years.

State Academic Performance Index (API) Relies Exclusively on Test Scores. The state’s API

measures school performance using data from the California Standards Tests (CSTs), California
Modified Assessment (CMA), California Alternate Performance Assessment (CAPA), and California

High School Exit Exam (CAHSEE). For each school, achievement on student assessments is

combined into an API score that ranges from 200 to 1,000. The state has set a school API perfor-

mance target of 800, which falls above the performance level that represents a “basic” mastery of

grade-level skills (700) and below the performance level that represents academic “proficiency”

(875). Schools that have yet to reach the API performance target of 800 are expected to meet an API

growth target. A school’s API growth target is equal to 5 percent of the distance between a school’s

prior-year API and 800, or a gain of 5 points, whichever is greater.

Each significant student subgroup at a school also is expected to meet an API growth target (the

distance between the subgroup’s prior-year API and 800, or a gain of 5 points, whichever is greater).

Subgroups exist for African American, American Indian/Alaska Native, Asian, Filipino, Latino,

Pacific Islander, White (not of Hispanic origin), economically disadvantaged, English learner,

special education, and foster youth students. With the exception of foster youth, a subgroup is

considered significant if it consists of 30 or more students. Foster youth are considered a significant

subgroup if they consist of more than 15 students.

API May Not Be Available in 2013-14 and 2014-15. Current law gives the Superintendent of

Public Instruction discretion not to calculate an API score in 2013-14 and 2014-15 if the transition

to the new assessment system compromises the API results across schools and districts. Because
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Higher Costs Also Linked to Interim and
Formative Assessments. The higher cost of the
SBAC assessments also is driven by the state’s plan
to purchase interim and formative assessment tools
from SBAC. The interim assessment software allows
teachers to design exams throughout the year to
measure some or all of the grade-level standards.
Items on the interim assessment will use the
same grading scale as the summative assessment,
allowing for teachers to easily determine whether
students have mastered the standards taught to
date. Teachers also will have access to a digital
library of formative tools—smaller learning

modules or activities that can be used to improve

instruction and assess student learning on a daily
basis. Teachers will be able to rate items in the
digital library, submit their own tools, and share
with teachers in other member states.

Though Interim and Formative Assessments
Increase State Costs, May Create Overall
Efficiencies. Chapter 489 requires that the state
purchase interim and formative assessments
and make them available to districts at no cost.
A portion of the estimated $9.6 million in costs
for SBAC-managed services will be for accessing
the interim and formative tools. In addition,
the Governor’s budget provides $4.7 million in

additional contract costs related to managing

most assessments previously used in calculating the API will not be administered in 2013-14, little
data will be available to calculate an API. (Only results from the CAPA; the CAHSEE; and science
tests in grades 5, 8, and 10 will be available.) In 2014-15, results from the new English-language arts

(ELA) and math assessments will be available, but if no API is calculated in 2013-14, developing

API growth targets for 2014-15 still may not be possible. (As we discussed in the “Career Technical

Education” section of this report, the state also will make changes to the API for high schools

beginning in 2016-17.)

Federal Adequate Yearly Progress Measure Also Relies Mostly on Test Scores. The federal
accountability system, as set forth in the No Child Left Behind Act (NCLB) of 2001, measures
whether schools and districts have made Adequate Yearly Progress (AYP). In order to annually meet

AYP, schools and districts must demonstrate success based on the following four indicators: (1) the

percentage of students that score at proficient or above on assessments in ELA and math (CSTs,
CMA, and CAPA); (2) student participation in state assessments; (3) graduation rates; and (4) API

scores. Success on these indicators applies to schools and districts as well as to each numerically

significant subgroup within a school or district. (All state subgroups, with the exception of foster

youth, also are federal subgroups.) Schools and districts that do not make their AYP targets for two

consecutive years enter federal Program Improvement, which requires them to implement various

turnaround strategies.

Virtually No Data to Measure Proficiency in 2013-14. Because most California students will be

participating in field tests of the new ELA and math assessments in spring 2014, virtually no 2013-14

student data will be available for determining whether California schools and districts have met
the AYP target. (Only students taking the CAPA will have eligible ELA and math scores.) Absent a
waiver, California schools and districts will be considered to have failed to meet the AYP target.
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the interim assessment system. (Under the STAR
testing system, the state provided no interim

or formative tools to school districts. Districts

that chose to administer interim assessments

or purchase additional formative tools covered
these costs using existing resources.) Although
purchasing these tools from SBAC will increase
state assessment costs, it likely would reduce total
state and local costs on interim and formative tools
given the economies of scale.

Recommend Additional Oversight of
Contract. We recommend the Legislature adopt
the Governor’s provisional language making
assessment funding contingent upon DOF
review of contract materials. This would ensure
that the amount of funding provided in the
budget is aligned with actual contract costs. We
recommend the Legislature adopt additional
language requiring the vendors of the state’s SBAC
contract to meet with legislative staff and DOF
staff on an annual basis to review components
and costs of the contract. Such an approach would
provide additional oversight of contract costs. The
Legislature adopted similar language in 2010-11
and 2011-12.

Review FSRs Before Approving New Positions.
The CDE has not yet provided FSRs related to the
four new positions included in the Governor’s
budget. Absent these reports, the Legislature
lacks sufficient information to assess the merit
of providing additional positions to CDE. We
recommend the Legislature review the required
FSRs and associated documentation prior to
approving any new positions.

In Future Years, Consider Using SBAC
Exams to Replace the High School Exit Exam. In

addition to completing the appropriate coursework,
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California students must pass the California High
School Exit Exam (CAHSEE) in order to graduate
with a high school diploma. (Some students with
disabilities are exempt from this requirement.)

The CAHSEE covers both ELA and math. Because
the CAHSEE is based on the prior ELA and math
standards (based on math standards through the
first part of Algebra I and ELA standards through
grade 10), it will no longer be aligned with student
expectations under the CCSS. Recent legislation
modifying the state assessment system has not
addressed the future of the CAHSEE. Rather

than spending additional resources to develop

a new high school exit exam, the Legislature

could consider using a student’s performance on
the 11" grade SBAC assessments to determine
whether a student has demonstrated knowledge
sufficient to earn a diploma. This would ensure that
expectations for high school graduation are aligned
with the CCSS, while avoiding duplicative tests and
reducing testing time.

Using Teachers to Score Assessments Could
Provide Professional Development Opportunities.
In order to score the performance tasks in the
SBAC assessments, the state’s contractor will
hire and train individuals to review and score
student responses. Individuals will be trained to
develop a deep understanding of the CCSS and
distinguish between high quality and low quality
work. Because such training encourages mastery
of the CCSS, it could serve as a quality professional
development activity for teachers and other
instructional staff. Given these potential benefits,
the Legislature could consider requiring the state’s
contractor to give priority to credentialed teachers
and other school staff when hiring individuals to

score SBAC performance tasks.
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INDEPENDENT STUDY

In this section, we discuss the Governor’s
proposals relating to IS, provide our assessment
of those proposals, and offer associated
recommendations for the Legislature’s

consideration.

Background

Below, we provide information on certain state
funding rules, IS programs, and special rules for
charter schools running IS programs.

Most State Funding Linked to Students’ Seat
Time. To qualify for state funding for students in
a regular classroom setting, a district must offer
a minimum number of classroom instructional
hours per year. The required instructional hours—
often known as seat time—vary by grade level (with
a daily average of six hours required for grades
9 through 12, five hours for grades 4 through 8,

4.7 hours for grades 1 through 3, and 3.3 hours for
kindergarten). Students generate state funding only
for the days of the school year they are physically
present in class.

IS Provides Alternative to Classroom-

Based Instruction. In contrast to the traditional
classroom setting, an IS program allows students
to earn credit for academic work they complete
independently. The purpose of an IS program is to
allow schools to adapt activities and assignments to
individual student needs without the requirement
for daily attendance. An IS program can take

a variety of forms, such as online instruction,
blended learning (partially online and partially
site-based), paper-based learning packets, assisted
home-schooling, and internship-based learning. In
all cases, students are supervised by a certificated
teacher who assigns and evaluates student work on
a periodic basis. Students enroll in IS programs for

a variety of reasons, such as to gain flexibility in

their schedules, recover missed credits, or because
they prefer an individualized setting.

IS Funding Determined by Converting Student
Assignments to Seat Time. Since IS students do
not attend school on a daily basis, funding for IS
programs is based on students’ academic work
products. For each assignment, the supervising
teacher equates a student’s work to an equivalent
amount of seat time. This conversion is based
on the supervising teacher’s judgment as to the
number of classroom instructional hours that
would have been required to achieve a similar
amount of learning. An IS program can claim full
per-pupil funding if the seat-time equivalent of the
students’ work is the same as the time the students
would have spent in a classroom setting.

IS Students Work Under Detailed Written
Learning Contracts. Every student participating in
IS works under an individualized learning contract.
This document describes: (1) the time, place, and
manner in which students will submit assignments;
(2) the methods of study for the pupil’s work and
the methods for evaluating that work; (3) the
materials and staff resources that will be available
to the student; and (4) the number of missed
assignments that may occur before the school needs
to reevaluate whether the student should remain in
IS. An IS contract is valid for up to one semester,
and a written copy of the contract must be signed
by the student, one of the student’s parents, and all
teachers who will instruct the student. In addition,
IS programs must maintain records that include:

(1) the date each work product was assigned,
completed, and assessed; (2) representative samples
of the student’s work signed and dated in all cases
by the supervising teacher; and (3) written evidence
that all state and local policies pertaining to IS

have been observed. The IS programs are audited
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annually for compliance with these requirements.
An IS program that fails to maintain the necessary
records receives an audit finding and may face
financial penalties—usually the requirement to
repay the state funding generated by any students
whose records are missing or incomplete.

IS Programs Have Limits on Student-Teacher
Ratios. The state sets a cap on the ratio of students
to teachers in IS programs. This cap is determined
differently for school districts and charter schools.
For a school district, the student-teacher ratio
cannot exceed the districtwide average student-
teacher ratio in classroom settings. For a charter
school, the student-teacher ratio cannot exceed the
average ratio for the largest unified school district
within the county or 25:1, whichever is higher.

(As a practical matter, many charter schools rely
on the 25:1 cap because the ratio at the largest
district—even when above 25:1—fluctuates from
year to year.) If an IS program exceeds its ratio cap,
the state provides no per-pupil funding for students
in excess of the cap.

Participation in IS Concentrated in High
Schools and Charter Schools. Available data
suggest that about 140,000 California students
took at least half of their coursework through IS
in 2012-13. (An additional 25,000 students took
at least one but fewer than half of their courses
through IS.) Collectively, these students represent
about 2.6 percent of all K-12 enrollment. Figure 17
shows the relative distribution of IS enrollment by
grade level and provider. About two-thirds of total
IS enrollments are high school students whereas
one-third is elementary students. Regarding
providers, about two-thirds are charter schools
whereas one-third is district-run programs. (In
recent years, enrollment in charter school IS
programs has grown rapidly while enrollment in
district-run programs has remained stable.)

IS Programs Sometimes Used to Deliver

Blended Learning. Blended learning refers
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to programs in which students learn in part
through supervised instruction at a school site
and in part through independently completed
online coursework. For funding purposes, these
programs must count student attendance based on
the requirements for classroom instruction (seat
time) or IS (work products tied to seat time). The
seat-time funding model tends to be used when
the online coursework is provided on-site under
the supervision of a teacher whereas the IS format
tends to be used when the online coursework is
conducted off-site.

Special Fiscal Review Required for Certain
Charter Schools. In 2001, the Legislature
established a special fiscal review for charter
schools offering IS programs. The review requires
charter schools offering less than 80 percent of
their instructional time in a classroom setting
(most IS charter schools fall into this category)
to submit financial information to the SBE every
few years. Most notably, the SBE must verify
these charter schools: spend at least 80 percent of

Figure 17
Independent Study Enrolimenta

2012-13

School Districts®
(High School)

Charter
Schools®
(High School)

School
Districts?
(Elementary)

Charter Schools® (Elementary)

2 Students enrolled in independent study for at least 50 percent of
their coursework.

b Includes county offices of education.
¢ Includes charter schools operated by school districts.
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their budget on instruction and related services,
spend at least 40 percent specifically on salary

and benefits for teachers, and meet the student-
teacher ratio caps. Charter schools that do not meet
these requirements can lose either 15 percent or

30 percent of their per-pupil funding. (For schools
far below the requirements, the SBE may award no
funding, effectively closing the charter school.) In
2012-13, about 250 charter schools (or one-fourth of
all charter schools) were subject to this additional
review, with about 10 receiving funding reductions

of 15 percent.

Governor’s
Proposals Figure 18

As shown in

standards.” Similar to existing IS programs,
students would work under the general supervision
of a teacher and work under written learning
contracts, but these contracts (unlike existing IS
contracts) could last up to one year and be stored
electronically. Teachers would be required to
communicate with students at least once a week to
determine if students were making “satisfactory
academic progress,” as measured through statewide
assessments, the completion of assignments,

and other locally determined measures. The
communication could include an in-person

meeting, phone call, or online video conference. If

Summary of Governor’s Independent Study Proposals

Figure 18, the Governor
has a package of IS
proposals, which we

discuss below.

‘/ Creates New “Course-Based” Independent Study (IS) Option
» Allows local governing boards to convert entire courses (rather than
individual assignments) to seat-time for funding purposes.
* Requires students to work under written learning agreements and the

general supervision of a teacher (same as existing IS).

Creates New
“Course-Based” IS
Option. The Governor
proposes to allow high
school IS programs to
convert entire courses FeglEnns
(rather than individual
assignments) to seat time.
Under this option, the
local governing board
would need to certify the
seat-time equivalency of
the IS course. In addition,
the local board would
need to certify the IS

course was “of the same

agreement.

Programs

¢ Allows instruction to occur off site (same as existing IS).

¢ Requires students to make “satisfactory academic progress,” as
determined weekly by a teacher, to remain in program.

* Allows IS programs serving grades 9 through 12 to use this option.

‘/ Creates Variant of New IS Option for Site-Based Blended Learning

» Creates an option similar to the course-based IS option but with two
major differences:

— Requires daily on-site instruction under the general supervision of
a teacher. (An instructional aide could be responsible for providing
instruction for some portion of the day.)

— Allows IS programs serving grades K-12 to use this option.

‘/ Makes Two Changes to Student-Teacher Ratio Caps

¢ Computes ratio caps by grade span instead of by districtwide averages.
¢ Allows ratios to exceed caps if agreed upon in a collective bargaining

‘/ Eliminates One Recordkeeping Requirement in Existing IS

¢ Eliminates requirement that each student assignment bear the signature

rigor and quality” as a
classroom-based course
and that the course ; 4
Fiscal Review
included “all relevant

local and state content

of the supervising teacher.

‘/ Exempts Charter Schools Using New IS Options From Special

* Exempts charter schools using new IS options from the special fiscal
review generally required of charter schools offering IS programs.
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satisfactory progress was not occurring, the teacher
would be required to inform the student’s parents/
guardians and conduct an evaluation to determine
whether the student should remain in IS. (Students
removed from a course would be credited with a
prorated share of the seat time approved for the
course.)

Creates Variant of New IS Option for Blended
Learning Programs. The Governor proposes to
create a variant of the course-based IS option
to serve certain types of site-based blending
learning programs. This option includes all of the
elements from the course-based option, including
written learning contracts, but contains two major
modifications. First, students would be required
to be on a school site on a daily basis, similar to
students in a classroom-based program. Unlike a
classroom-based program, however, students could
be supervised during this time by their teacher or
an instructional aide. Second, this option would
be open to IS programs serving grades K-12 rather
than limited to grades 9 through 12.

Makes Two Changes to Student-Teacher
Ratio Caps. Under the Governor’s proposal, all IS
programs would be subject to the caps on student-
teacher ratios. The Governor proposes, however, to
make two changes affecting these caps. For school
districts, the caps would be calculated separately
for grade spans K-3, 4 through 6, 7 through 8,
and 9 through 12 rather than being based on the
districtwide average. The Governor also proposes
to allow the caps to be exceeded if agreed upon in a
local collective bargaining agreement.

Eliminates One Recordkeeping Requirement
in Existing IS Programs. For existing IS programs
that do not want to use the new course-based IS
options, the Governor proposes to eliminate the
requirement that all student assignments be signed
and dated by a supervising teacher. (The underlying
requirements for teachers to evaluate student

assignments, keep a record of all work assigned,
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and maintain representative samples of student
work would remain in place.)

Exempts Charter Schools Using New IS
Options From Special Fiscal Review. The Governor
proposes to deem charter schools that use either
of the new IS options as classroom-based for the
purpose of determining whether a charter school
must receive special fiscal review. That is, these
charter school IS courses would count as classroom
time (regardless of how or where the course was
taught), thereby being exempt from the special

fiscal review.

Assessment and
Recommendations

Compared to the IS proposals the Governor
introduced last year, the proposals introduced this
year are more modest—making changes to certain
funding and programmatic rules but maintaining
much of the basic structure of IS. As shown in
Figure 19, we think many of the components of
the Governor’s IS proposals this year have merit,
though we identify several ways the Legislature

could improve upon the proposals.

New IS Options

Course-Based Option Includes Reasonable,
Streamlined Seat-Time Conversion Process.
The Governor’s proposal to establish a seat-time
equivalency for each course provides a reasonable
mechanism of counting students for funding
purposes. Although the Governor maintains many
of the administrative requirements currently
imposed on existing IS, eliminating assignment-
based time conversions would reduce some tasks
that require the particular effort of teachers (such
as maintaining detailed logs of all assignment and
making time judgments about every assignment).
The resources not spent on these administrative
tasks could be directed toward student instruction

and other activities. Placing responsibility for the
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seat-time conversion on local governing boards also
has the benefit of making boards more accountable
for the quality of their IS programs. For all these
reasons, we recommend the Legislature adopt this
proposal.

(Although there could be some concern that
local governing boards might assign different
amounts of seat time to a course, existing IS
programs also face this issue in that teachers can
assign different amounts of seat time to similar
student assignments. Furthermore, the Governor’s
proposal includes some elements that could make
the seat-time conversion process more consistent
than under current IS programs, including a
clear standard for approving courses and board
disclosure of the amount of seat time approved for
each course.)

Course-Based Option Also Facilitates a
Variety of Instructional Formats. Another
strength of the Governor’s course-based IS
proposal is that it can accommodate a variety of
instructional formats.
That is, rather than Figure 19

focus narrowly on

the Legislature’s recent focus on increasing the
autonomy of schools.

Course-Based IS Option Could Benefit Earlier
Grades. Given the versatility of the Governor’s
proposal for course-based IS, we believe the option
could benefit K-8 IS programs too. The concerns
that motivate the creation of the course-based
option, such as reducing paperwork requirements,
apply equally to IS programs serving earlier grades.
New and nontraditional forms of instruction
may be found in all grade levels and adopting a
proposal only for high school IS programs misses
an opportunity to encourage innovation in
earlier grades. For these reasons, we recommend
extending this option to all grades (K-12).

Additional Information on Standards and
Learning Goals Could Improve Course-Based IS.
We believe the Governor’s proposal for course-
based IS could be further improved by requiring
local governing boards to provide additional

information when approving courses. Specifically,

Summary of Independent Study Recommendations

. . H
encouraging a specific Governor’s Proposal

LAO Recommendations

type of instruction, the
Governor establishes a
framework that schools
can use to receive funding
for a variety of programs
that best meet local needs.
This approach could programs
encourage local creativity
in offering new types of teacher ratio caps
nontraditional instruction,
thereby expanding the
options for students

with needs less easily programs
served in a classroom
setting. The framework

also is consistent with fiscal review

Creates new “course-based”
Independent Study (IS) option

Creates variant of new IS option
for site-based blended learning

Makes two changes to student-

Eliminates one recordkeeping
requirement in existing IS

Exempts charter schools using
new IS options from special

* Adopt basic proposal.
* Extend proposal to all grades.

¢ Require additional information on
standards and learning goals for each
course.

* Reject proposal (programs can be
accommodated by above option, if
extended to all grades).

* Adopt proposal.
* Providing corresponding flexibility to
charter schools.

¢ Adopt proposal.
¢ Allow contracts to last up to one year.
 Allow electronic recordkeeping.

* Reject proposal.
¢ Simplify and refocus fiscal review
process.
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we recommend the governing board disclose for
each course: (1) the relevant local and state content
standards reflected in the course and (2) the student
learning goals for the course. This information
would help local stakeholders—including students,
parents, and teachers—compare an IS course

with a classroom-based course to determine if the
courses were similar in content and rigor. It also
would help these stakeholders determine whether
the amount of seat time approved for each course
was reasonable given what the students would be
learning. Given that local governing boards already
would need to ensure the course was of comparable
rigor and included relevant standards, we believe
this requirement could be satisfied with only a
small amount of additional work.

Site-Based Blended Option Provides Little
New Flexibility. We are concerned that the
site-based blended learning option would provide
little, if any, added benefit—especially if the course-
based IS option were extended to grades K-8. The
blended learning option allows an instructional
aide to provide classroom supervision but only in
exchange for placing all students on an IS contract
and providing daily instruction on-site. The
supervision requirements are more flexible than
the rules for classroom-based instruction, but less
flexible than the rules for existing IS or the new
course-based option. (Under either of these latter
options, there is no requirement for any particular
amount of time on site, and time on site may be
supervised by a teacher or other individual.) We
think a blended learning program willing to make
the effort of establishing learning contracts for all
of its students would be likely to use one of the
more flexible IS options. For these reasons, we

recommend the Legislature reject the proposal.

Student-Teacher Ratio

Changes to Student-Teacher Ratio Caps
Would Increase Flexibility for Most School
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Districts. Computing the IS caps by grade span
would result in IS student-teacher ratios being more
comparable to other district programs. As a result,
the proposal would increase flexibility for high
school IS programs. This is because class sizes in
high schools tend to be larger than in elementary
schools. We estimate that basing the IS high
school cap on other high school programs would
effectively raise the IS cap by about two students
per teacher. (Conversely, the IS cap in earlier grades
would be lowered, but since relatively few school
districts enroll elementary students in IS programs,
the effect is less significant.) The Governor’s
proposal to allow higher caps to be collectively
bargained would allow schools the flexibility to
increase student-teacher ratios above current limits
but would minimize the chances that a district
adopts an excessively high ratio. We believe both of
the Governor’s proposed changes to the IS caps are
reasonable and recommend adopting them.
Grade-Span Adjustment Does Not Provide
Corresponding Flexibility to Charter Schools. The
Governor’s proposal to compute IS student-teacher
ratios by grade span provides greater flexibility
for school districts but little new flexibility for
charter schools. Although charter schools would
be allowed to compare their IS ratios to the grade
span-adjusted ratios in the largest unified school
district, those ratios change annually, making
many charter schools reliant on the 25:1 ratio. In
addition, only about 20 percent of charter schools
have collective bargaining agreements in place
that would allow them to negotiate a higher cap.
To provide corresponding flexibility to charter
schools, we recommend the Legislature increase
the ratio cap for their IS programs serving grades
9 through 12 from 25:1 to 27:1—consistent with the
expected increase of two students per teacher in
district IS high school programs. (For other grade
levels, the charter school ratio requirement would

remain 25:1.)
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Recordkeeping

Recommend Eliminating Recordkeeping
Requirement in Existing IS Programs. We
recommend adopting the Governor’s proposal to
eliminate the requirement for supervising teachers
in existing IS programs to sign every assignment.
As described earlier, an IS program is required
to maintain an extensive “paper trail” including
assignment logs, samples of assignments, and
other documentation. Removing the signature
requirement would eliminate one highly specific
compliance requirement while leaving other

recordkeeping in place.

Charter School Special Fiscal Review

Existing Fiscal Review Process Has Several
Drawbacks. We think the special fiscal review
process for charter schools has several drawbacks.
Some parts of the review—such as the requirement
to spend a fixed percent of revenues on staff
salary—are not well aligned with goals the
Legislature has established for charter schools, such
as the encouragement of “different and innovative
teaching methods.” Additionally, charter schools
that miss one of the spending thresholds by a
narrow margin face a loss of 15 percent of their
funding, creating a “cliff” around the thresholds.
Moreover, some aspects of the process are not
clearly defined, such as how facility-related costs
should be counted toward the spending thresholds.
Given these issues, we believe the special fiscal
review could be improved.

Governor’s Proposed Solution Raises Concern.
Although the special fiscal review has several
problems, we are concerned about the Governor’s
proposed solution. Under his proposal, a charter
school using the course-based IS option would

be exempt from the review while a charter school

offering a similar academic program and using the
existing IS option would be subject to the review.
That is, apart from whether they use assignment-
based or course-based attendance accounting, the
two schools could be very similar in every other
way, yet only one would be subject to the review.
We can identify no compelling reason why the
method of converting IS to seat time should be
a deciding factor in triggering this review. We
recommend the Legislature reject the Governor’s
proposal but consider alternatives for improving
charter school fiscal oversight (as discussed below).
Recommend Either Improving Review Process
or Strengthening Routine Fiscal Oversight. The
Legislature has two basic options for improving
the fiscal oversight of charter schools operating IS

programs.

e  Rework Special Fiscal Review Process.
One option would be to simplify and
refocus the special fiscal review for all
charter school IS programs. The Legislature
could do this by relaxing some of the
more specific spending requirements and
reducing the penalties that accompany

narrowly missing the spending thresholds.

®  Redirect Resources Toward New Process.
Alternatively, the Legislature could
consider whether the resources devoted
to reviewing all IS charter schools would
be better spent scrutinizing schools that
show warning signs of financial abuse
or mismanagement. For example, the
state could replace the existing review
with heighted scrutiny of all schools that
received negative audit findings, displayed
unusual spending patterns, or generated

formal complaints.

www.lao.ca.gov Legislative Analyst’s Office 39



2014-15 BUDGET

SUMMARY OF RECOMMENDATIONS

‘/ Proposition 98 Spending Plan
* Governor’s mix of ongoing and one-time Proposition 98 spending is reasonable. Given possible swings
in the 2014-15 minimum guarantee, one-time spending provides the state with a cushion if the minimum
guarantee were to decrease midyear. Also helps the state minimize a potential disruption to school
funding in 2015-16 as a result of revenue volatility or an economic slowdown.

‘/ Revenues
* Track revenue developments, as Proposition 98 minimum guarantee is likely to be highly sensitive to
changes in General Fund revenues in 2014-15. The exact effect on the guarantee will vary significantly
depending on whether revenue estimates change for 2013-14, 2014-15, or both years. General Fund
increases only in 2014-15 will result in virtually all revenue going to Proposition 98, while increases in
both 2013-14 and 2014-15 will provide a lower share of funding for Proposition 98.

‘/ Wall of Debt Plan
* Adopt a plan to eliminate outstanding one-time Proposition 98 obligations by the end of 2017-18.
Governor’s plan is a reasonable starting point. When paying off existing obligations, consider the
different distributional effects these payments would have on school and community college districts
throughout the state. Also consider the functional benefits of such payments. Some payments would
provide cash flow relief whereas others would allow for one-time general purpose spending.

‘/ Local Control Funding Formula (LCFF)
* Adopt a plan that dedicates ongoing funding to second-year implementation of LCFF.
* Reject Governor’s proposal to create a statutory formula requiring a certain portion of Proposition 98
funding be dedicated to LCFF each year of the phase-in period.

‘/ High School Career Technical Education (CTE) Programs
* Adopt the Governor’s proposals to eliminate Specialized Secondary Programs and Agricultural CTE
Incentive Program and fold associated funds into LCFF.
* Moving forward, adopt an overall approach to CTE that focuses on student outcomes rather than the
specific educational strategies used to accomplish those outcomes.

* Request Superintendent of Public Instruction present at a spring hearing a status report on development
of a revised Academic Performance Index that includes college and career readiness indicators.

‘/ Student Assessments

* Approve augmentation for student assessments. Costs appear reasonable given new tests will be more
expensive to grade. State costs also will increase due to purchasing interim and formative assessments
on behalf of districts, but total state and local costs could decline due to economies of scale.

* Adopt the Governor’s provisional language making assessment funding contingent upon Department of
Finance (DOF) review of contract materials.

¢ Recommend additional provisional language requiring the vendor of the state’s Smarter Balanced
Assessment Consortium contract to meet with legislative staff and DOF on an annual basis to review
components and costs of the contract.

‘/ Independent Study (IS)

* Adopt the Governor’s proposal to allow local governing boards to convert entire courses (rather than
individual assignments) to seat time. Extend this option to all grade levels.

» Adopt the Governor’s proposal to compute school districts’ student-teacher ratios by grade span and
allow caps to be exceeded if collectively bargained. Provide corresponding flexibility to charter schools
by slightly increasing their ratio for grades 9 through 12.

* Reject the Governor’s proposal to create a modified IS option for site-based blended learning (as these
programs could be accommodated by extending the course-based IS option to all grades).

* Also reject the proposal to exempt charter schools using the course-based IS option from special fiscal
review. Instead, simplify the fiscal review or strengthen fiscal oversight of certain IS charter schools.
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6980 California Student Aid Commission

Since its creation by the Legislature in 1955, the California Student Aid Commission (CSAC)
has continued to operate as the principal state agency responsible for administering financial aid
programs for students attending public and private universities, colleges, and vocational schools
in California. The mission of CSAC is to make education beyond high school financially
accessible to all Californians by administering state authorized financial aid programs.

CSAC is composed of 15 members: 11 members are appointed by the Governor and confirmed
by the Senate, two members are appointed by the Senate Rules Committee and two members are
appointed by the Speaker of the Assembly. Members serve four-year terms except the two
student members, appointed by the Governor, who serve two-year terms.

Cal Grant Program. The Cal Grant program is the primary financial aid program run directly
by the state. Modified in 2000 to become an entitlement award, Cal Grants are guaranteed to
students who graduated from high school in 2000-01, or beyond, and meet financial, academic,
and general program eligibility requirements. Administered by CSAC, the following table
displays the Cal Grant entitlement awards.

Cal Grant Entitlement Awards

Cal Grant A Provides tuition fee funding for the equivalent
of four full-time years at qualifying
postsecondary institutions to eligible lower and
middle income high school graduates (income
ceiling of $87,400 for a family of four)
who have at least a 3.0 grade point average
(GPA) and apply within one vyear of
graduation.

Cal Grant B Provides funds to eligible low-income high
school graduates (income ceiling of $45,900
for a family of four) who have at least a 2.0
GPA and apply within one year of graduation.
The award provides up to $1,473 for book and
living expenses for the first year and each year
following for up to four years (or equivalent of
four full-time years). After the first year, the
award also provides tuition fee funding at
qualifying postsecondary institutions.

Community College Transfer Provides a Cal Grant A or B to eligible high
school graduates who have a community
college GPA of at least 2.4 on a four-point
scale and transfer to a qualifying baccalaureate
degree granting college or university.
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The maximum award for new Cal Grant A and B recipients in 2014-15 is equal to the mandatory
systemwide tuition at the University of California (UC) and the California State University
(CSU), $8,056 at private, non-profit institutions, and private, for-profit institutions that are
accredited by the Western Association of Schools and Colleges (WASC) as of July 1, 2012, and
$4,000 at private, for profit institutions that are not WASC accredited as of July 1, 2012.
Renewal award recipients at private, for-profit and non-profit institutions will continue to receive
an award amount of $4,000 to $9,223 depending on when they received their first award.

In addition to the entitlement awards, the Cal Grant program includes a limited number of
competitive awards and awards for occupational or technical training. These awards are
displayed in the following table.

Non-Entitlement Cal Grant Awards

Competitive Awards There are 22,500 Cal Grant A and B
competitive awards available to applicants who
meet financial, academic, and general program
eligibility requirements. Half of these awards
(11,250) are offered to those applicants who
did not receive an entitlement award and meet
the March 2 deadline. The remaining 11,250
awards are offered to students who are enrolled
at a California Community College and meet
the September 2 deadline.

Cal Grant C The Cal Grant C Program provides funding for
financially eligible lower income students
preparing for occupational or technical
training. The authorized number of new awards
is 7,761. For new and renewal recipients, the
current tuition and fee award is up to $2,462
and the allowance for training-related costs is
$547.

The LAO points out that Cal Grant spending nearly doubled from 2007-08 to 2011-12, mostly
in response to tuition increases at UC and CSU. Since 2011-12, tuition has remained flat and
growth in Cal Grant costs has been driven mainly by participation increases. In 2012-13, for
example, the number of new Cal Grant recipients increased 19 percent over the prior year.
Implementation of the California Dream Act accounts for about one—quarter of the growth.

The following chart, from the LAO’s analysis of the Governor’s proposed 2014-15 higher
education budget, displays three-year expenditures for Cal Grants by segment, program and
award type. As the chart shows, the General Fund is the primary source of funding for the Cal
Grant program, accounting for $1.2 billion of the $1.8 billion proposed for 2014-15.
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Cal Grant Spending

March 13, 2014

(Dollars in Millions)

By Segment:
University of California 5721 §781 $822 $41 5%
California State University 437 501 552 &1 g
Private nonprofit institutions 222 240 238 =1 =1
California Community Colleges a8 100 107 7 i
Private for-profit institutions 50 35 37 2 6
Totals $1,518 $1,656 $1,756 $100 6%
By Program:
High School Entitlement $1,234 $1,331 $1,418 $87 %
CCC Transfer Entitlement 185 214 217 3 1
Competitive 95 105 114 9 g
Cal Grant C = G 5] 1 11
Totals $1,518 $1,656 §1,756 $100 6%
By Award Type:
Cal Grant A 5868 £985 $1,059 $74 %
Cal Grant B G646 665 691 26 4
Cal Grant C = 6 6 1 11
Totals $1,518 $1,656 §1,756 $100 6%
By New or Renewal:
New 3471 $541 $525 -$16 -3%
Renswal 1,047 1,115 1,231 116 10
Totals $1,518 $1,656 §1,756 $100 6%
By Funding Source:
General Fund $630 $1,016 $1,151 $135 129,
Student Loan Operating Fund 85 a8 60 -38 -64
Federal TANF 804 542 545 3 1
Totals $1,518 $1,656 §1,756 $100 6%
TANF = Temporary Assistance for Needy Families.
Posted January 2014,

Other Awards. In addition to Cal Grants, CSAC administers various other financial aid

programs, including:

e The Middle Class Scholarship Program. Provides a scholarship to UC and CSU
students with family incomes of up to $150,000. The scholarship amount is limited to no
more than 40 percent of the UC or CSU mandatory system-wide tuition and fees. The
individual award amount is determined after any other publicly-funded financial aid is
received. The program will be phased in over four years, with full implementation in
2017-18. The program is funded from the General Fund.

e The Assumption Program of Loans for Education (APLE). Allows the State to issue
agreements for loan assumptions annually to students and district interns who are
pursuing careers in teaching and credentialed teachers teaching at schools ranked in the
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lowest 20 percentile of the Academic Performance Index (API). Through APLE, a
participant who teaches a total of four years can receive up to $11,000 toward
outstanding student loans. APLE participants who provide the designated teaching
service in the areas of math, science, or education specialist instruction in a school ranked
in the lowest 60 percentile of the APl may be eligible to receive an additional $1,000 per
year in loan assumption benefits. Participants meeting this requirement who provide
teaching service in a California public school that is ranked in the lowest 20 percentile of
the API may be eligible to receive an additional $1,000 per year for a possible total loan
assumption benefit of up to $19,000. Beginning in 2012-13, no new APLE warrants have
been issued; only renewals will continue to be funded. There are similar programs for
graduate and nursing studies, which also only currently fund renewal awards.

e The Child Development Teacher and Supervisor Grant Program. Provides grants to
recipients who intend to teach or supervise in the field of child care and development in a
licensed children's center. Recipients attending a California Community College may
receive up to $1,000 annually and recipients attending a four-year college may receive up
to $2,000 annually for a total of $6,000. This program is funded from federal funds
through an agreement with the State Department of Education.

e The California Chafee Grant Program. Provides grants of up to $5,000 to eligible
foster youth who are enrolled in college or vocational school at least half-time. New and
renewal awards are assigned based on available funding. This program is funded from
federal funds and the General Fund through an agreement with the State Department of
Social Services.

e The California National Guard Education Assistance Award Program. Provides
funding for active members of the California National Guard, the State Military Reserve,
or the Naval Militia who seek a certificate, degree, or diploma. Recipients attending the
UC or CSU may receive up to the amount of a Cal Grant A award. Recipients attending a
community college may receive up to the amount of a Cal Grant B award. Recipients
attending a private institution may receive up to the amount of a Cal Grant A award for a
student attending the University of California. An award used for graduate studies may
not exceed the maximum amount of a Cal Grant A award plus $500 for books and
supplies. This program is funded from the General Fund through an agreement with the
California Military Department.

e The Law Enforcement Personnel Dependents Scholarship Program. Provides college
grants equivalent to Cal Grant amounts to dependents of: California law enforcement
officers, officers and employees of the Department of Corrections and Rehabilitation, and
firefighters killed or permanently disabled in the line of duty. This program is funded
from the General Fund.

e The John R. Justice Program. Provides loan repayments to eligible recipients currently
employed as California prosecutors or public defenders who commit to continued
employment in that capacity for at least three years. Recipients may receive up to $5,000
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of loan repayment disbursed annually to their lending institutions. This program is
federally funded through an agreement with the Office of Emergency Services.

Governor’s Budget Proposals. The Governor’s budget includes the following adjustments
related to postsecondary education financial aid funding administered by CSAC:

Cal Grant Program Growth. Includes $3.4 million General Fund in 2013-14, and
$103.3 million General Fund in 2014-15, to reflect increased participation in the Cal
Grant program. Of the 2014-15 amount, $28 million is attributable to the second year of
implementation of the California Dream Act.

Expand Cal Grant Renewal Award Eligibility. Includes $14.9 million General Fund
to allow students who have previously been denied a Cal Grant renewal award for
financial reasons (their income rose above eligibility levels) to reapply for the program
no more than three academic years after receiving their original award (if their incomes
fall below the income threshold in that timeframe).

Offset Cal Grant Costs with Federal Temporary Assistance for Needy Families
(TANF) Reimbursements. Includes a decrease of $3.2 million General Fund to reflect
increased TANF funds available through an interagency agreement with the Department
of Social Services. This adjustment will bring the total TANF funds expended on the Cal
Grant program to $544.9 million in 2014-15.

Offset Cal Grant Costs with Student Loan Operating Fund (SLOF). Includes $60
million SLOF funds to offset Cal Grant General Fund costs.

Middle Class Scholarship Implementation. Includes $107 million General Fund to
begin implementation of the Middle Class Scholarship Program.

The majority of the Governor’s budget financial aid adjustments are based on existing statutory
or program requirements (such as Cal Grant Growth and Middle Class Scholarship
Implementation) or funding offsets that do not impact program operations (such as the SLOF and
TANF offsets). The proposal to expand Cal Grant renewal eligibility is the only significant
financial aid policy change contained in the Governor’s budget.

LAO. In its analysis of the Governor’s proposed 2014-15 higher education budget, the LAO
makes the following recommendations relative to financial aid programs:

Consider Prioritizing Middle Class Scholarship Awards. Early estimates suggest the
statutory appropriation of $107 million may be insufficient to cover the award levels
scheduled for 2014-15. As a result, awards are likely to be prorated downwards. Rather
than reducing all awards proportionally, the LAO recommends the Legislature consider
adjusting this requirement to prioritize students with greater financial need. Students with
the highest need could receive the full scheduled award (up to 14 percent of UC or CSU
tuition for 2014-15) while those with no financial need might receive lesser amounts.
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e Recommend Time Limit for Middle Class Scholarship Awards. The LAO points out
that many financial aid programs, including Cal Grants, provide support for a limited
number of years (typically four years of full-time enrollment or the equivalent). Such
limits provide a strong incentive for students to complete their studies expeditiously.
California’s nonprofit colleges and universities maintain that Cal Grant recipients at their
institutions have higher four—year graduation rates than nonrecipients because of this
incentive. For the new Middle Class Scholarship Program, however, the number of years
a student may qualify for awards is unlimited. The LAO recommends the Legislature set
a statutory time limit, comparable to the Cal Grant limit.

e Recommend Adopting Cal Grant Eligibility Change. According to the LAO, there is
no justification for denying a Cal Grant renewal award to an otherwise eligible recipient
who temporarily exceeded financial limits in one of the past few years. The LAO
recommends the Legislature adopt the Governor’s proposal to permit these recipients to
qualify for renewals within three academic years of initially receiving an award.

Issues to Consider.

Funding for Two Financial Aid Outreach Programs Set to Expire in 2015-16. The LAO has
also pointed out that California funds two relatively longstanding financial aid outreach
programs that expire in 2015-16: The California Student Opportunity and Access Program and
the California Cash for College Program. Created in 1978, the California Student Opportunity
and Access Program is designed to increase postsecondary education opportunities for low-
income and underrepresented elementary and secondary school students. The program provides
special tutoring, counseling, and information services to participants. Funds support 15 local
consortia, each consisting of a local high school and community college. Consortia also include
representatives from nonprofit educational, counseling, or community agencies, as well as
postsecondary education institutions. The second outreach program, California Cash for College,
provides free workshops across the state to help students and their parents complete the federal
financial aid application.

Both programs have been funded at times from the General Fund, the Student Loan Operating
Fund, and federal funds. Since 2008-09, they have been supported by the federal College Access
Challenge Grant, which is set to expire in 2015-16. The LAO recommends the Legislature direct
CSAC to report on outcomes and effectiveness of these programs by October 2014. The
Legislature could use this information to determine whether to continue funding these outreach
efforts (including whether to backfill with state funds if the federal grant is not renewed).

Research cited by Education Trust-West notes that students who apply for financial aid are twice
as likely to enroll in college as students who do not, and are more likely to persist in college once
they have enrolled; thus, policies that encourage applying for financial aid appear warranted.

Education Trust-West has made several recommendations to increase the number of students
applying for federal financial aid and Cal Grants, including having school districts automatically
submit graduation verification and student GPA's to CSAC, having school districts track
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students' application progress using the electronic WebGrant system, and having CSAC annually
report application data by high school to the public.

How State Financial Aid Programs Impact Access and Affordability. Although, as the LAO
points out, public financial aid covers tuition for the majority of public college students, living
expenses, including food and housing; transportation; and personal expenses, make up the
majority of undergraduate student budgets. These expenses are similar across segments (roughly
$13,000 at CCCs and the CSU and $16,000 at the UC). These costs are relatively high in
California, about 20 percent higher than the national averages.

According to an April 2013 report by the Institute for College Access and Success (TICAS),
done in collaboration with more than a dozen other student, civil rights, business, and college
access organizations, Cal Grant awards for many qualifying students have been stagnant for
decades and many of California’s low-income college students are left out of the program
entirely. For example, TICAS points out that the original Cal Grant B access award was $900 in
1969-70, equal to $5,900 in 2012-13 dollars. Instead the 2012-13 access award of $1,473, where
it remains today, was just one quarter of what the original award would be worth had it kept pace
with inflation. TICAS also points out that, beside the recent high school graduate entitlements;
all other eligible applicants compete for a very limited number of grants. According to their
report, in 2012-13, there was only one competitive Cal Grant available for every 17 eligible
applicants.

More recently, TICAS has reported that college affordability, as measured by the proportion of
family income needed to pay college costs, is inversely related to family income, with lower
income families expected to contribute a much larger share of their income to paying for college
than higher income families. The following table, prepared by TICAS, displays college costs by
net price for different income ranges, percentage of total income required to pay for college, and
percentage of discretionary income required to pay for college.

What does college cost? Is the cost of college affordable?
Income Ra nge 2011-12 Net Price by Family Income Ri:::ezftzu;:::::!g;t Eh:fqztlgj:ifg::?l?; Ig;::le

uc | csu ccc uc csu ccc uc CsU ccc

%0 - 530,000 58 808 56,563 55,815 29% 27% 19% 64% 48% a42%
530,001 - 548,000 510,126 58,945 - 21% 15% - 32% 28%
548,001 - 575,000 513,771 513,337 - 18% 18% - 23% 23%
575,001 - 5110,000 521,234 518,572 - 19% 17% - 23% 20%
> $110,000 528,282 $20,021 - 19% 13% - 21%] 15%

TICAS, along with other student, civil rights, business, and college access organizations have
presented three recommendations designed to build on the strengths of the Cal Grant program
and better serve California's students going forward:

1. Increase the Cal Grant B access award.
2. Serve more of the state's Cal Grant eligible students.
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3. Include tuition awards for first-year Cal Grant B recipients at universities.

The Cal Grant maximum award for students attending private nonprofit colleges and
universities is scheduled to decrease by 11 percent in the budget year. The 2012 Budget Act
put in place reductions to the Cal Grant award amounts for independent non-profit and accredited
for-profit institutions. The Governor's 2014-15 budget proposal accounts for the continued
reduction. More than 32,000 California students use Cal Grants to help them attend these
schools, allowing access to college for low-income students during a period in which the CSU
system is turning away eligible students. The chart below indicates the reduced amount of the
Cal Grant for these schools.

Cal Grant Maximum Award for WASC Accredited Private Colleges and Universities

2011-12 2012-13 2013-14 201415 | Cumulative
Change
Cal Grant
Amount Per $9,708 $9,223 $9.084 $8.056 17%
Student

A trailer bill associated with the 2011 budget act put into place state requirements for an
institution’s participation in the Cal Grant program. Currently, all participating institutions where
more than 40 percent of students borrow federal loans must have a cohort default rate of no more
than 15.5 percent and a graduation rate of at least 30 percent.

Given the role that accredited private nonprofit colleges and universities play in California’s
postsecondary education system and the need to maximize degree and certificate output (many
studies point to a significant gap between the number of degrees and certificates that the
workforce will demand in the next decade and the number that California is on pace to produce),
it is important to understand how the reductions in the maximum Cal Grant award impact access
and affordability at these institutions. In addition, the LAO has pointed out that, overall, the state
cost of a Cal Grant student in a private nonprofit college or university is less than the state cost
of a Cal Grant student at the UC or CSU. The LAO estimated that in 2012-13, the annual state
subsidy provided for a Cal Grant student attending a UC institution was approximately $24,200,
$12,985 at the CSU, and $9,223 at a private nonprofit institution.
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Iltems Proposed for Discussion

6110 DEPARTMENT OF EDUCATION

Issue 1: Common Core Standards Implementation (Information Only)

This informational item is included to update the subcommittee about state and local implementation
of California’s Common Core State Standards (CCSS), including what is known or not known, about
how local education agencies (LEAs) are spending $1.25 billion in one-time Proposition 98 funding
that was provided in the 2013-14 budget for CCSS implementation.

Specifically, these funds were provided to school districts, county offices of education, charter
schools, and state special schools to spend for 2013-14 and 2014-15, in three areas of CCSS
implementation: professional development for teachers and other educators, instructional materials,
and technology enhancements. This level of funding provides $201 per pupil. The funds were
distributed to LEAs by late October 2013.

As a condition of receiving these funds, LEAs must meet two requirements:

1. Develop and adopt an expenditure plan, which is presented in a public meeting and adopted in
a subsequent public meeting. There is no requirement to submit that plan to the California
Department of Education (CDE).

2. By July 1, 2015, report certain expenditure information to the CDE about purchases made and
the number of teachers and other educators that received professional development. By
January 1, 2016, the CDE must submit to the Legislature, and the Department of Finance
(DOF), a report that summarizes this expenditure information.

With the exception of the budget request for assessments described in Issue 2 of this agenda, the
Governor’'s budget does not propose any new dedicated resources to support CCSS implementation.
However, the Governor's budget includes a significant increase in Proposition 98 funding for
allocation to LEAs in 2014-15 for the second-year implementation of the Local Control Funding
Formula (LCFF)—an increase of $4.5 billion for school districts and charter schools (roughly $750 per
student) and $25.9 million for county offices of education. While there are some limited restrictions on
the expenditure of LCFF funds, these monies are a major source of discretionary funds that LEAs will
spend on core and supplemental educational programs, which could include ongoing implementation
of the CCSS.

Also, the Governor’s budget proposes to pay off all remaining K-12 apportionment deferrals in
2014-15, which will provide a total of $5.6 billion in funding to LEAs. The Legislative Analyst’s Office
(LAO) believes that paying down these deferrals will reduce LEAs’ needs for cash-flow borrowing but
not result in significant additional program spending. Depending on how a LEA implemented the
deferrals, some LEAs could be in a position to use some of this funding for new programs, including
the standards implementation.

California’s Adoption of the CCSS

The CCSS are academic content standards in English-language arts and math that define what pupils
should know and be able to do at specific grade levels. The CCSS were developed from an initiative
of the Council of Chief State School Officers and the National Governors Association. Key goals of the
initiative were to standardize what states expect of their students; to transform instruction by focusing
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on fewer, higher, and deeper standards; and to define the knowledge and skills that students should
have in order to graduate high school ready to succeed in college and be prepared for the workforce.

California is one of 45 states that adopted the CCSS. In August 2010, the State Board of Education
(SBE) adopted the CCSS in English-language arts and math and additional California-specific
standards that were determined necessary to maintain the rigor of California’s already high academic
content standards.

CCSS Implementation is a System Transformation

Significant effort is underway at the state and local levels to implement the standards. Full
implementation will occur over several years, as the state’s public education system is transformed to
align to the standards. Below are the system elements that are affected:

e Standards in other content areas, such as science, history-social science, and English-
language development, must be aligned to the CCSS.

e Curriculum frameworks are the blueprint for implementing the standards, which include criteria
by which instructional materials are evaluated.

¢ Instructional materials must be aligned to the current standards.
e Professional development must be provided to teachers and instructional leaders.

e Student assessments must be developed that are aligned to the new standards. Summary
assessments measure student mastery of academic content towards the conclusion of a
course, while interim and formative assessments give teachers earlier opportunities to assess
student learning and to improve instruction.

State-Level Efforts

In March 2012, the SBE adopted a CCSS systems implementation plan, which builds towards the
goal of implementing CCSS-aligned assessments in spring of 2015. State implementation efforts to
date include, among other things, the establishment of these elements aligned to the CCSS:

e Supplemental instructional materials in English-language Arts and Math that build off materials
based on the state’s prior content standards, until new CCSS-aligned materials are adopted
(approved Nov. 2012, Jan. 2013, July 2013)

e Curriculum framework for Math and K-8 Math Instructional Materials (adopted Nov. 2013 and
Jan. 2014, respectively)

¢ English-Language Development Standards (adopted Nov. 2012)
¢ Next Generation Science Standards (adopted Sept. 2013)

o Professional development modules that provide instructional strategies for educators to deliver
CCSS-curriculum (available online at no cost to educators)

The adoption of a curriculum framework for the English-Language Arts/English Language

Development Standards is anticipated by May 2014, with instructional materials for those areas by
November 2015.
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Major Transition to CCSS-Aligned Assessments

California and 22 other states are members of the Smarter Balanced Assessment Consortium
(SBAC), which is working to develop CCSS-aligned assessments. SBAC and a second consortium of
other states, Partnership for Assessment of Readiness for College and Careers, received funding
from the federal government under the Race to the Top Assessment Program, to develop CCSS-
aligned assessments.

Unlike the state’s prior assessments, which were multiple-choice pencil-and-paper tests, the SBAC
assessments will be computer-based, computer-adaptive tests that students will take on a computer
or tablet. These tests will have a broader range of question types that are designed to illicit critical
thinking, reasoning, and problem solving, and which reflect critical skills for college and career
readiness. LEAs will need the technological capacity (including high-speed internet
connectivity/bandwidth, hardware/devices, software, and technology staff) to administer these
assessments to all students within the required testing window. Because this is a major transition to
computer-based exams, a pencil-and-paper test will be an option during the first three years of CCSS
testing.

AB 484 (Bonilla), Chapter 489, Statutes of 2013, established the state’s plan to transition from the
prior assessment program, Standardized Testing and Reporting (STAR) Program, to the new
California Assessment of Student Performance and Progress (CAASPP), which includes the CCSS-
aligned assessments, among other state tests. The new assessment system is described in more
detail in Issue 2 of this agenda.

During the transition, in 2013-14, the state will not administer the California Standards Tests (CSTs) in
English-language arts and math, which are aligned to the former academic standards and have been
used to meet accountability requirements under the federal No Child Left Behind Act (NCLB) of 2001.
Instead, California will participate in a field test of the SBAC assessments. (Recently, the federal
government granted California its request to waive NCLB testing requirements for one year, so that
California can conduct this field test and avoid double testing students with the CSTs. The waiver is
necessary because the field test will not yield individual student test results for accountability
purposes.)

The SBAC field tests are a “test of the tests” to ensure the quality of test questions, to establish
proficiency levels, and to assess the technological capacity of LEAs to administer the tests. The field
tests will occur from March 25, 2014 through June 6, 2014. Within that time frame, the state has
assigned LEAs one of four testing windows in which to conduct the tests. Nearly all students
(95 percent) will take a field test that includes sample items in both English-language arts and math;
the other five percent of students will be tested in only one of those subjects. The field tests are
approximately half the length of the operational tests that will begin in spring 2015.

CCSS Implementation Cost

Since the CCSS are common to most states, there are opportunities for states to jointly develop and
share instructional materials and tests and to collaborate on best practices for implementing the
standards. Still, there are implementation challenges and costs related to obtaining new instructional
materials, providing professional development to teachers and administrators, and implementing
computer-based assessments.

During the 2013-14 budget hearings, the CDE provided its estimate of $3 billion over two years (2013-
14 and 2014-15) for the statewide costs of CCSS implementation. No other estimate has been
provided to the Legislature. While it is clear that the implementation cost is significant, it will be offset
by the shifting of current costs to CCSS activities, benefits of shared costs with other states, and
improved efficiencies.
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In light of this, the 2013-14 budget provided $1.25 billion in one-time Proposition 98 funding ($201 per
pupil) for LEAs to spend over two years (2013-14 and 2014-15) for professional development,
instructional materials, and enhancements to technology.

LEA Implementation

There is limited information about the status of CCSS implementation by LEAs across the state,
including how LEAs are spending their one-time CCSS implementation funds and what their additional
funding needs may be. There are three surveys that shed light some light on these issues:

1. During summer 2013, the CDE surveyed LEA information technology directors about
technology preparedness. There were 880 respondents (683 school districts, including the
25 largest districts, and 197 charter schools), representing 87 percent of K-12 student
enrollment.

2. In fall 2013, the California County Superintendents Educational Services Association
(CCSESA), on behalf of the Consortium for the Implementation of the Common Core
Standards, surveyed all school districts about CCSS implementation. There were 818
respondents, representing 83 percent of student enrollment.

3. This month, the Association of California School Administrators (ACSA) conducted a CCSS
implementation survey of its members. There were 232 respondents (222 school districts and
10 county offices of education), representing 24 percent of student enroliment.

Notable findings from these surveys are described below. (The CDE recently released a voluntary
online survey for LEAs to share their CCSS implementation status; there are no survey findings at this
time.)

Use of One-Time Implementation Funds
In CDE’s survey of LEA IT directors (summer 2013), 86 percent of the respondents said they would
use implementation funds to purchase technology equipment to prepare for the SBAC assessments.

In CCSESA’s survey (fall 2013), respondents were asked about their expected allocation of the
implementation funds for technology, professional development, or instructional materials. For each of
those purposes, roughly half of the respondents indicated they would spend 25 to 50 percent of their
funds in that area, indicating that the funds are being fairly evenly split across the three areas. About
10 percent of the respondents indicated they would spend at least 75 percent of their funds on
technology, and even fewer respondents would spend that much on professional development or
instructional materials. According to CCSESA, districts reported their biggest implementation
challenges are: time (too much all at once), funding, technology, instructional shifts (increased rigor
and across subjects), and lack of curriculum (materials and assessments).

In ACSA’s survey (March 2014), 43 percent of the respondents reported they had already spent at
least 61 percent of their one-time implementation funds. Only about 13 percent of the respondents
said they had spent 20 percent or less of their funds. When asked about their spending priorities for
these funds, there was little difference in the percentages of ACSA respondents that rated each area
(technology, professional development, and instructional materials) as their 1-2 highest spending
priorities. Instructional materials slightly outranked technology and professional development. In terms
of where they would put additional funding, instructional materials and professional development
(including professional development on technology) appear to be their future spending priorities. The
survey did not ask about the amount of additional funding needed.
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Instructional Materials

In CCSESA’s survey, only 25 percent of school districts reported using the supplemental instructional
materials in English-language Arts and math that were adopted by the SBE. Most school districts
(88 percent) reported they are using other materials and resources. Many school districts indicated
they will purchase new instructional materials within the next 18 months for math (62 percent) and
English-language arts (about one-third). Similarly, ACSA reported that purchasing new instructional
materials is a high priority for many LEAs. In the past, the state provided dedicated funding for
instructional materials through the Instructional Materials Block Grant. That funding was ultimately
consolidated into the LCFF.

Professional Development

CCSESA’s findings suggest that there is much work remaining to train teachers on the CCSS and
implement CCSS curriculum in classrooms. According to CCSESA, on average, school districts
expect to provide about 40 hours per year of training on the CCSS for teachers and administrators.
Other findings are:

¢ A majority of school districts reported that all their site administrators have received training in
the CCSS in both English-language arts (71 percent) and math (68 percent). But fewer
districts reported that all of their teachers have received training in the CCSS in English-
language arts (42 percent) or math (39 percent).

e Teachers in all grades at about half of school districts understand the content, structure, and
organization of the CCSS and understand the English-language arts skills or the math
progressions. The creation of CCSS units or lessons, or the alignment of existing units or
lesson to the CCSS, is either planned or has not yet taken place in 45 percent of school
districts.

e About half of school districts reported that teachers have identified strategies and resources to
support the transition to the CCSS for English language learners or students with disabilities.

In the past, the state provided dedicated funding for professional development, including the
Professional Development Block Grant. That funding was ultimately consolidated into the LCFF.

Technology
The following table shows LEA report of their technology needs to administer the SBAC assessments

from the CDE’s technology survey last summer. At that time, the respondents overall indicated that
the greatest need was for professional development related to technology. A high need for
headphones, laptops, and tablets was also identified. Less need was identified for internet bandwidth,
keyboards, and printers. About two-thirds of the respondents reported a high or moderate need for
facilities. (In ACSA’s survey, most of the respondents identified classrooms/facilities as being their
highest priority need, over hardware/devices and internet bandwidth/connectivity, for administering the
SBAC field test.)
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Reported Level of Technological Need to Administer Smarter Balanced Assessments in 2014-15
CDE Technology Survey, Summer 2013
(683 school districts and 197 charter schools)
Percentage of Percentage of Percentage of
Respondents Reporting Respondents Reporting Respondents Reporting
High Need Moderate Need Low Need
Desktop 27% 38% 35%
Laptops 44% 34% 22%
Tablets 44% 28% 28%
Keyboards 18% 27% 55%
Headphones 50% 34% 16%
Printers 20% 40% 41%
Assistive Technology 32% 40% 28%
Internet Bandwidth 26% 24% 50%
Internal Bandwidth 29% 27% 43%
Wireless Access 42% 26% 32%
Professional Development 53% 38% 10%
Facilities 27% 40% 33%

! Row totals may not equal 100 percent due to rounding.
Source: California Department of Education

The SBAC-developed online Technology Readiness Tool enables school districts to do an intensive
inventory of technology capacity across all their schools. According to the CDE, about 30 percent of
school districts, representing 34 percent of the student testing population, have completed the tool. In
addition, the CDE is working with the K-12 High-Speed Network to assist LEAs with their technology
needs. The network provides internet connection for LEAs at no cost to them. All county offices of
education, 88 percent of school districts, and 83 percent of schools are connected to the K-12
network. It is part of a broader communications network, the California Research and Education
Network, which is operated by the Corporation for Education Network Initiatives in California (CENIC).

It has been reported generally that all school districts have internet connectivity (but this is not true for
all schools), and the majority of districts expect that all of their schools will assess students during the
2014-15 school year with computers.

Staff Comment.

Widespread transition to the CCSS is a several-year endeavor due to the development and
implementation of curriculum, professional development, instructional materials, and assessments
aligned to the standards. There is a significant, yet indeterminate, cost to make this statewide
transition. The upfront costs for initial professional development, instructional materials, and
technology will evolve into ongoing costs for LEAs to maintain these resources. Over time
Proposition 98 funding increases provided through the LCFF will help to support ongoing CCSS
implementation; however, the funding formula will provide greater resources to some districts than
others.
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While information about LEA spending on CCSS implementation is limited, data from LEA surveys
suggests that most LEAs will use the existing one-time implementation funds across technology,
professional development, and instructional materials, rather than invest in only one of these areas,
and LEAs report needing additional funding for all three purposes. LEAs that prioritized their existing
one-time implementation funds for technology in light of the upcoming SBAC assessments may have
remaining needs for instructional materials and professional development. Some districts have initially
used supplemental (bridge) instructional materials with the intention to purchase new CCSS-aligned
materials later coinciding with the state’s adoption of approved materials. In addition, a large
percentage of districts reported that not all teachers in their schools are trained on the CCSS nor have
they all aligned their classroom lessons to the CCSS.

For these reasons, the Legislature may want to consider providing additional one-time funding to
LEAs for CCSS implementation.

Subcommittee Questions

1. Implementation Status. What is the status of CCSS implementation across school districts
and schools—Are students being taught with curriculum and materials that are aligned to the
CCSS?

a. Have survey/outreach efforts focused on charter schools?
b. Are CCSS instructional strategies in place for students with special needs (such as
English-language learners and students with disabilities)?

2. Technology Readiness

a. Overall, what is the technology readiness of LEAs to implement the SBAC
assessments? Are there differences by type of district and school (i.e.,
urban/suburban/rural)? Where do LEAs face the biggest technology challenges?

b. LEAs may not have internet connectivity to schools in remote areas. For example, the
CDE reported that one school district has a one-mile network gap that could be
connected for a cost of $84,000 per foot. What can the state do to help LEAs address
that kind of technology gap?

3. New Cost Estimate
a. Is there a way to estimate the cost offsets (i.e., shift of existing costs and operational
efficiencies)?
b. What are the main upfront implementation costs that remain for most LEAS?

4. Instructional Materials. The SBE recently adopted instructional materials for math, but the
board has not yet adopted instructional materials for English-language arts and English
language development.

a. In light of the SBE’s schedule for adopting CCSS-aligned instructional materials, how
are school districts meeting their instructional materials needs?

b. With more instructional materials options on the market, including digital and online
options, are LEAs able to purchase materials at a lower price than in the past?

c. How has the state helped LEAs to navigate through the broad array of instructional
materials options?

Staff Recommendation. Staff recommends the subcommittee request that the CDE continue to
update the Legislature (1) as information becomes available from the Field Test and (2) if there is new
information about LEAS’ expenditure of the one-time implementation funds and their additional funding
needs.
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Issue 2: Student Assessment Proposals

The Governor’s budget proposes a total of $149.4 million for student assessments in 2014-15, which
is a $52 million increase over the 2013-14 appropriation. As shown below, this proposed funding level
reflects $128.8 million in Proposition 98 funding and $20.6 million in federal funding (Title VI of the
Elementary and Secondary Education Act). It also reflects planned expenditures of $125.9 million for
state-level contract costs and $23.5 million for per-student funding to school districts to cover their test

administration costs (this rate varies by test and ranges from $2.52 to $5.00 per student).

Budget for Student Assessments, 2014-15

(% in millions)
2010-11 2011-12 2012-13 2013-14 2014-15
Enacted Enacted Enacted Enacted Proposed
Expenditures
State—level contract $88.0 $91.4 $94.4 $74.1 $125.9
costs
District apportionments?® 28.6 28.1 34.1 23.7 235
Totals $116.7 $119.5 $128.5 $97.8 $149.4
Funding
State Proposition 98
General Fund $88.7 $90.4 $104.0 $72.7 $128.8
Federal Title VI 28.0 29.1 24.5 25.1 20.6
Totals $116.7 $119.5 $128.5 $97.8 $149.4

? Provides per—student funding to cover district administration costs. Rates vary by test, ranging from $2.52 to $5 per student.

Source: Legislative Analyst’s Office

The table below shows the proposed contract costs in the Governor’s budget for each assessment
area. The costs for new components of the assessment system are described in further detail below
the table.

Contract Costs for Student Assessments, 2014-15

(% in millions)
Source: New ELA and Math Assessments

Administration and reporting $67.5
SBAC-managed services® 9.6
Subtotal ($77.0)
Development of New Assessments
English language development $7.6
Next Generation Science Standards 4.0
Primary languages other than English 2.0
Subtotal ($13.6)
Ongoing Assessments
California High School Exit Exam $11.4
Prior—year testing costs 8.3
California English Language Development Test 7.4
Cost of other assessments 6.1
Assessment review and reporting 2.1
Subtotal ($35.4)

Total State-Level Contract Costs $125.9
#SBAC will provide ongoing support of the assessment, including developing additional test items and conducting additional research.
ELA = English—language arts and SBAC = Smarter Balanced Assessment Consortium.

Legislative Analyst's Office
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The budget proposal includes $77 million for administering the new CCSS-aligned SBAC
assessments in English-language arts and math (a cost of $24 per student). This cost includes $67.5
million for the estimated costs of a test vendor contract for administering, scoring, and reporting the
assessments. This estimate is based on data provided by SBAC. The other $9.6 million is the cost for
SBAC to maintain the test system (for example, development of new test items and research). Both
are cost estimates; actual costs will be determined by the outcome of the state’s cost negotiations for
a contract with a new test vendor and with SBAC.

The Governor’s budget proposal assumes the CDE would go out to bid this spring for a new contract
with a test vendor to begin the work on the SBAC assessments in July 2014. However, the CDE
recently notified staff that CDE has determined it is unable to bid the contract as originally planned
because that process requires bidders to have information about the SBAC system open-source code
that will not be available until at least September 2014. Because that timing makes it impossible to bid
and execute a contract for the spring of 2015 testing, the CDE intends to recommend that the State
Board of Education extend the current contract with the existing testing contractor for a period that will
allow for a new contract to be completed at a later date. This change will require the CDE to reassess
its budget proposal for administration of the SBAC assessments.

The Governor’s budget also proposes total funding of $13.6 million for the development of three new
assessments:

¢ 3$4 million for a test aligned to the new Next Generation Science Standards that were adopted
by the SBE in Sept. 2013

e $7.6 million for assessments aligned to the new English Language Development Standards
that were adopted by the SBE in November 2012 (the existing California English Language
Development Test is aligned to the state’s former English Language Development Standards
and is a single test used to determine both initial student placement and subsequent level of
English language proficiency; the new assessments will include both a screening test to
determine student placement and a separate end-of-year summative assessment of English
language proficiency)

e $2 million for CCSS English-language Arts assessments in primary languages other than
English (these tests will replace the Standards-based Tests in Spanish that are aligned to the
state’s former English-language Arts standards and potentially will also include tests in other
languages)

The Governor proposes to make the funding for developing these new assessments and
administering the SBAC assessments contingent upon DOF review of the testing contracts that are
approved by the State Board of Education.

In addition, the Governor’s budget proposes an increase of $482,000 in non-Proposition 98 General
Fund to support four positions at CDE, due to an increase in assessments workload. The proposal
includes language to make these positions contingent upon CDE’s submission of feasibility study
reports that demonstrate the additional workload. Specifically, two new two-year, limited-term
positions ($250,000) are proposed to help link data from the new assessments to the California
Longitudinal Pupil Achievement Data System (CALPADS). The other two positions ($232,000) are for
experts in the use of technology in student assessment, given the expanded use of technology in the
SBAC assessments. Funding for the technology expert positions would be contingent upon DOF
approval of an expenditure plan that justifies the need for the positions. Additional position authority is
not proposed for these two positions, so CDE must use existing positions authority.
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Related Legislation.

AB 484 (Bonilla), Chapter 489, Statutes of 2013, established the state’s plan to transition from the
prior assessment program, Standardized Testing and Reporting (STAR) Program, to the new
California Assessment of Student Performance and Progress (CAASPP), which includes the SBAC
assessments aligned to the CCSS in English-language arts and math, among other state tests.
Among these statutory requirements:

e Beginning in the 2014-15 school year, school districts, charter schools, and county offices of
education are required to administer the SBAC assessments in English-language arts and
math, replacing the previously administered STAR tests in those subjects.

e The Superintendent of Public Instruction is required to recommend to the State Board of
Education a science assessment that is aligned to the Next Generation Science Standards,
with a plan to administer the assessments beginning in the 2016-17 school year.

e The Superintendent of Public Instruction is required to develop and administer the English-
language arts summative assessment in primary languages other than English by the 2016-17
school year, to the extent funding is provided for this purpose.

SB 201 (Liu), Chapter 478, Statutes of 2013, requires the development of new English language
development assessments that are aligned to the CCSS, including one test for the initial identification
of English learner pupils and a separate summative assessment of English language proficiency.

LAO Analysis

SBAC Assessments

The LAO notes that the cost of administering the SBAC assessments ($24 per pupil) is higher than
the amount spent on the previous English-language arts and math tests under the STAR Program
($15 per pupil). The LAO believes the higher costs seem reasonable due to the different structure of
the new exams. The prior tests were multiple choice pencil-and-paper exams, whereas the SBAC
tests include performance tasks that feature written responses that cannot be scored by computer.
Thus, the SBAC tests will be more expensive to score than the former multiple-choice exams. The
LAO indicates that the budget proposal reflects a cost estimate and the actual cost of the new exams
will be determined through CDE’s negotiations for a new test contract.

Other new features of the SBAC test system are interim and formative assessment tools that will
enable teachers to assess student learning and to improve instruction throughout the year. Statute
requires that the state purchase these SBAC tools and provide them to districts at no cost. The state
did not provide these tools under the STAR program; instead, that was a local cost for districts that
chose to utilize them. The LAO notes that purchasing these tools from SBAC will increase state costs,
but it will likely reduce total state and local costs given the economies of scale.

LAO Recommendations
The LAO recommends the following modifications from the Governor’s budget proposals:

Contract Oversight

The LAO recommends that the subcommittee adopt the Governor’s provisional language making
assessment funding contingent upon DOF review of contract materials, in order to ensure that the
funding provided in the budget is consistent with the actual contract costs. In addition, the LAO
recommends that the subcommittee adopt additional language requiring the vendors of the state’s
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SBAC contract to meet with legislative staff and DOF staff on an annual basis to review components
and costs of the contract, in order to provide additional contract oversight.

Assessment Positions
The LAO recommends that the subcommittee adopt language that would require legislative review, in
addition to DOF review, of the required feasibility study reports prior to approving any new positions.

Staff Comment

SBAC Assessments

Staff concurs with the LAO’s analysis of the increased costs associated with the SBAC assessments.
Some level of increased cost for the new exams is expected and the actual cost will be determined
through the contract negotiation process. As previously noted, the Governor's budget proposal
assumes that the CDE would initiate a bidding process this spring for a contract for SBAC test
administration to be in place by July 1, 2014. But recently, the CDE has determined that instead it will
recommend that the State Board of Education extend the current contract with the existing test
contractor to cover SBAC test administration in 2014-15. Consequently, the CDE will need to
reassess its budget proposal for administration of the SBAC assessments.

Staff agrees with the LAO’s recommendations to adopt language that (a) requires the vendors of the
state’s SBAC contract to meet with legislative staff and DOF staff on an annual basis to review the
contract, and (b) requires legislative review of the required feasibility study reports prior to approving
any new assessment positions for CDE. In addition, staff believes there should be legislative review,
in addition to DOF review and approval, of the testing contracts before the CDE may spend the
funding provided in the budget for those tests. Staff suggests that the subcommittee seek clarification
from DOF about the proposed contract oversight language to ensure that the language’s intent is to
require DOF approval of the contracts.

English-Language Development Assessments ($7.6 million)

In reviewing this proposal, staff requested clarification about the total amount of savings from the
current test contract (in 2013-14 and 2014-15) that CDE intends to use to fund a portion of this new
test development. While CDE has now identified the total savings in the current contract that will be
redirected towards this new work ($1.6 million), the CDE has not provided a scope of work that
justifies a total cost of $9.2 million for developing these assessments. That information is necessary to
justify the requested increase of $7.6 million for 2014-15.

Subcommittee Questions

1. SBAC Test Administration Contract ($67.5 million)
a. The budget proposal assumes that the CDE would have a new test vendor contract in
place by July 1, 2014, but staff has been informed that is no longer the CDE’s plan.
What is the CDE’s timeline for an initial contract for the SBAC test administration?
b. What is the Administration’s position on the update from the CDE about the SBAC test
contract?

2. Interim and Formative Assessment Tools
a. Some of the cost for SBAC-managed services ($9.6 million) is for purchasing interim
and formative assessment tools from SBAC. In addition, the budget assumes
$4.7 million in costs for interim assessments under the state’s SBAC test
administration contract. Can you clarify what the test administration contract would
provide for interim and formative assessments compared to what SBAC will provide?
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3. English-Language Development Test ($7.6 million)
a. Can the CDE provide a scope of work for developing these assessments that reflects
the total estimated cost of the work, including the funds that CDE plans to redirect from
savings in the current test contract?

Staff Recommendation. Staff recommends that the subcommittee hold this item open pending the

May Revision and any updated information from the CDE regarding SBAC test administration and the
English-Language Development assessments.
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Items Proposed for Discussion and Vote

6360 COMMISSION ON TEACHER CREDENTIALING

Commission Overview. The California Commission on Teacher Credentialing (CTC) is an agency in
the Executive Branch of California State Government. The major purpose of the agency is to serve as
a state standards board for educator preparation for California public schools, the licensing and
credentialing of professional educators, the enforcement of professional practices of educators, and
the discipline of credential holders. The CTC consists of 19 members, 15 voting members and four
ex-officio, non-voting members. It is supported by a staff of approximately 152 authorized positions.

The CTC is responsible for the following major, state operations activities, which are wholly supported
by special funds:

e |ssuing credentials, permits, certificates, and waivers to qualified educators;
e Enforcing standards of practice and conduct for licensed educators;

e Developing standards and procedures for the preparation and licensure of school teachers
and school service providers;

o Evaluating and approving teacher and school service provider preparation programs; and,
e Developing and administering competency exams and performance assessments.

The CTC currently processes approximately 226,000 candidate applications annually for 200 different
credential and waiver documents. In addition, it currently administers — largely through contract — a
total of five different educator exams for approximately 116,000 educators annually, monitors the
assignments of educators, and reports the findings to the Legislature.

The CTC also must review and take appropriate action on misconduct cases involving credential
holders and applicants resulting from criminal charges, reports of misconduct by local educational
agencies, and misconduct disclosed on applications. In 2012-13, it received new reports from all
these sources and, upon review, opened 5,849 cases. During 2012-13, it completed disciplinary
review for 6,660 cases.

Lastly, the CTC is responsible for accrediting 261 approved sponsors of educator preparation
programs, including largely public and private institutions of higher education and, local educational
agencies in California. Of this total, there are 23 California State University programs; eight University
of California programs; 58 private college and university programs; 172 local educational agency
programs; and three other sponsors. All sponsors participate in the CTC’s cycle of accreditation
activities, which include an on-site visit once during the seven-year cycle.

In 2012-13, the CTC suspended accreditation-site activities due to budget constraints. The
accreditation system was also suspended, from December 2002 through June 2007, due to both
declining CTC budgets and because the Commission was developing a revised accreditation system.
As a result of these suspensions, there is a group of educator preparation institutions that have not
hosted a site visit in more than ten years. The CTC believes the lack of on-site visits has allowed
some programs to stray from the Commission’s standards, as it affects selecting quality instructors
and placing intern teachers in appropriate supervised field instruction.
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Budget Overview: The CTC is a “special fund” agency whose state operations are supported nearly
entirely by two special funds -- the Test Development and Administration Account (0408) and the
Teacher Credentials Fund (0407). The CTC receives no General Fund support. Of the CTC’s
$19.8 million state operations budget in 2013-14, about 77 percent is supported by credential fees,
which are a revenue source for the Teacher Credentials Fund and 22 percent is supported by
educator exam fees, which fund the Test Development and Administration Account. The other one
percent is supported by reimbursements from the Department of Education.

As shown in the table below, the Governor's budget proposes a total of $20.4 million for the CTC
budget in 2014-15, providing an overall net increase of $640,000 (3.2 percent). This change mostly
reflects the Governor’s proposal to increase revenues to the Teacher Credentials Fund by $650,000,
by allowing the CTC to charge new fees for reviewing existing educator preparation programs for
accreditation. This fee proposal, which builds upon the accreditation fee authority the CTC received in
the 2013-14 budget, is described further below.

The Governor proposes to continue $308,000 in reimbursements from the Department of Education
for support of the Teacher Misassignment Monitoring Program in 2014-15. The CTC receives no
General Fund.

Summary of Expenditures

(Dollars in Thousands) 2013-14 2014-15 Change % Change
General Fund, Proposition 98 $0 0 $0 0.0
Teacher Credentials Fund 15,271 15,919 648 4.2
Test Development & Adm. Account 4,226 4,218 -8 -0.2
Reimbursements 308 308 0 0.0
Total $19,805 $20,445 $640 3.2
Full-Time Positions* 135.8 147.1 11.3 8.3
Authorized Positions* 152.4 152.4 0.0 0.0

*Positions do not include temporary help (retired annuitants)

For 2014-15, the Governor proposes $20.1 million from the two special funds that support the CTC’s
state operations: $15.9 million from the Teacher Credentials Fund and $4.2 million from the Test
Development and Administration Account. The Governor proposes 152.4 authorized positions for
CTC, which reflects no change from 2013-14.
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Items Proposed for Discussion / Vote

Issue 1: Accreditation Fee Proposal (Governor’s Budget Trailer Bill Language)

The Governor’'s budget adopts a CTC proposal to institute new fees, beginning in 2014-15, to recover
a portion of the standard costs of reviewing existing education preparation programs for accreditation.
This proposal builds upon the authority the CTC received in the 2013-14 budget, to institute new fees
for certain other accreditation services beginning in 2013-14. Similar to that reform, this proposal
reflects the premise that sponsors of educator preparation programs should share in the cost of
assuring program quality with credential holders.

Prior Action to Institute Accreditation Fees
The 2013-14 budget authorized the CTC to institute fees for the following three categories of
accreditation activities:

¢ Initial accreditation for new institutions

¢ Review of new educator preparation programs

e Extraordinary accreditation activities for any institutions and programs that do not meet the
CTC’s standards and, therefore, require additional visits

These fees were designed to cover the non-salary, travel costs for new accreditation reviews and
extraordinary accreditation activities. The fees were not intended to recover the entire costs of the
accreditation process, which also include salary costs and other operating costs. The 2013-14 budget
assumed that these fees would generate additional revenue of $200,000 to the Teachers Credential
Fund in 2013-14, based on fees ranging from $500 to $3,000 per review. It was anticipated that those
revenues would allow the CTC, in 2013-14, to resume the accreditation activities that it had
suspended in 2012-13 due to insufficient funds.

On September 27, 2013, the Commission approved emergency regulations implementing a cost
recovery plan to institute the fees for select accreditation activities. The fees became effective on
October 30, 2013 after the emergency regulations were approved by the Office of Administrative Law.
That cost recovery plan includes an option for institutions to use an in-kind contribution in lieu of
paying a fee for the initial program review. The in-kind contribution consists of providing program
reviewers who have completed the CTC’s Board of Institutional Review (BIR) training. The in-kind
option is not allowed to offset fees for other accreditation activities.

In 2013-14, to date, under the cost recovery plan, the CTC has assessed fees totaling about $31,500,
which are primarily fees for new program proposals rather than for accreditation activities that go
beyond the norm. According to the CTC, this level of fee collection is significantly lower than the 2013-
14 budget projection of $200,000 due to the suspension of accreditation site visits in 2012-13. Since
accreditation site visits have restarted in 2013-14, the CTC’s budget assumes the fees will generate
revenues of $200,000 in 2014-15.

Current Fee Proposal

The Governor’s budget proposes trailer bill language to allow the CTC to institute new fees, beginning
in 2014-15, for accreditation reviews of existing educator preparation programs. Like the fees
previously instituted in 2013-14, the new fees are intended to cover only non-salary, travel costs for
specific accreditation reviews, and not the entire cost of accreditation activities for educator
preparation programs. The Governor's budget assumes the new fees would generate additional
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revenues of $650,000 to the Teacher Credentials Fund in 2014-15. This amount is in addition to the
$200,000 assumed in the budget for the fees adopted in 2013-14.

Consistent with current law governing the CTC’s existing accreditation fees, the trailer bill language
would require the CTC to notify the legislative budget committees and the Department of Finance at
least 30 days prior to implementing the new fees or making any adjustments to them. The trailer bill
language would prohibit the CTC from accepting an in-kind contribution from sponsors of education
preparation programs in lieu of assessing the new fees. However, the language would not impact the
CTC’s existing cost recovery policy that allows an in-kind contribution in lieu of the initial program
review fee.

The CTC is currently working to identify specific options for implementing the new fees (for example,
by institution and by program). It is anticipated that, in June, the Commission would consider a
recommendation for the new fee policy and, in August, the Commission would consider emergency
regulations to implement it.

Below are the specific activities that the additional revenues would support:

Accreditation site visits (about 35-40 program sponsors annually)

Pre-visits to institutions one year in advance of the accreditation site visit

Training for the educators who serve on accreditation teams and for the team leaders

Initial program reviews and program assessment reviews

Convening a panel of experts to inform the Commission on revisions to the accreditation
framework

Allocating the additional revenues to the above activities would enable the CTC to use freed up
discretionary resources for other activities or staffing needs, such as policy work to align CTC
programs with the Common Core State Standards, maintaining the technology infrastructure for online
services and security, and filling vacant positions that are important for timely credential processing
and discipline related field investigations. The CTC indicates that, absent the new revenues, there
would be insufficient funds for accreditation site visits and these other important program
responsibilities.
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Issue 2: Fund Transfer from the Test Development and Administration Account to the
Teacher Credentials Fund (Governors Budget Trailer Bill Language)

The Governor proposes trailer bill language that would require the State Controller to transfer funds
from the Test Development and Administration Account to the Teacher Credentials Fund when
monies in the Teacher Credentials Fund are insufficient to meet the CTC’s immediate funding needs
to cover payroll and other obligations.

Under the proposal, funds transferred to the Teacher Credentials Fund would be returned to the Test
Development and Administration Account as soon as there are sufficient funds in the Teacher
Credentials Fund, but no later than 60 days after the initial funds transfer. At that time, if there is a
balance owed to the Teacher Development and Administration Account, then funds would be returned
to the account in monthly installments as monies accumulate in the Teacher Credentials Fund. If, at
the end of the fiscal year, a balance is still owed to the Teacher Development and Administration
Account, then the Teacher Credentials Fund would be ineligible for further fund transfers until the
Teacher Development and Administration Account is fully repaid.

This language would supplement existing provisional language in the annual budget act (which the
Governor’s budget proposes to continue) that presently allows the Department of Finance to authorize
a fund transfer from the Test Development and Administration Account to address an operating deficit
in the Teacher Credentials Fund. The Department of Finance must notify the Joint Legislative Budget
Committee of the department’s intent to authorize the fund transfer at least 30 days prior to
authorizing the transfer.

According to the CTC, the current language proposal is intended to address the CTC’s short-term
cash flow needs in the Teacher Credentials Fund. Specifically, there is an uneven pattern of revenue
accrual to the fund during the year—with the lowest revenues accrued during November and
December. These short-term fund transfers would help to meet the CTC’s cash needs during months
when the fund has a low cash balance. The CTC indicates that the provisional language in the annual
budget act continues to be necessary to permit fund transfers to the Teacher Credentials Fund in the
event of an operating budget shortfall.

Status of Teacher Credentials Fund (Credential Fees)

The Teacher Credentials Fund is generated by fees for issuance of new and renewed credentials and
other documents. Current law also requires, as a part of the annual budget review process, the
Department of Finance to recommend to the Legislature an appropriate credential fee sufficient to
generate revenues necessary to support the operating budget of the Commission plus a prudent
reserve of not more than 10 percent. In 2012-13, the credential fee was increased from $55 to $70
due to a projected budget shortfall and drop in credentials. This action restored the fee to the statutory
maximum (Education Code 844235). The fee remained $70 for 2013-14, and there is no proposal to
change the fee for 2014-15.

In 1998-99, the credential fee was reduced in the budget act below statutory levels -- from $70 to $60
-- due to increases in the number of credential applications and resulting surpluses in the Teacher
Credentials Fund. At this time, there was increased demand for teachers due to the new K-3 class
size reduction program. The $15 loss in fees since 2000-01 equated to an annual loss of
approximately $3 million for the CTC. (Every $5 in fees equates to approximately $1 million in
revenues.)
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In 2000-01, the fee was dropped further to $55. The volume of credential applications grew
substantially from 2000-01. However, as indicated by the following chart, applications began
decreasing in 2007-08 as the state economy slowed. The CTC experienced a 25 percent decline in
credential applications from 2007-08 to 2012-13, while experiencing about a 32 percent increase in
nondiscretionary costs during that period. Recently, the number of credential applications has started
to increase. Between 2012-13 and 2014-15, credential applications are projected to increase by
3.3 percent. At this time, however, the CTC is projecting little or no growth in credential revenue in

2014-15.
Summary of Credential Applications and Fees Since 2000-01
2000/01 | 2001/02 | 2002/03 | 2003/04 | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 2011/12 | 2012/13 | 2013/14 | 2014/15
Est Est

Credential 215,954| 239,501 250,701| 235,327 233,164| 240,159 254,892| 267,637 264,153| 246,899| 232,208| 230,559| 225,287 232,789| 232,789
Applications
Received
Waiver 7,865 7,918 5,144 2,827 2,402 2,000 2,561 2,561 2,561 1,287 893 858 751 713 713
Applications
Received
Total 223,819| 247,419| 255,845| 238,154| 235,566 242,159| 257,453 270,198| 266,714| 248,186 233,101| 231,417| 226,038 233,502| 233,502
Credential 82.1 83.2 77.4 71.2 60.6 65.2 66.8 75.9 69.1 68.9 68.4 68.4 59.9 61.4 61.4
Processing
Staff*
Credential $55 $55 $55 $55 $55 $55 $55 $55 $55 $55 $55| $55 $70 $70 $70
Fees **

*Certification Assignment and Waivers Division Staff

**Individuals applying for a Certification of Clearance and then a first time Credential (i.e., first-time teachers) only pay one fee for the two
documents, based on the current credential fee, i.e., $70 credential fee (made up of $35 for Certificate of Clearance and $35 First Time Credential),
then at 5-year renewal pay the full fee of $70.

Status of Test Development and Administration Account (Exam Fees)

The Test Development Administration Account is generated by various fees for exams administered
by the CTC, such as the California Basic Educational Skills Test (CBEST), the Reading Instruction
Competence Assessment (RICA), and the California Subject Examination for Teachers (CSET), the
California Teachers of English Learners (CTEL), and the California Preliminary Administrative
Credential Examination (CPACE).

The CTC has statutory authority (Education Code 844235.1) for reviewing and amending the
examination fee structure, as needed, to ensure that the examination program is self-supporting. To
determine fees for these testing programs, CTC staff projects the number of exams — based upon the
most recent actual figures - and compares these figures with projected examination program costs.

In recent years, the number of examinations has been falling. The CTC projects continuing declines
in the number of examinees, based on the trends identified in the Teacher Supply Report and
enroliment data from the various educator preparation programs. As the next chart shows, the CTC
has made a number of adjustments in recent years, based upon the demand for the various exams,
as indicated by the following table. In 2005-06, it raised fees by $6 for all exams, except the CBEST.
Prior to this, fees had not been increased since 2001-02. However, in 2007-08, the CTC reduced
fees for most exams.
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Summary of Exam Fee Adjustments Since 2005-06
Candidate Fee* 2005-06 | 2007-08 | 2011-12 | 2012-13 | 2013-14 Change
CBEST
CBEST - Paper Based Test - -$10.00 - - - -$10.00
CBEST - Computer Based - - -$4.00 +$1.00 - -$3.00
Test
RICA
RICA — Written +$6.00 | -$10.00 | +$35.00 +$6.00 -- +$37.00
Examination
RICA - Video Performance +$6.00 | -$10.00 -- +$41.00 -- +$37.00
Assessment
CTEL -- -$65.00 | +$22.00 -- -$43.00
CSET +$6.00 | -$12.00 | -$12.00 +$9.00 -- -$9.00
CPACE (Replaces the SLLA) -- -- -$102.00 | +$44.00 -- -$58.00

*No changes in exam fees were made in 2013-14 and no changes are planned for 2014-15.
Source: Commission on Teacher Credentialing.

In January 2011, the CTC reviewed and approved changes in the exam fee structure which resulted
in fee adjustments (increases and decreases) that went into effect in 2011-12.

In March 2012, the CTC reviewed and approved additional fee increases for all of its major exams
that were approved as a part of the 2012-13 budget. These fee increases achieved $500,000 in new
revenues for the Test Development and Administration Account in 2012-13. No exam fee
adjustments were made for 2013-14, and no adjustments are planned for 2014-15.

Changing Condition of Special Funds and Budget Actions

The Teacher Credentials Fund (0407) has been experiencing a loss of revenues since 2007-08, which
has contributed to a widening gap between annual revenues from credential fees and expenditures for
credential activities. The Test Development and Administration Account (0408) has also experienced
declines in revenues in recent years, but has had healthy balances to cover expenditures.

Continuing revenue declines for CTC’s two special funds, combined with some increased expenditure
costs, resulted in a budget shortfall in 2011-12 that was addressed through a $1.5 million fund transfer
from the Teacher Credentials Fund to the Test Development and Administration Account. The
2012-13 budget included credential fee and exam fee increases, as well as expenditure reductions, to
avert another shortfall in the special funds. No fund transfers were necessary in 2012-13. Specifically,
the 2012-13 budget included the following budget changes:

e Credentialing Fee Increases. Teacher credentialing fees were increased by $15 -- from $55
to $70 — which generated an estimated $3.4 million in additional revenue for the Teacher
Credential Fund in 2012-13.

e Exam Fee Increases. Testing fees were increased by five percent in 2012-13, which
generated an estimated $300,000 in additional revenue for the Test Development and
Administration Account.

o Staff Reductions and Other Savings. State operations were reduced by $1.5 million in
2012-13 as a result of: (1) eliminating 13 positions to reflect streamlining the teacher
preparation and credentialing processes, and (2) achieving operational savings from reduced
information technology costs.
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For the 2013-14 budget, the Legislature adopted the Governor’s proposal to give the CTC authority to
charge new fees, beginning in 2013-14, for certain activities related to the accreditation of institutions
to operate educator preparation programs. These fees apply to new institutional reviews, new
educator preparation program reviews, and extraordinary accreditation site visit activities.

Estimated Fund Conditions for 2014-15

Fund Condition Summaries for the Teacher Credentials Fund and the Test Development and
Administration Account are displayed below. These summaries reflect updated revenue projections
(as of the 2014-15 Governor’s budget) and the Governor’s proposed accreditation fee increase, which
has the effect of increasing fee revenues within the Teacher Credentials Fund by $650,000 beginning
in 2014-15. Otherwise, the budget assumes the CTC will experience little or no growth in credential
revenue and testing revenue in 2014-15 and 2015-16.

Teacher Credentials Fund
Fund Condition

2012-13 2013-14 * 2014-15 2015-16
(Actual) (Estimated) (Proposed) (Proposed)
Beginning Balance -$74,000 $153,000%* $242,000 $539,000
Revenues 14,794,000 15,428,000 16,228,000 16,228,000
TDAA Transfer 0 0 0 0
Repayment of GF -540,000 0 0 0
Transfer*
Expenditures/ -13,891,000 -15,339,000 -15,931,000 -15,931,000
Appropriation
Ending Balance $289,000 $242.,000 $539,000 $836,000
Reserve % 2.1% 1.6% 3.4% 5.2%

*Repayment of the General Fund augmentation that was authorized by the 2009 -10 Budget Act, Item 6360-011-0407.
** The 2013-14 beginning balance includes an adjustment of -$136,000.

As a result of the budget actions adopted for 2013-14, the Teacher Credentials Fund (TCF) projects a
positive fund balance of $242,000 in 2013-14; however, this equates to a reserve of only 1.6 percent.
Assuming the $650,000 in new accreditation fees in the Governor’s budget proposal, these fund
balances are projected to remain positive at $539,000 in 2014-15 and $836,000 in 2015-16. However,
reserves will continue to be low, 3.4 percent and 5.2 percent, respectively in 2014-15 and 2015-16.
For comparison, in 2006-07, the TCF reserve was 33.4 percent.

In addition to its concern about this low reserve, the CTC has an ongoing concern about the cash flow
in the TCF. Specifically, there is an uneven pattern of revenue accrual to the TCF throughout the
year—with the lowest revenues occurring in November and December—that results in very low cash
on hand during those times of the year. To address this cash flow issue, the Governor's budget
proposes statutory language to require a fund transfer from the Test Development and Administration
Account to the Teacher Credentials Fund when monies in the Teacher Credentials Fund are
insufficient to meet the CTC’s immediate funding needs to cover payroll and other obligations.
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Absent the $650,000 in new revenues from the Governor’s accreditation fee proposal, the CTC
indicates that increases in nondiscretionary operational costs will outpace the growth in credential
revenue and reduce the commission’s resources for discretionary operational costs. Without the
additional revenues, discretionary spending would make up 3.7 percent of CTC’s 2014-15 budget.
With those revenues, discretionary spending would increase to 6.7 percent of the budget.

For the Test Development and Administration Account, the CTC projects both positive fund balances
and healthy reserves of $2,064,000 (48.9 percent) in 2014-15 and $1,954,000 (46.3 percent) in
2015-16.

FUND CONDITION
(As of 2014-15 Governor’s Budget)
TEST DEVELOPMENT AND ADMINISTRATION ACCOUNT (TDAA)

2012-13 2013-14* 2014-15 2015-16
(Actual) (Estimated) (Proposed) (Proposed)
Beginning Balance $4,502,000 $2,314,000 $2,177,000 $2,064,000
Revenues 4,066,000 4,108,000 4,108,000 4,108,000
TCF Transfer 0 0 0 0
Repayment of GF -2,160,000
Transfer*
Expenditures/ -4,094,000 -4,245,0000 -4,221,000 -4,218,000
Appropriation
Ending Balance $2,314,000 $2,177,000 $2,064,000 $1,954.000
Reserve % 56.5% 51.3% 48.9% 46.3%

: Repayment of the General Fund augmentation that was authorized by the 2009-10 Budget Act, Item 6360-011-0408.

Staff Comments

The Test Development and Administration Account projects large, positive balances in 2013-14,
2014-15, and 2015-16; however, this fund’s end-of-year balance continues to decline. For example,
the Test Development and Administration Account is projected to end the 2014-15 and 2015-16 fiscal
years with reserves of 48.9 percent and 46.3 percent, respectively. The reserve at the end of fiscal
year 2012-13 was 56.5 percent.

The Teacher Credentials Fund projects a small positive balance of 1.6 percent in 2013-14. Assuming
an additional $650,000 in fee revenues from the Governor's accreditation proposal, the Teacher
Credentials Fund would end the 2014-15 and 2015-16 years with slightly higher positive balances of
3.4 percent and 5.2 percent, respectively. However, without the additional $650,000 in accreditation
fees proposed by the Governor, the Teacher Credentials Fund would face a structural imbalance in
2014-15 and 2015-16.

The CTC anticipates the need for short-term fund transfers in 2014-15 to address immediate cash
flow needs in the Teacher Credentials Fund at certain times of the fiscal year. However, the CTC
doesn’t expect the type of fund transfer that would be required to address an operating budget
shortfall.
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Accreditation fee proposal is reasonable and builds upon the fee authority provided in 2013-14. This
proposal builds upon the authority the CTC received in the 2013-14 budget to institute new fees for
certain other accreditation services. Similar to that past action, this proposal reflects the premise that
sponsors of educator preparation programs should share in the cost of assuring program quality with
credential holders.

Because the fees implemented in 2013-14 have so far generated only a portion of the revenues that
were anticipated in the current year, staff questions whether those fees and the new fees proposed to
begin in 2014-15 will generate the entire $850,000 in the Teacher Credentials Fund that is assumed
by the Governor’s Budget.

Including all of those revenues, the Teacher Credentials Fund is still projected to have small positive
balances for 2014-15 and 2015-16. The CTC may need to consider additional options for stabilizing
the Teacher Credentials Fund in the near future.

Subcommittee Questions.
1. Accreditation Fee Proposal.

a. How did the CTC implement the accreditation cost recovery plan in 2013-14? What
additional revenues have been generated from those accreditation fees?

b. Have accreditation site visit activities resumed in the current year? Do those activities
look any different now than in the past? What is the outlook for conducting these
activities in the budget year?

c. What was the impact of suspending accreditation site visit activities in 2012-13?
d. How would the CTC implement the new fee proposal?

e. What specific activities would the CTC accomplish as a result of receiving the
additional revenues associated with this proposal?

2. Prioritizing Resources. The CTC indicates that, absent new revenues from the accreditation
fee proposal, there would be insufficient funds to continue accreditation site visits and to make
progress in other responsibilities such as aligning CTC programs with the Common Core State
Standards, maintaining the technology infrastructure for online services and security, and
filling vacant positions that are important for timely credential processing and discipline related
field investigations.

a. As revenues in the Teacher Credentials Fund have declined, how has the CTC
prioritized its resources to support its program responsibilities?

b. How has the decline in discretionary resources impacted the CTC’s policy work?
For instance, what has been the impact on CTC's efforts to align programs with the
Common Core State Standards?

3. Credential and Exam Fees. Both credential fees and exam fees were increased in 2012-13.

How did those fee increases affect the CTC’s budget? Will additional fee increases be
necessary in the near future?
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4. Workload Efficiencies. What savings has CTC been able to achieve in the past few years
due to workload reductions or efficiencies? Does CTC see the potential for future staff and
operations savings from workload reductions or efficiencies?

5. Fund Transfers to the Teacher Credentials Fund. Does the CTC anticipate there will be an
ongoing need for regular short-term fund transfers from the Test Development and
Administration Account to the Teacher Credentials Fund?

Staff Recommendation. Staff recommends that the subcommittee approve the Governor's budget
for the CTC (Issues 1 and 2) including, but not limited to, these proposals:

1. The Governor’s trailer bill language to allow the CTC to institute fees for the standard costs of
accreditation for existing educator preparation programs.

2. The Governor’s trailer bill language to authorize fund transfers from the Test Development and
Administration Account to the Teacher Credentials Fund for the purpose of meeting the CTC’s
immediate funding needs to cover payroll and other obligations.

VOTE:
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ltem Proposed for Discussion

Issue 3: Teacher Induction Programs (Information Only)

Teacher induction programs are intended to provide a support structure for beginning teachers. This
informational item is included to update the subcommittee about recent issues affecting teacher
induction programs in California, in light of the changes to state funding for teacher induction
programs during the past few years, notably:

e From 2009-10 to 2012-13, the state provided local education agencies (LEAs) with spending
flexibility intended to help them manage their budgets during challenging fiscal times.
Specifically, LEAs were allowed to use funding for about 40 K-12 categorical education
programs for the purposes of those programs or any other educational purpose. The Teacher
Credentialing Block Grant, which provided state funding for the Beginning Teacher Support
and Assessment (BTSA) Induction program, was among those programs that LEAs could
decide to continue funding or redirect the funding to other educational purposes.

¢ In the 2013-14 budget, the state eliminated the separate funding streams for the majority of
K-12 categorical education programs, including the Teacher Credentialing Block Grant, in
order to redirect those monies for allocation to LEAs under the new Local Control Funding
Formula (LCFF) and its accountability framework. Under that framework, LEAs have much
greater flexibility to spend their funding allocations in support of state and local educational
priorities than they did when the funds were restricted through categorical programs. There is
no requirement for LEAs to spend LCFF monies on teacher induction programs.

It is important for the Legislature to assess how the elimination of dedicated state funding for teacher
induction programs impacts (a) the availability and the quality of local induction programs across the
state, and (b) the new teachers that must access these programs to fulfill their requirements for a
clear teaching credentialing.

In addition, these issues should be examined due to the role teacher induction plays in teacher
retention. Maintaining access to high quality teacher induction programs is a critical strategy for
improving teacher retention. Teacher retention is an ongoing issue, but it is particularly relevant if
there is a teacher shortage. While this is not currently the situation, and many beginning teachers
have experienced lay-offs in recent years due to education budget cuts, other factors (such projected
growth in student enrollments, and projected statewide increases in teacher retirements) could drive a
demand for new teachers in future years.

In fact, recent data on enrollment in teacher preparation programs and the issuance of new teaching
credentials points to a shrinking teacher workforce in California. According to the CTC’s most recent
annual report to the Legislature, in 2011-12, California saw a 12 percent decrease in the number of
newly-issued teaching credentials. This decrease is across all three types of preliminary teaching
credentials and represents the eighth consecutive year in which the total number of initial teaching
credentials issued has declined. Additionally, enrollment in teacher preparation programs has also
dropped, as much as 33 percent over the five-year period ending in 2010-11.

Induction Program Completion is Required for a Teaching Credential
In order to teach in a California public school, a teacher must have a teaching credential that is issued
by the CTC. There are four basic teaching credentials that reflect the subject matter taught in schools:
the Single Subject Teaching Credential, the Multiple Subject Teaching Credential, the Education
Specialist Instruction Credential, and the Designated Subjects Teaching Credential.
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To help ensure that individuals are prepared for teaching, the state has established requirements to
receive a preliminary teaching credential and to advance to earn a clear teaching credential. Among
these requirements, beginning teachers who have a preliminary credential must, in order to earn a
clear credential, participate in a standards-based teacher induction program that has been approved
by the CTC, if such an approved program is available. If such an induction program is not available to
a teacher, the state allows for a contingency option for the teacher to complete a university Clear
Credential program that has been approved by the CTC. Clear Credential programs have been
referred to as “light” induction programs because they provide less intense mentoring, support, and
guidance, and are significantly limited in availability.

Upon receiving the preliminary credential, a new teacher has five years to earn the clear credential.
The requirement for completion of teacher induction is the result of teacher preparation legislation
enacted in 1998, SB 2042 (Alpert), Chapter 548, Statutes of 1998, and 2004 AB 2210 (Liu),
Chapter 343, Statutes of 2004.

Several years earlier, in 1992, the state created the Beginning Teacher Support and Assessment
Induction Program (BTSA) to provide an effective transition for all beginning elementary and
secondary teachers into teaching. Subsequent legislation enacted in 1998 and 2004 significantly
expanded and changed the BTSA program. Specifically, the state established that the completion of a
BTSA induction program is the preferred route for a new teacher to obtain a clear teaching credential.

Background on BTSA Induction Programs

The BTSA Induction Program provides beginning teachers, during their first two years of teaching,
with standards-based, individualized advice and assistance that combines the application of theory
learned in the preliminary teacher preparation program with mentor-based support and formative
assessment. Historically, the program has been jointly administered by the CTC and the California
Department of Education (CDE); however, CDE’s infrastructure for supporting the program was
eliminated in 2009 when the program underwent changes to state funding.

California Education Code 44279.1 establishes the following statutory purposes of the BTSA Induction
Program:

e Provide an effective transition into teaching for first-year and second-year teachers in
California.

e Improve the education performance of pupils through improved training, information, and
assistance for new teachers.

¢ Enable beginning teachers to be effective in teaching pupils who are culturally, linguistically,
and academically diverse.

e Ensure the professional success and retention of new teachers.
Ensure that a support provider provides intensive individualized support and assistance for
each participating beginning teacher.

¢ Improve the rigor and consistency of individual teacher performance assessment results and
the usefulness of assessment results to teachers and decision makers.

o Establish an effective, coherent system of performance assessments that is based on the
California Standards for the Teaching Profession (CSTP) adopted by the Commission in 1997.

o Examine alternative ways in which the general public and the educational profession may be
assured that new teachers who remain in teaching have attained acceptable levels of
professional competence.

o Ensure that an individual induction plan is in place for each participating new teacher and is
based on an ongoing assessment of the development of the beginning teacher.

e Ensure continuous, ongoing program improvement through research, development, and
evaluation.
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Induction programs must meet state standards. To become a BTSA induction program, a local
program must be approved by the CTC and comply with the Standards of Quality and Effectiveness
for Teacher Induction Programs, which the CTC established in 2002, and last revised in 2013.

Under these state standards, formative assessment is a cornerstone of BTSA induction. The
standards require the participating teacher and the support provider to collaboratively collect, analyze,
and act upon evidence of the teacher’s practice. BTSA Induction programs may use the no-cost state-
developed formative assessment system known as the Formative Assessment for California Teachers
(FACT) or a locally developed formative assessment system that meets the state standards.

Since 2009, BTSA induction programs have been part of the CTC’s accreditation system. Through
that process, BTSA programs must verify that they continue to comply with the state induction
program standards.

Induction Programs are generally operated by Local Education Agencies (LEAs). Local BTSA
induction programs may be offered by school districts, county offices of education, and institutions of
higher education (IHEs). Historically, nearly all of the programs have been operated by individual
school districts and county offices of education or consortia of LEAs. However, recently some IHEs
have created induction programs, which may be indicative of a belief in the field that LEAs will
discontinue or change their induction programs now that they have more discretion whether to spend
resources on induction or other programs.

Presently, there are 156 approved BTSA induction programs across the state, including 152 programs
offered by individual LEAs or consortia of LEAs and four programs offered by IHEs (including one
operated by the University of California, Los Angeles and three operated by private colleges and
universities). There are three additional IHE-sponsored programs in the CTC initial review process at
this time.

As comparison, during 2008-09 (before LEAs received flexibility to redirect state funding for BTSA
programs to other educational purposes), there were 169 approved BTSA induction programs
statewide. During the last few years, a total of 13 LEA-sponsored induction programs have ceased
operation (including 11 programs that were declared inactive and two programs that were withdrawn).

The CTC does not have reliable data on the number of school districts and charter schools that do not
participate in BTSA Induction programs. Of the local agencies that are known not to participate in
BTSA Induction programs, the majority are Regional Occupational Centers and Programs, and the
remainder are very small school districts and charter schools.

Local programs are organized into clusters around the state that are supported by Cluster Region
Directors. This regional infrastructure provides technical assistance to local BTSA programs,
facilitates local program consortia, and helps facilitate accreditation site visits to local programs,
among other activities. In the past, state funding was allocated for this regional support network, but
that is no longer the case due to changes in state funding for the program.

Teacher Retention

Teacher retention is the primary measure that the state uses in assessing the impact of BTSA.
Approved BTSA programs are required to submit data on teacher retention to the CTC annually. The
teacher retention data reported in 2008 showed that about nine out of every ten teachers (87 percent)
who had been in a BTSA program were still teaching five years later. However, data from 2010
showed a lower five-year retention rate at about three out of every four teachers (74.7 percent). This
decline could be the result of many factors, including lay-offs of beginning teachers in recent years
due to education budget cuts.
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In 2012, the Educator Excellence Task Force, which was convened by Superintendent of Public
Instruction Tom Torklakson, issued its report that addressed teacher induction, among other areas of
teacher development and support. The task force report described BTSA as “one of the first well-
designed programs in the nation for providing mentoring to beginning teachers, found to improve
effectiveness and dramatically reduce turnover for novice teachers.” However, it also indicated that, in
recent times, the program has been negatively impacted by state budget cuts, and currently there is
an uneven quality of programs across the state.

State Funding for BTSA Induction Programs

For many years, the state provided dedicated funding for BTSA programs as part of the Teacher
Credentialing Block Grant, and this funding was distributed to LEA programs based on a per-
participating teacher allocation. To receive this state funding, LEAs were required to make a local in-
kind contribution. The in-kind contribution was $2,000 per participating teacher. (IHEs were not
eligible for this funding.) In 2008-09, state funding provided more than $4,000 per participating
teacher. At that level of dedicated funding, school districts and county offices of education offered
induction programs to beginning teachers at no charge to the teacher. Since 2009-10, however, there
have been major changes to state funding for BTSA programs.

First, as part of the 2009-10 state budget SB 4 X3 (Ducheny), Chapter 12, Statutes of 2009, the state
provided LEAs with certain spending flexibility to help them manage their budgets during difficult fiscal
times. This flexibility was later extended through 2012-13. Under this flexibility, LEAs were allowed to
use funds from about 40 categorical programs, including the Teacher Credentialing Block Grant
(which funds BTSA programs), to implement those categorical programs or redirect the funds to any
other educational purpose. Thus, during those four years, LEAs had discretion whether to fund BTSA
induction programs or use the funds intended for those programs for other educational services.

As part of that flexibility provision, the state specified that funding allocations for those categorical
programs would be based on 2008-09 LEA funding levels rather than the previous factors used to
allocate the funds. As a result, from 2009-10 through 2012-13, LEAs received allocations for BTSA
programs based on their funding allocation in 2008-09, rather than the number of teachers that
participated in induction programs during those years. At this time, the state also ended the
requirement for the local in-kind contribution as a match to the state funding.

In 2012, the Legislative Analyst’s Office (LAO) surveyed school districts about how they had used the
categorical funding flexibility. Of the 470 school districts that responded to the survey, more than half
of those districts used this flexibility to shift some amount of funding away from BTSA programs. In
addition, the CTC reported that the funding shift away from BTSA programs has caused some erosion
of the state-level and regional-level infrastructure that supports BTSA.

In the 2013-14 budget, the state eliminated the separate funding streams for the majority of K-12
categorical education programs, including the Teacher Credentialing Block Grant, in order to redirect
those monies for allocation to LEAs under the new Local Control Funding Formula (LCFF) and its
accountability framework. Under that framework, LEAs will have much greater flexibility to spend their
funding allocations in support of state and local educational priorities than they did when the funds
were restricted through categorical programs. There is no requirement for LEAs to spend LCFF funds
on BTSA programs.
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The table below shows the amount of state funding that has been provided for BTSA programs
annually since 1995-96 and the number of teachers who have participated in these programs during
the same time-period.

As shown in the table, the program was in expansion from 1995-96 until 2007-08 when both state
funding for the program ($128 million) and the number of participating teachers (28,264 teachers)
both reached a peak. During the next few years, the number of participating teachers declined
significantly through 2010-11 (to 13,300 teachers) and then began to increase again.

BTSA Induction
Year Number of State Funding
Teachers Participating (in millions)

1995-1996 1,800 $5.5
1996-1997 2,500 $7.5
1997-1998 5,200 $17.5
1998-1999 12,410 $66.0
1999-2000 23,500 $72.0
2000-2001 24,500 $87.4
2001-2002 22,253 $84.6
2002-2003 21,735 $88.1
2003-2004 21,064 $88.1
2004-2005 20,339 $85.9
2005-2006 25,810 $81.9
2006-2007 28,264 $103.0
2007-2008 30,118 $128.7
2008-2009 27,280 $108.9
2009-2010 17,982 $90.4*
2010-2011 13,300 $90.4*
2011-2012 14,689 $90.4*
2012-2013 16,354 $90.4*
2013-2014 18,591 -

*From 2009-10 to 2012-13, the Teacher Credentialing Block Grant was among the many categorical education programs for which the state
funding was made flexible and allowed to be used for the purpose of that categorical program or any other educational purpose. Thus, LEAs
were not required to spend these funds for teacher induction programs during those years. In 2013-14, the state eliminated the Teacher
Credentialing Block Grant and many other categorical programs in order to redirect the monies associated with those programs into the new
Local Control Funding Formula (LCFF). The LCFF funding, in 2013-14, includes $90.4 million that previously was provided for the BTSA
Induction program.

Source: Commission on Teacher Credentialing

Current Status of Teacher Induction

During the CTC’s meeting in February 2014, the Commission received a staff report about the status
of BTSA induction programs, based on information that was gathered from programs during fall 2013.
This report indicated that overall, local programs are currently in flux as program sponsors determine
how induction programs should function in the new era under the LCFF. For instance, in the current
year, some programs are not enrolling or supporting first year teachers.

The report raised concerns regarding the continuing availability of induction programs in some areas
of the state, the continuing quality of programs given changes in funding, and the impact on beginning
teacher ability to access CTC-approved induction programs to clear their credentials.
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The report noted that many local programs are developing fee structures in order to charge teachers
for participating in an induction program. The four programs sponsored by IHEs already charge
participating teachers tuition.

According to the report, the current outlook for local induction programs in 2014-15 reflects a range of
plans to:

Continue to operate programs as in the past without charging participating teachers
Continue to operate but planning to charge participating teachers

Continue to operate consortium programs but not serve all the same district partners
Close programs

The report highlights the following options as being presently available to teachers whose employers
are not sponsoring or partnering to offer an induction program:

e Enroll in an induction program offered by a college or university

e Enroll in an induction program sponsored by a neighboring district or a county office of
education if the program accepts such participants

e Enroll in an on-line induction program

e Complete a Clear Credential program, if the teacher's employer verifies that induction is not
available to that teacher or the teacher must satisfy certain requirements under the federal No
Child Left Behind Act of 2001 (Currently there are 21 CTC-approved clear credential programs
that are operated by universities, not LEAS)

The report identifies both (a) short-term actions the CTC could take to help inform teachers about their
options for earning a clear credential and (b) long-term options the CTC could consider to reform
components of teacher preparation in order to ensure the quality of teacher induction.

Superintendent’s Educator Excellence Task Force

In September 2012, the Educator Excellence Task Force, which was convened by Superintendent of
Public Instruction Tom Torlakson, issued a report entitled “Greatness by Design: Supporting
Outstanding Teaching to Sustain a Golden State.” In that report, the task force indicated the following:

“Mentoring for beginners is decreasing. California once led the nation in the design and funding of
beginning teacher induction through the Beginning Teacher Support and Assessment (BTSA)
program. Its early successes demonstrated that attrition can be reduced and competence increased
for novices who receive skillful mentoring in their first years on the job. However, these funds are no
longer protected for this mission. As a result, fewer and fewer teachers receive the benefits of high-
guality mentoring in the state. Novice school leaders rarely receive mentoring in California, unlike
states that have developed policies to provide it.”

Among the task force’s recommendations is that the state strengthen and reinvest in BTSA programs.
Staff Comments. In light of this information, the Legislature may want to consider legislative options
(such as dedicated funding for teacher induction and other approaches) to support teachers’ access
to high-quality teacher induction programs.
Subcommittee Questions

1. Program Quality.

a. At one time California was considered a leader for its high-quality teacher induction
programs, is that still the case today?
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2. Program Access.
a. Are there areas of the state where BTSA Induction programs are not available? If so,
what options are available to teachers in those areas to clear their credentials?

3. Program Fees.
a. How widespread is the intention of LEAs to charge fees for teacher induction
programs?

4. Meeting Local Needs.
a. What, if any, are the differences between induction programs sponsored by LEAs
versus programs sponsored by colleges and universities?

5. Alternatives to Induction Programs. Is the contingency option that allows teachers to
complete a Clear Credential program a realistic alternative to an induction program for most
teachers? Are the Clear Credential programs widely available across the state?

6. Program Infrastructure.
a. How has the state and regional infrastructure for the BTSA program been impacted by
changes in state funding for the program?
b. What infrastructure is critical to supporting high quality induction programs? What
would it take to create and maintain this infrastructure?

Staff Recommendation. Staff recommends the subcommittee request that the CTC continue to

update the Legislature about significant developments or changes affecting the status of teacher
induction programs.
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Vote Only

Issue 1 CSU Capital Outlay Equipment Proposals

Governor’s Budget. The Governor’s budget includes $5.8 million, from the balance of the
2004 Higher Educational Capital Bond, to fund the equipment phases for the following projects:
e Monterey Bay (Academic Building I1) - $1.97 million
e CSU, Chico (Taylor 1l Replacement Building - $2.74 million
e CSU, East Bay (Warren Hall Replacement Building) - $1.06 million.

Background. This proposal would provide funding for the equipment phases of projects that
have previously been approved by the Legislature. Specifically, this proposal will provide
equipment for: 1) instructional program support space for the School of Information Technology
and Communications Design and the School of Business in the new facility at Monterey Bay
(funding for the project was initially included in the 2009 budget): 2) The College of Humanities
and Fine Arts in the new facility at Chico (funding for the project was initially included in the
2010 budget); and, 3) 113 administrative and faculty offices in the new office building at East
Bay (funding for this project was originally included in the 2011 budget).

Staff Comment. This is the final phase of these three projects that have previously been
approved by the Legislature. Staff does not raise any concerns.

Recommendation. Approve as budgeted.
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Items to be Heard

\ Background UC, CSU, and Hastings

University of California. The 1960 Master Plan for Higher Education designates the University
of California (UC) as the primary state-supported academic agency for research. In addition, the
UC serves students at all levels of higher education and is the public segment primarily
responsible for awarding the doctorate and several professional degrees, including in medicine
and law. Joint doctoral degrees may also be awarded with the California State University (CSU).

There are ten campuses: Berkeley, Davis, Irvine, Los Angeles, Merced, Riverside, San Diego,
San Francisco, Santa Barbara, and Santa Cruz. Nine of these are general campuses and offer
undergraduate, graduate, and professional education. The San Francisco campus is devoted
exclusively to the health sciences. The UC operates five teaching hospitals in Los Angeles, San
Francisco, Sacramento, San Diego, and Orange counties. The UC has more than 800 research
centers, institutes, laboratories, and programs in all parts of the state. The UC also provides
oversight of one United States Department of Energy laboratory and is in partnerships with
private industry to manage two additional Department of Energy laboratories.

The UC is governed by the Regents, which under Article IX, Section 9 of the California
Constitution has "full powers of organization and governance," subject only to very specific
areas of legislative control. The article states that "the university shall be entirely independent of
all political and sectarian influence and kept free therefrom in the appointment of its Regents and
in the administration of its affairs.” The Board consists of 26 members, as defined in Article 1X,
Section 9, all of whom have a vote (in addition, two faculty members — the chair and vice chair
of the Academic Council — sit on the board as non-voting members):

e 18 regents are appointed by the governor for 12-year terms.

e One is a student appointed by the Regents to a one-year term.

e Seven are ex officio members — the Governor, Lieutenant Governor, Speaker of the
Assembly, Superintendent of Public Instruction, president and vice president of the
Alumni Associations of UC and the UC president.

The Governor is officially the president of the Board of Regents; however, in practice the
presiding officer of the Regents is the Chairman of the Board, elected from among its body for a
one-year term, beginning July 1. The Regents also appoint Officers of The Regents: the General
Counsel; the Chief Investment Officer; the Secretary and Chief of Staff; and the Chief
Compliance and Audit Officer.

The following table displays the budgeted expenditures and positions for the UC, as proposed in
the Governor’s budget. Of the amounts displayed in the table, $2.4 billion in 2012-13,
$2.8 billion in 2013-14, and $3.0 billion in 2014-15 are supported by the General Fund. The
remainder of funding comes from tuition and fee revenue and various special and federal fund
sources.
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Dollars in Millions

Governor’s Budget - UC Budgeted Expenditures and Positions
2012-13 2013-14 2014-15
Personal Services $9,769 $9,969 $10,116
Operating Expenses
and Equipment $8,847 $9,804 $10,125
Total Expenditures $18,616 $19,773 $20,241
Positions 89,528.9 89,790.2 89,790.2

Budgeted expenditures for the UC do not include funding for extramural programs, which are
$6.2 million in 2012-13, $6.1 million in 2013-14, and $6.0 million in 2014-15.

California State University. The CSU system is comprised of 23 campuses, including 22
university campuses and the California Maritime Academy. The California State Colleges were
brought together as a system by the Donahoe Higher Education Act of 1960. In 1972, the system
became the California State University and Colleges; the name of the system was changed to the
California State University in January 1982. The oldest campus, San Jose State University, was
founded in 1857 and became the first institution of public higher education in California. The
program goals of the CSU are:

e To provide instruction in the liberal arts and sciences, the professions, applied fields that
require more than two years of college education, and teacher education to undergraduate
students and graduate students through the master's degree.

e To provide public services to the people of the state of California.

e To provide services to students enrolled in the University.

e To support the primary functions of instruction, research, public services, and student
services in the University and to ensure legal obligations related to executive and
business affairs are met.

e To prepare administrative leaders for California public elementary and secondary schools
and community colleges with the knowledge and skills needed to be effective leaders by
awarding the doctorate degree in education.

e To prepare physical therapists to provide health care services by awarding the doctorate
degree in physical therapy.

e To prepare faculty to teach in postsecondary nursing programs and, in so doing, help
address California's nursing shortage by awarding the doctorate degree in nursing
practice.

The Board of Trustees is responsible for the oversight of the CSU. The Board adopts rules,
regulations, and policies governing the CSU. The Board has authority over curricular
development, use of property, development of facilities, and fiscal and human resources
management. The 25-member Board of Trustees meets six times per year. Board meetings allow
for communication among the trustees, chancellor, campus presidents, executive committee
members of the statewide Academic Senate, representatives of the California State Student
Association, and officers of the statewide Alumni Council. The Trustees appoint the chancellor,
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who is the chief executive officer of the system, and the presidents, who are the chief executive
officers of the respective campuses.

The following table displays the budgeted expenditures and positions for the CSU as proposed in
the Governor’s budget. Of the amounts displayed in the table, $2.1 billion in 2012-13,
$2.3 billion in 2013-14, and $2.7 billion in 2014-15 are supported by the General Fund. The
remainder of funding comes from tuition and fee revenue and various special and federal fund
sources.

Dollars in Millions

Governor’s Budget - CSU Budgeted Expenditures and Positions
2012-13 2013-14 2014-15
Personal Services $3,774 $3,776 $3,776
Operating Expenses
and Equipment $3,999 $4,111 $4,512
Total Expenditures $7,773 $7,887 $8,288
Positions 43,762.6 43,031.1 43,031.1

Hastings College of the Law. Hastings College of the Law (Hastings) was founded in 1878 by
Serranus Clinton Hastings, the first Chief Justice of the State of California. On March 26, 1878,
the Legislature provided for affiliation with the University of California. Hastings is the oldest
law school and one of the largest public law schools in the western United States. Policy for the
college is established by the Board of Directors and is carried out by the chancellor and dean and
other officers of the college. The Board has 11 directors: one is an heir or representative of S.C.
Hastings and the other 10 are appointed by the Governor and approved by a majority of the
Senate. Directors serve for 12-year terms. Hastings is a charter member of the Association of
American Law Schools and is fully accredited by the American Bar Association. The Juris
Doctor degree is granted by The Regents of the University of California and is signed by the
President of the University of California and the Chancellor and Dean of Hastings College of the
Law.

The mission of Hastings is to provide an academic program of the highest quality, based upon
scholarship, teaching, and research, to a diverse student body and to ensure that its graduates
have a comprehensive understanding and appreciation of the law and are well-trained for the
multiplicity of roles they will play in a society and profession that are subject to continually
changing demands and needs.

The following table displays the budgeted expenditures and positions for Hastings as proposed in
the Governor’s budget. Of the amounts displayed in the table, $7.8 million in 2012-13,
$8.4 million in 2013-14, and $9.6 million in 2014-15 are supported by the General Fund.
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Dollars in Millions

Governor’s Budget — Hastings’ Budgeted Expenditures and Positions
2012-13 2013-14 2014-15

Personal Services $32 $33 $34
Operating Expenses

and Equipment $9 $11 $10
Special Items of

Expense (Financial

Aid) $14 $13 $12
Total Expenditures $55 $57 $56
Positions 242.8 246.8 246.8
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Issue 1 UC, CSU, and Hastings Multi-Year Funding and Sustainability Plans

Governor’s Budget Proposals.

Multi-Year Funding Plan. The Governor’s budget includes $142.2 million General Fund, each,
for the UC and CSU, and $1.3 million for Hastings to support the Administration’s four-year
investment plan in higher education that started in 2013-14, which assumes additional General
Fund support for the UC, the CSU, CCCs, and Hastings.

The multi-year plan assumes a five percent increase for UC and CSU in 2014-15 and a four
percent increase in each of the subsequent two years. The continuation of the multi-year plan is
predicated on the UC Regents and the CSU Board of Trustees adopting three-year sustainability
plans, described below, and the expectation that the universities maintain current tuition and fee
levels through 2016-17.

Sustainability Plans. The Governor’s budget includes budget bill language that requires the UC
Regents and the CSU Board of Trustees to adopt three-year sustainability plans, by November
30, 2014, for fiscal years 2015-16, 2016-17, and 2017-18. Specifically, the Governor proposes
that the sustainability plans include:

e Projections of available resources (General Fund and tuition and fees) in each fiscal year,
using assumptions for General Fund and tuition and fee revenue provided by the
Department of Finance (DOF).

e Projections of expenditures in each fiscal year and descriptions of any changes necessary
to ensure that expenditures in each of the fiscal years are not greater than the available
resources.

e Projections of enrollment (resident and non-resident) for each academic year within the
three-year period.

e The University’s goals for each of the performance measures, as specified in Education
Code (detailed below), for each academic year within the three-year period.

Background. Given that significant budget authority has been delegated to UC and CSU, the
Legislature has historically relied on two primary budgetary control levers or “tools,” earmarks
and enrollment targets, to ensure that state funds are spent in a manner consistent with the
Legislature’s intent and that access is maintained. The use of these tools has also ensured a clear
public record and transparency of key budget priorities.

With regard to earmarks, typically the annual budget act included a number of conditions on
UC's and CSU's General Fund appropriations. These earmarks have varied over the years in
keeping with the Legislature’'s and Governor's particular concerns at the time. Due to the
Governor’s vetoes, earmarks for the UC and CSU were essentially eliminated from the Budget
Acts of 2012 and 2013.

With regard to enrollment targets, historically UC’s and CSU’s budgets have been tied to a
specified enrollment target. To the extent that the segments failed to meet those targets, the state
funding associated with the missing enrollment reverted to the General Fund. The Legislature
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adopted budget bill language setting enrollment targets for the UC and CSU for the current
budget year that would maintain 2012-13 enrollment levels. The Governor vetoed the budget bill
language, thus eliminating enrollment targets for the current year, noting that the Administration
would rather give the UC and CSU greater flexibility to manage its resources to meet
obligations, operate its instructional programs more effectively, and avoid tuition and fee
increases.

AB 94 (Committee on Budget), Chapter 50, Statutes of 2013, put into place a framework for
measuring performance at the UC and CSU. Specifically, Education Code Sections 89295,
subdivision (b), and 92675, subdivision (b), require the UC and CSU to report the following
information annually, with 2012-13 data starting in March 2014, as follows:

e Number/Proportion of Transfers.

e Number/Proportion of Low-Income Students.

e 4-year Graduation Rates for both UC and CSU and 6-year Graduation Rates for CSU
(disaggregated by freshman entrants, transfers, graduate students, and low-income status)

e Degree Completions (disaggregated by freshman entrants, transfers, graduate students,
and low-income status).

e First-Years On Track to Degree (i.e., what percent of first years earned a specified
number of units).

e Spending Per Degree (Core Funds).

e Units Per Degree.

e Number of Science, Technology, Engineering and Mathematics (STEM) Degrees.

AB 94 also requires the UC and CSU to report biennially to the Legislature and DOF, beginning
October 1, 2014, on the total costs of education, on both a system-wide and a campus-by-campus
basis, segregated by undergraduate instruction, graduate instruction, and research activities.
Further, the costs must be reported by fund source, including: 1) state General Fund; 2) system-
wide tuition and fees; 3) nonresident tuition and fees and other student fees; and 4) all other
sources of income.

In addition to reporting requirements, SB 195 (Liu), Chapter 367, Statutes of 2013, set three
broad state goals for higher education: 1) improving student access and success; 2) better
aligning degrees and credentials with the state’s economic, workforce, and civic needs; and,
3) ensuring the effective and efficient use of resources.

Legislative Analyst’s Office (LAO). Similar to last year, the LAO has raised serious concerns
about the Governor’s overall budgetary approach for the universities and recommends the
Legislature reject it. The LAO finds most troubling that the Governor’s budget does not link
university funding to state priorities. Although the Governor enumerates several higher education
priorities in his budget summary (for example, reducing the cost of education and improving
affordability, timely completion rates, and program quality), his funding plan includes large
unallocated increases tied only to maintaining flat tuition levels. The budget requires the
universities to set performance goals, but does not establish state performance expectations or
link the universities” funding to meeting these expectations.
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The LAO recommends that the Legislature build the universities’ budgets based on enrollment
growth, inflation, targeted set-asides, and capital outlay, while assuming that cost increases are
shared by students and the state. The LAO also recommends the Legislature incorporate
performance measures into its future budget decisions. Following is a table from the LAO that
compares their recommendations the Governor’s budget proposals for the UC and CSU.

Comparison of Governor's Budget and
LAO Alternative for UC and CSU

2014-15
uc Csu
Governor's Budget
Unallocated base increases $142 5142
Retires health — 24
Pansions - 16
Diebi service — g
Tatals §l42 501
Student share — —
State share $142 S101
LAD Alernative Budgst
Enrollment growth — 576
niflaticn® F118 BS
Retires health 4 24
Pansions B4 16
Diebt service — 9
Tatals 5166 52090
Student share” §7R° 5848
State share® 108 125
Difference in General Fund From -535 566

Governor's Budget

2 |nflation adjusiment applied 1o debl-sarvica funding for UG onily
Assumas st and student shares sama as in 2013-14.

© Equalas io tuition increases of 2.5 peesent at UG and 3.3 percent al CSLU—in lina with inflason. (I e
universitics wamad 1o rodiract Wition revories fo irstitusonal Snancinl ssd programs oonsistent with past
practica, tha tuition inoreasas would ba 3.8 peenand at 1T and S percent ot CSL.)

Segment’s Budgets. Although generally supportive of the Governor’s proposal for additional
funding, both the UC Board of Regents and the CSU board of trustees have adopted budgets for
the 2014-15 fiscal year that assume a higher level of General Fund support.

The CSU’s planned budget for 2014-15 would require $237.6 million in General Fund support,
which is $95.4 million more than the Governor’s budget. The CSU’s budget plan also assumes
$96.6 million from tuition and fee revenue increases, primarily driven by enrollment growth of
five percent and changes in enrollment patterns (resident vs. nonresident). The CSU’s budget
funds the following components:

e Mandatory Cost Increases - $13.7 million — Health benefits and operations and
maintenance of new space.

e Three percent Compensation Increase - $91.6 million — Funds a three percent
employee compensation pool, subject to bargaining with employee groups.

e Student Success and Completion - $50 million — Used for: tenure-track faculty hiring,
enhanced advising, augment bottleneck solutions initiative, high-impact practices for
student retention, data-driven decision making.

e Five percent Enrolliment Growth - $163.8 million — based on 16,828 FTES
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e Maintenance and Infrastructure - $15 million — Initial year of three-year investment to
build a $45 million base to fund annual debt service allowing the CSU to finance $750
million to $800 million in deferred maintenance and replace basic infrastructure.

e Center for California Studies - $200,000 — Operational cost increases.

The UC’s budget plan proposes $120.9 million in additional state funding, above the Governor’s
five percent base budget adjustment, as follows:

e State Share of Employer Contributions to the University’s Retirement Program -
$64.1 million in state funding beyond the five percent base budget adjustment to cover
the state’s share of the incremental increase in pension costs consistent with what the
state already provides for employees in the California Community Colleges and the
California State University.

e Enrollment Growth - The budget plan seeks $21.8 million in additional state support for
a one percent increase in funded enrollments. This will permit continued growth at the
Merced campus and provide support for growth in California resident enrollment to allow
the University to continue to meet its obligation under the Master Plan, as well as to
address unfunded enrollments that currently exist on the general campuses and in health
sciences programs.

e Reinvestment in Academic Quality - The plan indicates a need to invest an initial
increment of $35 million in what will necessarily be a multi-year reinvestment in the
quality of UC’s core academic programs.

Staff Comment. Although the sustainability plans are a step in the right direction, the only
concrete outcome resulting from the additional funding proposed to be provided to the UC and
CSU in the first two years of the Administration’s four-year investment plan (the 2013 budget
provided $125.1 million for each segment) is the maintenance of current tuition and fee levels.
The proposed sustainability plans will not be adopted until nearly half-way into the budget year
and it is unclear how these plans may interact or conflict with annual fiscal plans that are
currently adopted by the UC Regents and CSU Board of Trustees.

Coming out of the recession, California’s universities face numerous critical issues that impact
our state’s ability to meet educational and workforce demands. The Governor’s budget overview
recognizes some of these issues by pointing out the high-cost structure of the UC and the low
completion rates of the CSU. However, while the Governor notes that the Administration’s
long-term plan moves away from funding higher education based on the traditional model of
enrollment targets, as previously mentioned, his budget does not explicitly tie funding to
performance or specific outcome measures other than the maintenance of current tuition and fee
levels.

As the state continues to reinvest in our universities, the Legislature may wish to consider how
these investments address current and long-term education needs. This is particularly critical in
light of a report from the Public Policy Institute of California (PPIC) regarding California’s
workforce demands that found that by 2025 California will face a shortfall of one million college
graduates required to meet our state’s skilled workforce needs. In addition, while there may be
merit in moving from a funding model based on enrollment targets, the Legislature may wish to
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consider an eligibility study to assess how many otherwise eligible students are being denied
admission to California’s universities based on a lack of space. The CSU reported that, in the fall
of 2013, they had to deny admission to over 26,000 eligible students due to lack of funding. A
severe lack of available space in our universities for eligible students could result in costs to the
system from students taking unnecessary community college courses, financial aid, taking longer
to graduate, or students discontinuing their education altogether.

In recent years, many states have been implementing funding models that incorporate
performance outcome measures. Similar to examples provided to the subcommittee, during last
month’s hearing on higher education accountability that was held jointly with the Senate
Education Committee, the PPIC points out that other states have moved to incentivizing outcome
measures, shifting from funding access to funding success, due to concerns surrounding the cost
of higher education. According to the PPIC, types of measures that other states are incorporating
include:

e Completion (graduation rates, transfer rates, certificate rates).

e Progression (course completion, successful remediation, reaching credit milestones).

e Efficiency/Productivity (time to progression/completion, expenditures per completion,
tuition, and debt).

e Graduation Outcomes (jobs, wages, grad school).

While California does not predicate funding on performance outcomes, the PPIC does point out
that our segments do currently incorporate measures of performance, such as: student success
scorecards and the salary surfer utilized by CCCs and accountability reports utilized by the UC
and CSU. In addition, as previously mentioned, AB 94 established reporting requirements
focused on completion, low income students, and costs. The LAO suggests that California could
connect university funding with state priorities in a variety of ways, including the use of the
performance results the universities are required to report, pursuant to AB 94.

Recommendation. Hold open.
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Issue 2 UC, CSU, and CCC Innovation Awards

Governor’s Proposal. The Governor’s budget proposes $50 million General Fund, on a one-
time basis, to create the Awards for Innovation in Higher Education program. The Governor
proposes that applications for awards can be submitted by a UC, CSU, community college, or a
group of any of these entities. These incentive awards are proposed to encourage and recognize
models of innovation in higher education that focus on the following priorities:

1. Significantly increase the number of individuals in the state who earn bachelor’s degrees;

2. Allow students to earn bachelor’s degrees that can be completed within four years of
enrollment in higher education; and,

3. Ease transfer through the state’s education system, including by recognizing learning that
has occurred across the state’s education segments or elsewhere.

The Governor proposes that awards will be selected based on the extent to which an application
proposes an innovative model that: 1) advances the state’s priorities at a lower cost than existing
instructional delivery models and without requiring that students pay increased tuition or fees; 2)
includes broad participation by the segments and local educational entities in a manner that can
have a statewide impact if expanded; and, 3) is likely to be implemented effectively and
sustainably. The Administration anticipates that the awards process would be completed in the
spring of 2015 and will be managed by a committee composed of:

1. The Director of Finance or his designee, either of whom shall serve as the chairperson of
the committee.

A member of the State Board of Education selected by the Governor.

A member of the Board of Governors of the CCCs selected by the Governor.

A CSU trustee selected by the Governor.

A UC regent selected by the Governor.

An appointment of the Senate Committee on Rules.

An appointment of the Speaker of the Assembly.

Nogakrown

Upon notification by the Director of Finance that it has been selected for an award, it is proposed
that an entity or group shall submit a report to the Director of Finance indicating how the
awarded funds will be used and commit to reporting, on January 1, 2018 and again on
January 1, 2020, an evaluation of the effectiveness of the model of higher education innovation
in achieving the identified priorities and the number of bachelor degrees awarded through the
model.

The Administration has expressed that this incentive awards program builds on their 2013-14
request to expand the use of technology to remove course bottlenecks and reduce the costs of
education. The Administration expects that the segments will continue to implement plans to
expand investments in technology that lower costs at each segment and allow students to
complete their degrees sooner.

Background. In the 2013-14 Governor’s budget, the Governor proposed budget bill language
that designated $10 million, from each of the $125.1 million increases provided to the UC and
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CSU, for each segment to use for purposes of expanding the availability of high-demand courses
through the use of technology. Ultimately, the Governor vetoed this budget bill language,
consistent with the Administration’s policy of not earmarking UC and CSU funds. However, the
UC and CSU have nonetheless undertaken efforts to enhance online educational capabilities in
the current budget year, as follows:

e UC Online Efforts. Through the Innovative Learning Technology Initiative, an effort
that uses online education to expand access to high-demand classes and help
undergraduate students complete their degrees in a timely manner, the UC recently
launched a pilot that allows for cross-campus online course enrollment that is open to
undergraduates at seven UC campuses (UC San Diego and UC Santa Barbara are
resolving logistical issues and will be added to the program once those are resolved).
The goal of the pilot is to give students more enroliment options for high-demand courses
that fill quickly and can be subject to long waitlists. Available courses include
introductory classes in subjects such as statistics and pre-calculus, along with a few more
specialized offerings, including American cyber cultures and global climate change.

e CSU Online Efforts. CSU has reported that in the current year it is focusing on
addressing bottlenecks (anything that limits a CSU student’s ability to make progress
toward a degree and graduate in a timely manner). The CSU is addressing bottlenecks
through enhancements and use of online advising (eAdvising), course redesign utilizing
technology, and increased availability of online courses. The four types of bottlenecks
being addressed are:

1. Student Readiness and Curricular Bottlenecks. A student’s lack of readiness
combined with current course curriculum often lead to high rates of failure or
incompletes, resulting in students retaking courses to graduate. The bottlenecks
are created by the enrollment demands of both new students and students
repeating courses.

2. Place-bound Bottlenecks. Students are often place-bound and have to wait for
their campuses to schedule particular courses. These bottlenecks can be especially
significant for students at smaller CSU campuses where diversity of course
requirements compete for significantly limited resources.

3. Facilities Bottlenecks. Campus facilities can create bottlenecks for a number of
courses. In particular, introductory STEM (Science, Technology, Engineering and
Mathematics) courses have laboratory requirements that have restricted the
number of students who can take lab sections in safe and properly equipped
facilities.

4. Advising and Scheduling Bottlenecks. Frequently, students are not aware of the
wider range of course and program options they have to complete their general
education and major requirements. The bottlenecks are created when students do
not receive the most-timely and informative advice about their academic
pathways and course schedules.

CCC Online Efforts. The CCC Technology Center facilitates governance, planning, and
provides project leadership and administration for system-wide technology. System-wide
technology efforts include:
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e CCCApply - Common application for admission.
e eTranscript - California eTranscript exchange.
e California Virtual Campus - Distance education catalog.

The 2013 Budget Act includes $16.9 million Proposition 98 General Fund for the CCCs to
expand online education and expand the availability of high-demand courses through the use of
technology. Budget bill language associated with this funding requires that for online-only
courses, the chancellor should, to the extent possible, ensure that courses selected can be
articulated across all community college districts, ensure that courses are granted transfer credit,
and be made available for enrollment for all students system-wide. The chancellor is required to
provide a report to the Joint Legislative Budget Committee by March 1, 2014, regarding use of
these funds. One initiative that the CCCs are pursuing with these funds involves a partnership
between Foothill/De Anza and Butte colleges to develop a common course management system,
an online course exchange, expand the catalog of online courses, and ease cross school
enrollment.

Legislative Analyst’s Office (LAO). The LAO has expressed three main concerns with the
Governor’s innovation awards proposal and, therefore, recommends that the Legislature reject
the proposal. The LAO’s concerns are:

e Sends Wrong Message. The LAO’s most significant concern is that the new program
sends a poor message. By earmarking a relatively small amount of one-time funding for
individual campuses or groups of campuses to address state priorities (including those
relating to student success and institutional cost-effectiveness), the state seems to be
implying this is somehow different from how the segments should be using the remainder
of their funding. Presumably, the state intends for the segments’ entire core budgets to be
dedicated to meeting core public priorities through appropriate, cost-effective means
(including new means discovered through ongoing exploration and innovation in teaching
strategies and technologies).

e Fragments Improvement Efforts. Whereas the state adopted three broad higher
education goals last year, the Governor’s award proposal independently establishes
program priorities without regard to those goals. Most notably, SB 195 set forth goals
relating to student access and success, institutional effectiveness and efficiency, and
alignment of degrees to workforce and civic needs. SB 195 called for the state to adopt at
least six but no more than 12 metrics to measure progress in meeting these goals. It also
called for the state to consider the corresponding performance results as part of the annual
state budget process. The Governor’s proposal sidesteps this approach and fragments
improvement efforts by empowering a small group to make award decisions based on the
Administration’s expressed priorities.

e Poor Timing. The Governor indicates the new program is intended to build on last year’s
efforts to expand the use of technology to remove course bottlenecks and reduce the costs
of education. The results of those efforts, however, are not yet clear. Expanding in this
area before giving the existing efforts time to show results would be premature.

Staff Comment. The Administration expects the segments to use the proposed innovation
awards to expand technology to remove course bottlenecks, reduce the cost of education at each
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segment, and allow students to complete their degrees sooner. Although the UC, CSU, and CCCs
are using funds in the current budget to expand use of technology, as discussed earlier, use of
technology, including online education, by California’s higher education segments has been
going on for many years. Further, ongoing and recent efforts to expand the use of online classes
raise questions of whether effective online courses are less expensive than traditional models of
teaching or whether certain bottleneck courses are appropriate for an online teaching model.

The Governor’s proposal to convene a committee of stakeholders, most of whom are proposed to
be appointed by the Governor, raises a number of questions in regards to assurance that state and
legislative priorities are appropriately considered in the decisions of the committee, as well as
whether it would not be more appropriate for the state to have a higher education coordinating
entity to oversee and provide advice on statewide higher education policy. Such an entity may
also be more appropriate to make decisions on funding of statewide initiatives, such as the
Governor’s innovation award proposal.

In 2011, the Governor eliminated the California Postsecondary Education Commission (CPEC),
through a line-item veto that zeroed out its budget. CPEC was charged with working with the
higher education segments, the Governor, and the Legislature in providing analysis of, and
recommendations on, statewide higher education policy and fiscal priorities. CPEC was intended
to be objective, independent, and nonpartisan; however, over time there was a growing
perception that it was not maintaining its objectivity, which led to an erosion of trust and
confidence. However, questions remain regarding whether eliminating CPEC altogether, rather
than addressing the issues the organization faced, was the most appropriate course.

A recent report by California Competes, Charting a Course for California’s Colleges, points out
that today California stands out as one of only two states nationwide (the other is Michigan)
without comprehensive oversight or coordination of higher education. CCCs are governed by 72
locally-elected boards of trustees, with coordination by a relatively small central office. The 23-
campus CSU and the ten-campus UC have their gubernatorially-appointed trustees and regents,
respectively. And there is no state mechanism for bringing private colleges into planning or
strategizing to address state and student needs. The report surmises that, by not articulating the
state’s needs as they relate to higher education, California is missing an opportunity to better
serve its residents, institutions, and economy well.

Recommendation. Hold open.
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Issue 3 CSU Capital Outlay Process

Governor’s Budget. The Governor proposes to shift General Obligation (GO) and Lease-
Revenue (LR) bond-debt service payments into CSU’s main appropriation. Moving forward,
CSU would be responsible for funding debt service from within this main appropriation. Under
the proposal, the University would issue its own revenue bonds for various types of capital
projects and could restructure its existing LR bond debt. To use its new authority, the University
would be required to submit project proposals to the Joint Legislative Budget Committee (JLBC)
and Department of Finance (DOF) for approval. The CSU’s capital projects no longer would be
reviewed as part of the regular budget process.

The Governor’s proposal includes trailer bill language necessary to implement this proposal as
well as trailer bill language making, primarily, technical changes to similar authority granted to
the UC in the current fiscal year.

Background. For the 2013-14 budget, the Administration proposed similar proposals for the
UC, CSU, and Hastings. These proposals were rejected by the subcommittee. However, the
proposal for the UC was ultimately included in the final budget adopted by the Legislature.

The UC now has statutory authority to use up to 15 percent of its General Fund support
appropriation, less the amount required to fund general obligation bond payments and State
Public Works Board rental payments to support capital outlay projects. This proposal would
provide similar authority for the CSU; however, they would be limited to up to 12 percent of
their General Fund support appropriation. The CSU would also be authorized to use this
authority to finance deferred maintenance projects, which was not included in the UC’s
authority.

Under current law, the Administration is required to identify statewide infrastructure needs and
develop proposals for their funding. Historically, the state has provided infrastructure funding for
the segments’ core academic missions. For CSU, this core funding is limited primarily to
instructional and administrative space. The Legislative Analyst’s Office (LAQO) has reported
that, over a recent ten year period, the state spent an estimated $10.1 billion on higher education
infrastructure for UC, CSU, and the California Community Colleges. Eighty percent of that
support came from GO bonds and an additional 19 percent from LR bonds. Associated higher
education debt-service costs more than doubled during this same time period, from about $516
million in 2000-01 to an estimated $1.1 billion in 2010-11. Most of the GO bond spending was
from bonds approved by the voters in 1998, 2002, 2004, and 2006. In general, the state provides
less funding for higher education projects when the balance of GO bonds is exhausted. In the
case of UC and CSU, the state has typically offset some of this reduction by funding some
projects with LR bonds. The Legislature has direct control over state-funded projects, whether
from GO or LR bonds, because each project is funded through an appropriation in the annual
budget act.

Legislative Analyst’s Office. In its assessment of this proposal last year, the LAO noted that the
Administration indicated the motivation for combining the universities’ support and capital
budgets is to provide the universities with increased flexibility, given limited state funding.
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However, the Administration did not identify specific problems associated with the current
process used to budget the segments’ capital projects, nor identified any specific benefits the
state might obtain from the proposal.

The LAO found that, given the lack of a compelling policy rationale for the proposal, along with
serious concerns regarding the loss of the Legislature’s ability to plan and oversee infrastructure
projects, the Legislature should reject the Governor’s proposal, which was done in respect to the
current proposal.

Staff Comment. Last year, staff pointed out that the Governor’s approach is a dramatic
departure from how UC and CSU (as well as Hastings) capital outlay has been historically
addressed. This change was being proposed without any analysis of ongoing needs, not only for
capital outlay, but also for deferred maintenance for building stock constructed primarily in the
1940s, 1950s, and 1960s at existing campuses, and for campuses that might be needed in the
future. Similarly, the current proposal simply presumes the amount of debt service funding
related to one fiscal year (2014-15) is an appropriate amount upon which to base CSU’s ongoing
needs.

To this point, a “point-in-time” approach does not address potential inequities in current debt
service funding levels between UC and CSU. Under the Administration’s current proposal, CSU
would have $297 million ($188 GO bond and $99 million LR bond debt service) shifted into its
GF appropriation, while UC received $400 million for the same purposes in the current budget.
Although, CSU has twice as many campuses and students as compared to UC, under the
Administration’s proposal, both UC and CSU are treated the same going forward.

Staff would also note that there appears to be some confusion regarding whether or not the intent
is that, under the current proposal and the already enacted UC proposal, the segments will not be
included in future state GO bonds sales.

Adjustments to the CSU General Fund base budget are expected to be made in the future to
accommodate changes in the State Publics Works Board (SPWB) debt service. This would result
in the annual SPWB debt service amount increasing from $99 million in 2014-2015 to about
$117 million by 2017-2018 (an $18 million increase).

Staff Recommendation. Reject the proposal to shift general obligation and lease-revenue bond-
debt service payments into CSU’s main appropriation and the associated trailer bill language.
However, do not reduce the CSU’s budget by $10 million, which the Administration has
assumed is associated with this proposal. Approve the trailer bill language proposing technical
changes to the UC’s capital outlay project authority.
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Vote Only

Issue 1 CSU Capital Outlay Equipment Proposals

Governor’s Budget. The Governor’s budget includes $5.8 million, from the balance of the
2004 Higher Educational Capital Bond, to fund the equipment phases for the following projects:
e Monterey Bay (Academic Building I1) - $1.97 million
e CSU, Chico (Taylor 1l Replacement Building - $2.74 million
e CSU, East Bay (Warren Hall Replacement Building) - $1.06 million.

Background. This proposal would provide funding for the equipment phases of projects that
have previously been approved by the Legislature. Specifically, this proposal will provide
equipment for: 1) instructional program support space for the School of Information Technology
and Communications Design and the School of Business in the new facility at Monterey Bay
(funding for the project was initially included in the 2009 budget): 2) The College of Humanities
and Fine Arts in the new facility at Chico (funding for the project was initially included in the
2010 budget); and, 3) 113 administrative and faculty offices in the new office building at East
Bay (funding for this project was originally included in the 2011 budget).

Staff Comment. This is the final phase of these three projects that have previously been
approved by the Legislature. Staff does not raise any concerns.

Recommendation. Approve as budgeted.
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Items to be Heard

\ Background UC, CSU, and Hastings

\ Issue 1 UC, CSU, and Hastings Multi-Year Funding and Sustainability Plans

Governor’s Budget Proposals.

Multi-Year Funding Plan. The Governor’s budget includes $142.2 million General Fund, each,
for the UC and CSU, and $1.3 million for Hastings to support the Administration’s four-year
investment plan in higher education that started in 2013-14, which assumes additional General
Fund support for the UC, the CSU, CCCs, and Hastings.

The multi-year plan assumes a five percent increase for UC and CSU in 2014-15 and a four
percent increase in each of the subsequent two years. The continuation of the multi-year plan is
predicated on the UC Regents and the CSU Board of Trustees adopting three-year sustainability
plans, described below, and the expectation that the universities maintain current tuition and fee
levels through 2016-17.

Sustainability Plans. The Governor’s budget includes budget bill language that requires the UC
Regents and the CSU Board of Trustees to adopt three-year sustainability plans, by November
30, 2014, for fiscal years 2015-16, 2016-17, and 2017-18. Specifically, the Governor proposes
that the sustainability plans include:

e Projections of available resources (General Fund and tuition and fees) in each fiscal year,
using assumptions for General Fund and tuition and fee revenue provided by the
Department of Finance (DOF).

e Projections of expenditures in each fiscal year and descriptions of any changes necessary
to ensure that expenditures in each of the fiscal years are not greater than the available
resources.

e Projections of enrollment (resident and non-resident) for each academic year within the
three-year period.

e The University’s goals for each of the performance measures, as specified in Education
Code (detailed below), for each academic year within the three-year period.

Recommendation. Hold open.
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Issue 2 UC, CSU, and CCC Innovation Awards

Governor’s Proposal. The Governor’s budget proposes $50 million General Fund, on a one-
time basis, to create the Awards for Innovation in Higher Education program. The Governor
proposes that applications for awards can be submitted by a UC, CSU, community college, or a
group of any of these entities. These incentive awards are proposed to encourage and recognize
models of innovation in higher education that focus on the following priorities:

1. Significantly increase the number of individuals in the state who earn bachelor’s degrees;

2. Allow students to earn bachelor’s degrees that can be completed within four years of
enrollment in higher education; and,

3. Ease transfer through the state’s education system, including by recognizing learning that
has occurred across the state’s education segments or elsewhere.

The Governor proposes that awards will be selected based on the extent to which an application
proposes an innovative model that: 1) advances the state’s priorities at a lower cost than existing
instructional delivery models and without requiring that students pay increased tuition or fees; 2)
includes broad participation by the segments and local educational entities in a manner that can
have a statewide impact if expanded; and, 3) is likely to be implemented effectively and
sustainably. The Administration anticipates that the awards process would be completed in the
spring of 2015 and will be managed by a committee composed of:

1. The Director of Finance or his designee, either of whom shall serve as the chairperson of
the committee.

A member of the State Board of Education selected by the Governor.

A member of the Board of Governors of the CCCs selected by the Governor.

A CSU trustee selected by the Governor.

A UC regent selected by the Governor.

An appointment of the Senate Committee on Rules.

An appointment of the Speaker of the Assembly.

Nogakown

Upon notification by the Director of Finance that it has been selected for an award, it is proposed
that an entity or group shall submit a report to the Director of Finance indicating how the
awarded funds will be used and commit to reporting, on January 1, 2018 and again on
January 1, 2020, an evaluation of the effectiveness of the model of higher education innovation
in achieving the identified priorities and the number of bachelor degrees awarded through the
model.

The Administration has expressed that this incentive awards program builds on their 2013-14
request to expand the use of technology to remove course bottlenecks and reduce the costs of
education. The Administration expects that the segments will continue to implement plans to
expand investments in technology that lower costs at each segment and allow students to
complete their degrees sooner.

Recommendation. Hold open.
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Issue 3 CSU Capital Outlay Process

Governor’s Budget. The Governor proposes to shift General Obligation (GO) and Lease-
Revenue (LR) bond-debt service payments into CSU’s main appropriation. Moving forward,
CSU would be responsible for funding debt service from within this main appropriation. Under
the proposal, the University would issue its own revenue bonds for various types of capital
projects and could restructure its existing LR bond debt. To use its new authority, the University
would be required to submit project proposals to the Joint Legislative Budget Committee (JLBC)
and Department of Finance (DOF) for approval. The CSU’s capital projects no longer would be
reviewed as part of the regular budget process.

The Governor’s proposal includes trailer bill language necessary to implement this proposal as
well as trailer bill language making, primarily, technical changes to similar authority granted to
the UC in the current fiscal year.

Staff Recommendation. Reject the proposal to shift general obligation and lease-revenue bond-
debt service payments into CSU’s main appropriation and the associated trailer bill language.
However, do not reduce the CSU’s budget by $10 million, which the Administration has
assumed is associated with this proposal. Approve the trailer bill language proposing technical
changes to the UC’s capital outlay project authority.
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California’s Child Care and Development System

Context Setting

BACKGROUND

The period from birth through age five is a critical time for a child to develop physical, emotional,
social, and cognitive skills." Early childhood interventions have demonstrated consistent positive effects
for a child’s long-term health and well-being, including better health outcomes, higher cognitive skills,
higher school attainment, and lower rates of delinquency and crime.? Some academic literature finds that
investing in quality early childhood education can produce future budget saving. For example, James
Heckman, a University of Chicago Nobel Laureate economist, found that quality preschool investments
generate seven to ten cents per year on every dollar invested®* To provide context for the
subcommittees’ consideration of the Governor’s budget proposal on child care and early childhood
education and of the Department of Social Services’ Parent-Child Engagement Pilot Project, the
following sections will: (1) present the impact of poverty on child development; (2) discuss the
importance of early childhood education and development programs; and, (3) provide an overview of
California’s child care and early education programs.

Impact of Poverty on Child Development. Both cognition and character can determine future social
and economic status. On average, children from poor families score below peers from higher-income
families in early vocabulary and literacy development, in early math, and in the social skills needed to
get along in classrooms.*®> For example, children from low-income families hear around 13 million
words by age 4, compared to middle-class families, where children hear about 26 million words by age
4. In upper-income families, children hear 46 million words. Vocabulary development and exposure is a
critical tool in the formation, gathering, and analysis of information. Also, character traits, like
perseverance, motivation, self-esteem, self-control, and conscientiousness, are proven to be as powerful
a predictor of the same health and behavioral outcomes.® However, children from low-income families,
or in chronically stressed environments, may be exposed to factors that challenge social skill
development. Specifically, chronic distress affects brain development, reduces attention control, boosts
impulsivity, and impairs working memory. ” Further, poverty can effect classroom engagement. Children

! U.S. Department of Health and Human Services (2003, June). Strengthening Head Start: What the evidence
shows http://aspe.hhs.gov/hsp/StrengthenHeadStart03/index.htm
ZA Reynolds, J. Temple, S. Ou, D. Robertson. J. Mersky, J. Topitzes, and M. Niles (2007) Effects of a School-
Based, Early Childhood Intervention on Adult Health and Well-being: A 19-year follow-up of low-income families.
ArchPediatrics Adolescent Med/Vol. 161 (No. 8), pp.730-739.
3 J. Heckman (2011). “The Economic of Inequality: The value of early childhood education.” American Educator,
pp.31-47.
*V. Lee, and D. Burkham (2002). Inequality at the starting gate: Social background differences in achievement as
children begin school. Washington, DC: Economic Policy Institute.
® C. Lamy. (2013, May). How Preschool Fights Poverty. Faces of Poverty, pp. 32-36.

J. Heckman (2011). “The Economic of Inequality: The value of early childhood education.” American Educator,
pp.31-47.
"'E. Jensen (2013, May). How Poverty Affects Classroom Engagement. Faces of Poverty, 70(8).
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who grow up in poor families are likely to be exposed to food with lower nutritional value, which can
affect gray matter mass in children’s brains.?

In 2013, Stanford University researcher, Sean Reardon, found that the “income achievement gap” or
“school readiness gap” -- defined as the gap between how students from low- and high-income families
fare in standardized test scores, grades, high school completion rates, and college enrollment and
completion dates -- is already large when children enter kindergarten. This finding suggests that the
primary cause of the gap is not unequal school quality but other factors that occur from birth to
kindergarten-age. Further, his research finds that the gap does not grow significantly as children
progress through school, but could actually narrow based on a child’s involvement with school.

Value of Early Childhood Education and Development. High-quality child care experiences can
mitigate the negative effects of poverty on children’s academic achievement. For example, low-income
children, including linguistically isolated children, participating in center-based care may experience
greater gains in school readiness skills than those in home-based settings or parent-only care.’Also,
children who had greater numbers of experiences in high-quality childcare from six- to 54- months
tended to show higher levels of reading and math achievement (averaged) across the elementary-school
years. However, some quality experiences remain limited to socio-economic factors. High-income
families now spend nearly seven times as much on children’s development as low-income families.*®

Family engagement in a child’s early education also contributes to the child’s school readiness and later
academic success.' Unlike past models that focused on parent involvement (i.e., fundraising activities,
attending school events or activities, volunteering in the classroom), a strong family-program
partnership is culturally sensitive, recognizing that all family members -- grandparents, aunts, uncles,
siblings -- contribute in significant ways to a child’s education and development. Other positive family-
program connections have been linked to greater academic motivation, grade promotion, and socio-
emotional skills.***?

The National Association for the Education of Young Children conducted an academic literature review,
which identified the value and impact of home visits:

Home visits provide opportunities for teachers and families to connect in an informal setting, [and] to
expand the teacher’s knowledge of students’ home life and cultural backgrounds. ***> Home visits have

8 1d.

. Cannon, A. Jacknowitz, and L. Karoly (2012, May). Preschool and School Readiness: Experiences of children
with non-English speaking parents. Public Policy Institute of California.

195 Kornrich, and F. Furstenberg (2013). Investing in children: Changes in parental spending on children, 1972
to 2007. Demography, 50(1), 1-23.

. Halgunseth, A. Peterson, D. Stark, and S. Moodie (2009). Family Engagement, Diverse Families, and Early
Childhood Education Programs: An Integrated Review of the Literature. National Association for the Education of
Young Children and Pre-K Now.

125 L. christenson (2000). Families and schools: Rights, responsibilities, resources, and relationships. In R.C.
Pianta & M.J. Cox (Eds.), The Transition to kindergarten (pp. 143-77). Baltimore, MD: Paul H. Brookes Publishing
Co.

'3 p. Mantzicopoulos (2003). Flunking kindergarten after Head Start: An inquiry into the contribution of contextual
and individual variables. Journal of Educational Psychology, 95(2), 268-278.

¥ B Ginsberg (2007). Lessons at the kitchen table. Educational Leadership, 64(6) 56-61.
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been associated with higher scores for children in math, reading, and classroom adaptation.'® Children
who receive home-visits are also found to have greater engagement in literacy activities and are more
likely to choose and participate in group activities.'” Furthermore, kindergarten through second grade
teachers who participated in home visits reported that home visits led to improved communication with
parents, enhanced understanding of the child, and a greater insight on how the home environment
influences school performance.®

OVERVIEW OF CALIFORNIA’S CHILD CARE AND DEVELOPMENT SYSTEM

Programs in the early care and education system have two objectives: to support parental work
participation and to support child development. This section will provide an overview of California’s
child care and early childhood education programs.

Eligibility and access. Subsidized child care is generally designed for low-income, working families.
Families’ incomes must be below 70 percent of the state median income ($42,000 for a family of three);
parents must be working or participating in an education or training program; and children must be
under the age of 13. California has, traditionally, guaranteed subsidized child care through a variety of
programs, including child care for families that are currently participating in the California Work
Opportunity and Responsibility to Kids (CalWORKS) program. The state subsidizes child care for
several years, with Stage 1 care provided for families seeking employment; Stage 2 for families who
have been deemed “stable” or are transitioning off of cash assistance; and Stage 3, for families who have
been off cash assistance for at least two years. Families that formerly participated in CalWORKSs are
typically guaranteed subsidized child care services, as long as they continue to meet specified income
requirements. However, only a portion of non-CalWORKSs families receive subsidized child care, and
waiting lists are common.

5 cp. Delgado-Gaitan (2004). Involving Latino families in schools: Raising Student Achievement through home-
school partnerships. Thousand Oaks, CA: Corwin Press.

el Kagitcibas, D. Sunar, and S. Beckman (2001). Long-term effects of early intervention: Turkish low-income
mothers and children. Applied Developmental Psychology, 22, 333-361.

e Logan and A. Feiler (2006). Forging links between parents and schools: a new role for Teaching Assistants?
Support for Learning, 21(3), 115-120.

185A. Meyer and M.B. Mann (2006). Teachers’ perceptions of the benefits of home visits for early elementary
children. Early Childhood Education Journal, 34(1), 93-97.
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Table 1: Summary of California’s Child Care and Development Program

Proposed
Program Description Slots
2014-15
CalWORKSs
Stage 1 Provides cash aid and services to eligible families. 42,719
Begins when a participant enters the CalWORKSs
program.
Stage 2 When the county deems a family “stable.” Participation 55,943

in Stage 1 and/or Stage 2 is limited to two years after an
adult transitions off cash aid.

Stage 3 When a family expends time limit in Stage 2, and as 30,830
long as family remains otherwise eligible.

Non-CalWORKSs
General Child Care | State and federally funded care for low-income working 48,431
families not affiliated with CalWORKSs program. Serves
children from birth to 12 years old.

Alternative Payment | State and federally funded care for low-income working 29,803
families not affiliated with CalWORKSs program. Helps
families arrange and make payment for services directly
to child care provider, as selected by family.

Migrant Child Care | Serves children of agricultural workers while parents 2,595
work.

Severely Provides supervision, therapy, and parental counseling 145

Handicapped for eligible children and young adults until 21 years

Program old.”

State Preschool Part-day and full-day care for 3 and 4-year old children 136,755

from low-income families.

According to data from CDE, the aggregate number of children served by program type has fluctuated
by year. From 2008-2009 to 2012-13, the total unduplicated number of children served across programs
has decreased from 503,670 to 396,711. The General Child Care Program saw the largest decrease --
from 2008-08 to 2012-13, 89,790 less children were served. For more specifics of number of children by
program type, please see Table 2 below.

!9 Average cost per case for CalWORKs Stage 2 is $542; average cost per case for Stage 3 is $502.
% Recipients must have an individualized education plan (IEP) or individualized family service plan (IFSP) issued
through special education programs.
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Table 2: Aggregate Number of Children Served by Program Type (2008-09 to 2012-13)

April 10, 2014

2008-09 | 2009-10 | 2010-11 | 2011-12 | 2012-13

General Child Care 145,353 | 71,004 | 68,386 | 60,3175 55,563
CalWORKs Stage 2 115,242 | 107,505 | 109,495 | 110,033 104,890
CalWORKSs Stage 3 81,035 | 76,247 67,128 | 40,391 42,332
Alternative Payment 54,678 | 58,226 | 56,937 | 51,000 39,768
California State Preschool N/A | 201,630 | 213,931 | 200,426 181,052
Program*

General Migrant Care 4,906 4,393 4,845 4,474 4,069
Severely Handicapped 178 229 235 245 235

* Part-day and Full-day Preschool Programs, and Pre-K Literacy Part-day and Full-day Programs were incorporated into
CSPP, pursuant to AB 2759 (Jones), Chapter 308, Statutes of 2007.

Source: CD-801A Monthly Child Care Report. Data summarized represent unduplicated count of children by program
type who received subsidized child care and developmental services any time during fiscal year. A child may be counted
more than once if he or she receives services within multiple program types during the year.

Administration and funding. The Department of Social Services (DSS) administers CalWORKSs Stage
1, while the California Department of Education (CDE) administers all other programs. The programs
are also funded by a combination of both state and federal funds.

In 2013-14, around $947 million was allocated for CalWORKs Child Care, $678 million for non-
CalWORKSs Child Care, and $507 million for State Preschool. These programs were funded with non-
Proposition 98 General Fund ($776 million), Proposition 98 ($507 million), and federal funds ($924
million).

According to the LAO, since 2008, the state’s overall child care and development funding has decreased
by $985 million, or 31 percent. Until the 2011-12 fiscal year, the majority of these programs were
funded from within the Proposition 98 guarantee for K-14 education. Additionally, California also
receives funding from the federal Child Care and Development Fund (CCDF), which is comprised of
federal funding for child care under the Child Care and Development Block Grant (CCDBG) Act and
the Social Security Act, which is used to help families with incomes below 85 percent of the state
median income level. Four percent of the federal block grant must be spent on improving the quality of
child care.

Payments to providers. The state pays for child care services based on how services are delivered -- by
voucher or by direct contract.

e Vouchers. First, care provided through CalWORKSs Stage 1, Stage 2, and Stage 3 child care, and
the Alternative Payment Program, is reimbursed through vouchers. Reimbursement rates vary by
county, and are based on a Regional Market Rate (RMR). Currently, the RMR is set to the 85"
percentile of the 2005 RMR survey. The RMR represents the maximum the state will pay for
care. Alternative Payment Agencies (APs), which issue vouchers to eligible families, are paid
through the “administrative rate”, which provides them with 17.5 percent of total contract
amounts. As the state cut the number of child care slots, APs issued fewer vouchers, which
generated less funding for programs. If a family chooses a child care provider who charges more
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than the maximum amount of the voucher, then a family must pay the difference, called a co-
payment. The maximum monthly RMR for full-day care of a four-year-old ranges from $643
(Sutter County) to $1,100 (Marin County).

Typically, a “Title 22” program serves families who receive vouchers. Title 22 regulations
require that a licensed provider meet basic health and safety standards, as monitored by the
Department of Social Services’ (DSS) Community Care Licensing Division. DSS funds
CalWORKSs Stage 1, and county welfare departments locally administer the program. The
California Department of Education (CDE) funds the remaining voucher programs, which are
administered locally by 76 Alternative Payment (AP) agencies statewide.

e Contracts. Second, care provided through General Child Care, Migrant and Handicapped child
care, and State Preschool is reimbursed through contracts with CDE. These programs, known as
“Title 5” centers for their compliance with Title 5 of the California Code of Regulations, must
meet additional requirements, such as development assessments for children, rating scales, and
staff development. Providers are reimbursed based upon the number of children they serve, and
reimbursements are based on a Standard Reimbursement Rate (SRR). All Title 5 programs
receive the same reimbursement rate (depending on the age of the child), no matter where in the
state the program is located. Since 2007, the standard reimbursement rate (SRR) has been $34.38
per child, per day of enrollment. The monthly SRR for full-day care for a four-year-old is $716.
Over the past few years, small and medium-sized providers have increasingly gone out of
business and have been absorbed by larger providers that have greater economies of scale. This
is one indication that the SRR may not be sufficient for small and medium-sized providers to
operate.

Settings and standards. State subsidized child care is provided in centers, family child care homes
(FCCHs), or through license-exempt providers. Each child care program must meet specified
requirements pertaining to staffing ratio, staff qualifications, and monitoring, according to Title 5 or
Title 22 regulations.
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Table 3: Child Care Settings and Standards, by Program
Standards for Child Care Providers

Preschool-Age Children®
License-Exempt Title 22 Title 22 Title 5
Providers FCCHs Centers Centers®
Staff Qualifications None. 15 hours of health and Child Development Child Development
safety training. Associate Credential or ~ Teacher Permit (24 units
12 units in ECE/CD.® of ECE/CD plus
16 general education
units) 4
Staffing Ratios None. 1:6 adult-child ratio. 1:12 teacher-child ratio 1:24 teacher-child and
or 1 teacher and 1 aide 1:8 adult-child ratio.
per 15 children.

Health and Safety Criminal background Staff and volunteers are  Same as Title 22 Same as Title 22

Standards check. Self-certification  finger printed. Subject FCCHs. FCCHs.
of certain health and to health and safety
safety standards. standards.

Content Standards None. None. None. Requires
developmentally
appropriate activities.

Monitoring None. Unannounced visits by Same as Title 22 Same as Title 22

CCL every five yearsor ~ FCCHs. FCCHs, but also onsite

more frequently under reviews by CDE every

special circumstances. three years (or as
resources allow) and
annual outcome reports.

Applicable Programs CalWORKs, CalWORKs, CalWORKs, General Child Care,

AP Program AP Program AP Program Migrant Child Care,

8 gtandards for children of ather ages similar to those displayed here.

5 Same standards apply to Title 5 family chid care network homes.
€ The Child Development Associate Credential is issued by the National Credentialing Program of the Council for Professional Recognition.

9 The Child Development Teacher Permitis issued by California’s Commission on Teacher Credentialing.

State Preschool

FCCHs = family child care homes; ECE/CD = Early Childhood Education/Child Development; CCL = Community Care Licensing: CDE = Califomia Department of Education; and

AP = Alternative Payment.

Table 3: Legislative Analyst’s Office (2014, April). “Restructuring California’s Child
Care and Development System.” http://www.lao.ca.gov/reports/2014/education/child-
care/restructuring-child-care system-040414.pdf

Impact _of the Recession. Between 2008-09 and 2012-13, child care and preschool programs
experienced significant reductions. Specifically, overall funding for programs decreased by around $984
million (31 percent), and about one-quarter of all slots were eliminated (110,000 across all programs). In
addition, the following policies impacted child care and preschool programs:

e Maintaining the RMR and SRR at 2005 and 2007 levels, respectively.

e Lowering income eligibility thresholds from 75 percent to 70 percent of the state median income.

e Reducing payments to administrative agencies from 19 percent to 17.5 percent of total contract
amounts.

e Reducing or eliminating several of the state’s quality improvement projects.

e Implementing parent fees for part-day State Preschool.

e Reducing nutrition funding for some private child care centers and homes.
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Other programs and funding support. Programs, such as Head Start and California First 5, and other
funding sources, such as the Race to the Top grant, local school districts, and community college
districts, also support child development and early education programs.

Head Start. Head Start is a national program, administered by the U.S. Department of Health and
Human Services Administration on Children, Youth, and Families, which aims to serve preschool-age
children and their families in Head Start programs around the state. Head Start programs offer a variety
of service models, depending on the needs of the local community. Many Head Start programs also
provide Early Head Start, which serves infants, toddlers, pregnant women, and their families who have
incomes below the federal poverty level. Programs may be based in:

e Centers or schools that children attend for part-day or full-day services;

e Family child care homes; and/or,

e Children’s own homes, where a staff person visits once a week to provide services to the child
and family. Children and families who receive home-based services gather periodically with
other enrolled families for a group learning experience facilitated by Head Start staff.

According to CDE, in 2012, over 111,000 children were served by Head Start with a program budget of
over $965 million. California's Head Start programs are administered through a system of 74 grantees
and 88 delegate agencies. A majority of these agencies also have contracts with the CDE to administer
general child care and/or State Preschool programs. CDE indicates that it has over 1,316 contracts,
through approximately 718 public and private agencies, providing services to approximately 400,000
children.

California First 5 and County First 5 Commissions. In 1998, voters approved Proposition 10, the
California Children and Families First Act, which created the California Children and Families Program,
also known as First 5. There are 58 county First 5 commissions, as well as the State California and
Families Commission (State Commission), which provide and direct early development programs for
children through age five. A cigarette tax (50 cent per pack) is the primary funding mechanism, of which
about 80 percent is allocated to the county commissions and 20 percent is allocated to the State
Commission. According to the Legislative Analyst’s Office, the tax generates approximately $400
million annually.

According to the 2011 First 5 California Annual Report™!, the State Commission has invested in the
following:

e Power of Preschool - $15.2 million to fund Power of Preschool demonstration projects in certain
counties. Power of Preschool provides free, voluntary, high-quality, part-day preschool to assist
three- and four-year old children in becoming effective learners with a focus on developing
preschool in underserved and high-priority communities.

e School Readiness - $51.7 million to counties for the School Readiness Program that strives to
improve the ability of families, schools, and communities to prepare children to enter school
ready to learn. Services are provided to focus on family functioning, child development, child

2L hitp:/iwww.ccfc.ca.gov/pdf/annual report pdfs/Annual Report 11-12.pdf
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health, and systems of care with a specific target to children and their families in schools with an
Academic Performance Index score in the lowest three deciles.

e Low-Income Investment Fund Constructing Connections - $600,000 to support Constructing
Connections that coordinates and delivers technical assistance, training, knowledge, and facility
financing information to support child care facilities development through local lead agencies.
The State Commission indicates that it leveraged more than $86 million in resources to create
and renovate child care facilities and spaces.

After School Education and Safety Program. In 2002, California voters approved Proposition 49,
which expanded and renamed the “Before and After School Learning and Safe Neighborhood
Partnerships Program” to the “After School Education and Safety (ASES) Program.” The ASES
Program funds after school education and enrichment programs, created in partnerships between schools
and community resources for students in kindergarten through ninth grade. After school programs must
have (1) an educational and literacy element, such as tutoring and/or homework assistance, and (2) an
educational enrichment element, such as music, performing arts, or community-service learning. ASES
grantees must operate programs a minimum of 15 hours a week, and at least until 6:00 p.m. every
regular school day during the regular school year. Currently, the ASES program is funded at $550
million.

Race to the Top -- Early Learning Challenge (RTT-ELC).?? In 2012, California was one of nine
states awarded a Race to the Top -- Early Learning Challenge grant, which aims to improve the quality
of early learning programs and to close the achievement gap for children from birth to age five.
California’s grant totals $52.6 million over four years (January 2012 to December 2015). State agencies,
including the State Board of Education, DSS, Department of Public Health, Department of
Developmental Services, and First 5 California, work with a voluntary network of 17 Regional
Leadership Consortia (Consortia)*® to operate or develop a local Quality Rating and Improvement
System (QRIS). The grant is also making one-time investments in state capacity, such as
teacher/provider training and professional development, kindergarten readiness, home visitation, and
developmental screenings

Around 74 percent of California’s grant is spent in 16 counties* to support a voluntary network of early
learning programs. CDE estimates that nearly 1.9 million children, or 70 percent of children under five,
can benefit from this grant.

Local School Districts. Local school districts have also made considerable investments in early
childhood education. Many elementary schools have preschool programs and child care programs on
site, such as Head Start, First 5 funded programs, or State Preschool. However, some programs are
funded directly by school districts using other funds, including local property tax and parent fees. School

2 For more information on California’ Race to the Top -- Early Learning Challenge Grant, please see the May
2013 Report to the Governor, the Legislature, and the Legislative Analyst's Office at
http://www.cde.ca.qgov/sp/cd/rt/documents/rttelc2012legrpt.pdf

% The Consortia includes the counties of Alameda, Contra Costa, El Dorado, Fresno, Los Angeles, Merced,
Orange, Sacramento, San Diego, San Francisco, San Joaquin, Santa Barbara, Santa Clara, Santa Cruz, Ventura,
and Yolo.

%! The Consortia includes 17 members in the counties of Alameda, Contra Costa, El Dorado, Fresno, Los
Angeles, Merced, Orange, Sacramento, San Diego, San Francisco, San Joaquin, Santa Barbara, Santa Clara,
Santa Cruz, Ventura, and Yolo.
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districts have flexibility to use their funding streams on early childhood education. There are various
funding mechanisms that can also be used to support early childhood education, such as:

e Title I federal funding, which is dedicated to improving the academic achievement of the
disadvantaged;

e Federal special education funding; and,

e California School Age Families Education (CalSAFE) that provided money specifically for child
care and other supports for parenting students. This program was added to categorical flexibility
in 2008-09, and the funds allocated to districts are no longer restricted to the CalSAFE program.

Community College Districts. There is also a small amount of funding allocated to the Community
College districts to support subsidized child care for students. The budget includes funding for the
following programs:

e CalWORKSs $9.2 million for subsidized child care for children of CalWORKS recipients.

e Cooperative Agencies Resources for Education (CARE) - Administered by the state
Chancellor’s Office, CARE uses Proposition 98 funds to operate 113 CARE programs. For
fiscal year 2013-14, the program was allocated $9.3 million to provide eligible students with
supplengntal support services designed to assist low-income single parents to succeed in
college.

e Child Care Tax Bailout - This program was first established in 1978 to mitigate the effect of
Proposition 13 on 25 community colleges that had previously dedicated local taxes to child
care and development centers. This program was included in the categorical flex item with
funding of $3.4 million in the 2009-10 budget, but there has been no change to this program
since that time.

ISSUES TO CONSIDER

The Legislature may wish to consider the following issues when considering the child care and early
childhood education proposals.

Statewide “stability” standard for CalWORKSs Stages. Before a family moves from CalWORKSs
Child Care Stage 1 to Stage 2, a county must determine the family to be in “stable” condition. However,
there is no statewide definition of what constitutes “stable.” Because funding for these programs rely
heavily on caseload projections and estimates, unpredictable shifts from Stage 1 to Stage 2 could
undermine the ability for resources to be allocated accordingly. The Legislature may choose to define
“stable” for purposes of determining eligibility to be transferred from Stage 1 to Stage 2 of CalWORKSs
Child Care.

Regional Market Rate and Standard Reimbursement Rate. For child care, CDE conducts its RMR
survey every two years, but state law does not require that California adopt the rate. The RMR is
currently at the 85™ percentile of the 2005 survey. Over the past few years, providers increasingly have
been charging the maximum of what the state will pay for vouchers. In some counties, this is more

%> The Chancellor's Office temporarily suspended the Board of Governors-approved CARE allocations’ funding
formula, so each CARE program is awarded the same allocation received in the past four years. For more
information about CARE's final allocations, please see

http://extranet.cccco.edu/Divisions/StudentServices/ CARE/Allocations.aspx
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pronounced than in others. If child care providers charge too high a price, families may be unwilling or
unable to pay. In communities with large numbers of low-income families who do not receive subsidies,
the families’ ability to pay may be more limited than what the providers could otherwise charge if all
families had subsidies. However, if most families were subsidized, the provider could charge closer to
the RMR cap without affecting the families’ ability to pay. Similarly, the state has held the Standard
Reimbursement Rate at the 2007 level. The Legislature may wish to discuss whether updating the RMR,
based on a more recent survey, and the SRR, is appropriate and helpful for families determining where
to access care.

Updating quality measures.?® Four percent of the Child Care and Development Block Grant (CCDBG)
must be spent on improving the quality of child care. The Child Care and Development Fund (CCDF),
which is comprised of federal funding for child care under the CCDBG Act and the Social Security Act.
Examples of uses for quality funds include technical assistance and training, Resource & Referral
services, and grants and loans to providers for start-up costs. In 2012-13, the state budgeted $72 million
for 27 distinct projects, including professional development, stipends for providers, and activities related
to health and safety. The Legislature may wish to examine more closely how those quality measure
funds are being used and identify if there are better ways to allocate the quality funding measures.

Child Care and Development Block Grant. On March 13, 2014, the U.S. Senate voted to approve (96-
2) a reauthorization for the federal child care program, the Child Care and Development Block Grant
(CCDBG).?” The original law was designed to primarily provide low-income parents a way to re-enter
the work force, and was last authorized in 1996. The bill’s provisions, among others, would:

e Require that states phase in higher levels of quality set-aside dollars until they reach 10 percent
of funds in 2018 and every year thereafter.

e Increase, from two to three years, the period that a state child care and development plan must
cover.

0 Revise plan requirements to include compliance with child abuse reporting requirements
and protection for working parents; and, prescribes early learning and developmental
guidelines.

e Require that states conduct background checks for all providers, and annual unannounced health,
safety, and fire inspections.

e Make ineligible a licensed, regulated, or registered child care provider if he or she (1) refuses to
consent to a criminal background check, (2) knowingly falsifies information on a background
check, (3) is registered on a state sex offender or National Sex Offender registry, or (4) has been
convicted of one or more specified felonies.

e Limit child to provider ratio in programs, as identified by the age group of children served;

e Require that state early learning guidelines be aligned with state K-3 standards; and,

e Prioritize access to early childhood education in high-poverty and high-unemployment areas.

The bill is currently in the House of Representatives.

26 Every two years, California must prepare and submit to the federal government a plan detailing how its CCDF
funds are allocated and expended. http://www.cde.ca.gov/sp/cd/re/stateplan.asp

27'5.1086 - 113" Congress (Mikulski, 2013). For full text of the bill, please see:
http://www.gpo.gov/fdsys/pka/BILLS-113s1086is/pdf/BILLS-113s1086is.pdf
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Demographics of young, low-income children. According to 2011 data from the National Center for
Children in Poverty at the Columbia University, Mailman School of Public Health, nearly 1.4 million
young children in California live in low-income families, defined as income below 200 percent of the
federal poverty level (FPL).?® In 2011, the FPL for a family of four with two children was $22,350.
Nearly 44 percent of young children in low-income families in California have at least one parent
employed full-time, year-round. Around 47 percent of those young children in low-income families live
with a single parent, and 86 percent of young children have parents who do not have a high-school
degree.

Reviewing current Transitional Kindergarten (TK) system. The current TK framework may deserve
additional review and discussion. First, the current TK program provides an additional year of public
school, regardless of need, to children born between September and December. However, it is unclear
why this subset of children, simply based on birth date, should receive the benefit. Second, current law
allows parents of children, who are born after the cutoff, to request a waiver to have their children begin
kindergarten early. In addition, districts have much flexibility in providing waivers, creating classrooms,
and modifying kindergarten curriculum for TK. The Legislature may be interested in issuing a statewide
standard or learning foundation to ensure that quality education is provided to all children, regardless of
geographic location. Lastly, there are a number of legislative proposals that affect early childhood
education and development awaiting consideration.

Coordination_in_patchwork system. Some families, despite similar characteristics, are provided
different funding and educational opportunities. The Legislature may want to examine how current child
care services and early education programs are administered and delivered, so that these efforts and
programs can best maximize the use of available funding, deliver quality services, and meet the needs of
California’s families.

28 National Center for Children in Poverty (2013, May) .“California: Demographics of Young, Low-Income
Children.” http://www.nccp.org/profiles/state profile.php?state=CA&id=8
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5180 Department of Social Services

1. Parent-Child Engagement Pilot Project

Budget Issue. The budget proposes a three-year, six-county pilot project to serve 2,000 low-income
families, and to connect 3,200 preschool-age children between the ages of two and five with licensed
child care. Pilot counties would be selected through an application process. A selected pilot county will
identify participant cohorts of CalWORKSs children and families through an initial assessment and
screening. Under the pilot, child care will be provided in a stable environment, and parents must work
with their child for an average of ten hours per week for at least six months. Child care providers will
work directly with parents through mentoring. The proposal assumes the first cohort of families to enroll
in March 2015 and the second cohort in 2016.

The budget projects a $9.9 million General Fund (GF) cost in 2014-15, and a total of $115.4 million GF
over three years.

Full-time child care will be provided throughout the entire project, if the parent completes the parental
involvement component. However, the Administration assumes that ten percent of participants will not
meet the parental component requirements within three months. If the parent does not complete the
component, but does continue to participate in welfare-to-work (WTW) activities, the child will receive
part-time care for the duration of the project. Based on the weighted statewide average of monthly
preschool age in a child care center at the 85™ percentile of the 2005 RMR survey, full-time and part-
time care cost per case is $873.40 and $732.31, respectively. Monthly cost per case for parental
involvement is $335.

The budget includes an accompanying trailer bill, which contains the following provisions:

1. Expresses the Legislature’s intent in authorizing a three-year pilot project, in up to six counties,
to demonstrate improved outcomes for CalWORKSs hardest-to-serve families, including
sanctioned families and their preschool aged children;

2. Sets forth information that a county must include in its proposal, prior to being selected as a
project site, such as:

a. How the county plans to attain the project goals.
b. The basis of its project plan (e.g., Child-Parent evidence-based model, or an alternate
model).

3. Requires participating counties to prepare and submit progress reports, annual reports, and a final
report, on a schedule determined by DSS;

4. Requires counties to measure the program’s success based on the following outcomes:

a. Regular child care attendance;

b. Continuity of parental involvement for at least the first six months of a family’s
participation;

c. Reduce barriers to achieving self-sufficiency, including improved parental employment
history, as determined by caseworker review; and,

d. Improved school readiness of participating children, as assessed using a standardized tool
to measure cognitive, emotional, and social skill development.
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5. Authorizes the Department of Social Services (DSS) to terminate any, or all, of the pilot projects
after six months of operation, if DSS receives information that the project is not cost-effective or
adversely impacts recipients.

6. Authorizes DSS to waive specific statutory requirements, regulations, and standards, by formal
order of the director, for the purpose and duration of the project.

7. Authorizes a participating county to dis-enroll children from the project who have unsatisfactory
child care attendance, after project representatives have actively attempted on multiple occasions
to engage the family, to allow the child care slot to be utilized by a new participant.

8. Authorizes the department to implement and administer the pilot project through all-county
letters or a similar mechanism.

Panelists: Will Lightbourne, Director, Department of Social Services
Todd Bland, Deputy Director of WTW Division, Department of Social Services
Ryan Woolsey, Legislative Analyst’s Office
Department of Finance

Background on_ CalWORKSs. The CalWORKs program provides temporary cash assistance and
welfare-to-work services to low-income families with children. Over the last several years, the program
has sustained very significant reductions, including a decrease from 60 to 48 months in the amount of
time adults can receive assistance in a lifetime, and additional restrictions that will result in some adults
losing all assistance after 24 months. The Governor proposes an overall 2014-15 budget of $5.5 billion
in federal, state, and local funds for the program and estimates a caseload of 529,000 families (a
decrease of four percent).

As a condition of reviving aid, families receiving CalWORKSs must be employed or participate in
welfare-to-work (WTW) activities. Adults that fail to comply with the work requirement without good
cause are “sanctioned,” meaning the adult portion is removed from the calculation of the family’s grant
(resulting in decreased assistance, usually around $125). Many CalWORKS recipients face barriers to
employment, such as low-educational attainment, low English proficiency, responsible of caring for
children or parents with disabilities, lack of child care, substance abuse, prior criminal convictions, and
others. The CalWORKSs program seeks to provide services to address those barriers, including English
as a Second Language services, subsidized child care, and mental health and substance abuse treatment.

In 2013, the Legislature enacted AB 74 (Budget Committee), Chapter 21, Statutes of 2013, which
created three “early engagement” strategies to assist CalWORKS recipients in addressing barriers to
employment. The strategies include:

e Subsidized employment for CalWORKSs recipients.

e Family stabilization services, such as intensive case management and specialized services, to
adults and children in CalWORKSs families that face certain immediate, destabilizing needs.

e Statewide WTW appraisal tool for new WTW participants. The Online CalWORKSs Appraisal
Tool (OCAT) is expected to be available to all counties by July 2014.
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Background on the Parent-Child Model.” The Chicago Child-Parent Center (CPC) program provides
school-based educational enrichment and comprehensive family services from preschool to third grade,
or ages three to nine years old. The intervention served around 1,500 children born in 1979 or 1980.
Beginning in preschool, the program emphasizes acquisition of basic skills in language arts and math.
Major elements of the intervention include low child-to-staff ratios in preschool (17:2), kindergarten
(25:2), and primary grades (25:2). Parents are expected to participate up to half a day per week through a
variety of activities. Preschool is three hours a day, five days a week, and also usually includes a six-
week summer program.

Researchers conducted a follow-up analysis on 1,539 low-income participants who enrolled in a CPC
program in 20 sites or kindergarten intervention of a group at aged 24 — around 19 years after the initial
intervention. The academic literature analyzing the effects of the Chicago Longitudinal Study for the
CPC program finds that CPC preschool participants, compared to the comparison group, had higher
rates of school completion and attendance in four-year colleges; are more likely to have health insurance
coverage; lower rates of felony arrests, convictions, incarceration, depressive symptoms, and out of
home placements; and, higher rates of full-time employment.

Justification. According to the Administration, studies have shown that parental involvement at school
has a significant impact on long-term school achievement, yet there remains a lack of access to high-
quality child care for CalWORKSs families, primarily, sanctioned families, and their preschool aged
children.

The Administration states that the goals of the Parent-Child Engagement Pilot Project’s goals are to:

Connect vulnerable children with stable, high-quality child care;

Engage parents with their children in the child care setting;

Enhance parenting and life skills; and,

Provide an educational preparatory platform for achieving eventual self-sufficiency.

rPwnpPE

Parents must work in their child’s classroom, an average of ten hour per week, for at least six months. In
doing so, parents will learn parenting techniques, how to nurture positive relationships with their
children, understand their role in their child’s learning, and learn about available community resources.

LAO Comments. The LAO makes the following comments and recommendations:

e Reject Governor’s proposal. On balance, the LAO recommends rejecting the proposal, due to
several issues:

o Duplicative services. Certain aspects of the proposal pilot would duplicate services
already available in the CalWORKSs program, particularly given recent significant
statutory changes that are still partially under implementation. As part of the CalWORKSs
program, families that are employed or participating in WTW activities are already
guaranteed access to subsidized child care. This pilot would not provide anything

29 A, Reynolds, J. Temple, S. Ou, D. Robertson. J. Mersky, J. Topitzes, and M. Niles (2007) Effects of a School-
Based, Early Childhood Intervention on Adult Health and Well-being: A 19-year follow-up of low-income families.
ArchPediatrics Adolescent Med/Vol. 161 (No. 8), pp.730-739.
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substantially different in addressing adult work-readiness and employment outcomes than
what is currently available.

o A pilot for proven outcomes? The state currently funds child care programs with an
educational focus for similar low-income children, so a new pilot may not be necessary to
demonstrate the impact of these programs on child outcomes. However, CalWORKSs
families historically have had a difficult time accessing these programs because of the
way the state structures services.

o Unknown impact of parental involvement on employment outcomes. Lastly, there is little
evidence to suggest that parental involvement activities would directly improve
employment outcomes. The pilot’s cost ($115 million over three years) may not justify
the value of testing the impact of parental involvement activities.

e Explore ways to address inconsistencies in child care standards. The LAO recommends the
Legislature explore alternative ways to provide CalWORKSs families access to educationally-
focused childcare programs.

Staff Comments and Recommendation. Hold open. It is recommended to keep this item open for
further discussion and review.

Questions for DSS

1. Please briefly summarize the proposal, including the implementation process, parental engagement
component, and expected outcomes.

2. What are some of the barriers current CalWORKSs families face when selecting a child care program?
How does this pilot project address those barriers?

3. According to the Administration, the projected cost per case for parental case management is $361.43,
compared to family stabilization/barrier removal ($143.93). What components of the pilot project’s
parental case management are different from the intensive case management, otherwise offered under
family stabilization?

4. Has the department identified potential counties and project sites to participate in the pilot?

5. According to the Administration, an additional $335/per month, per case will pay for “additional,
qualified staff in centers” that will provide services for parents. What additional training will center staff
receive prior to enrolling parents and their children? Will the newly-hired staff positions focus
specifically on engaging the parents, or also provide services to their children?

6. In addition to TrustLine and tuberculosis testing, what other screenings must a parent fulfill before

entering a child care center? Will a parent be denied from participating in the pilot if he or she has an
arrest or conviction record?
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7. Proposed trailer bill language states that a county must use a standardized tool to measure a
participating child’s cognitive, emotional, and social skill development. Is this a standardized tool that is
currently in use? If not, please describe the development of this tool.

8. Proposed trailer bill language authorizes a county participating in a pilot to dis-enroll a child. Please
explain the due process afforded to a family to prevent a child from dis-enroliment.

9. If the department terminates any of the projects, will another county be able to apply for the pilot and
take its place? What happens to the participating families and children in the pilot county?

10. When does the department intend to release the pilot’s comprehensive final report?

11. What is the current stakeholder process? Has the department received any feedback?
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6110 Department of Education

\ 1. Overview of Governor’s Proposal

Budget Issue. The budget proposes few substantive changes for child care and preschool funding.
Overall funding across all programs decreases by $3 million (less than one percent change since last
year). The budget includes the following proposals:

e Increases CalWORKSs Stage 2 and Stage 3 funding to reflect increased cost-of-care. The
budget proposes an increase in $6.3 million and $2.8 million non-Proposition 98 General Fund
for CalWORKSs Stage 2 and Stage 3 recipients, respectively.

e Reflects decreases in federal funds. The budget reflects a net decrease of $9.1 million federal
funds to reflect a reduction of $3.2 million carryover funds, and a decrease of $5.9 million to the
base grant.

Tables 4 and 5 (below) provide information on proposed funding and slots for CCD programs, including
State Preschool.

Table 4: Legislative Analyst’s Office, Budget Summary

(Dollars in Millions)

Change From 2013-14

201213 2013-14 2014415
Actual Revised Proposed Amount Percent
Expenditures
CalWORKs Child Care
Stage 1 $289 $406 $385 -$22 -5%
Stage 2 419 358 364 6 2
Stage 3 162 183 186 3 2
Subtotals ($870) ($947) ($935) (-$12) (-1%)
Non-CalWORKs Child Care
General Child Care $465 $4732 $4790 $6 1%
Alternative Payment 174 1778 179b 2 1
Other child care® 28 28 2g" — 1
Subtotals ($666) ($678) ($687) (59) (1%)
Support Programs $76 $74 $73 -$2 -2%
Totals $1,612 $1,699 $1,694 -$5 =
Funding
State Non-Proposition 98 $779 $776 $783 $8 1%
General Fund
Other state funds 14 —_ — —_ —
Federal CCDF 549 5412 5560 15 =
Federal TANF 372 383 355 -28 -7
State Preschool (Proposition 98) $481 $507 $509 $2 —

2 Differs from administration’s estimate due to reflecting the federal sequestration cut and the associated General Fund backfill.
b Does not include potential federal sequestration reduction, as estimates are still pending.
© Includes Migrant Child Care program and Handicapped Child Care program.

CCDF = Child Care and Development Fund and TANF = Temporary Assistance for Needy Families.

Posted January 2014.

Table 4: Child Care Budget Summary. Legislative Analyst's Office: EdBudget Tables, 2014
<http://www.lao.ca.gov/sections/education/ed-budget/Child-Care-Budget-Summary.pdf >
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Table 5: Child Care and Preschool Subsidized Slots
Summary of Child Care and Preschool Subsidized Slots®

Change From 2013-14

2012-13 2013-14 2014-15

Actual Revised Proposed Amount Percent
CalWORKs Stage 1 34,849 45532 42719 -2,813 -6%
CalWORKs Stage 2 63,379 56,593 55,943 -650 -1
CalWORKs Stage 3 25,448 32,784 30,830 -1,954 -6
General Child Care 46,036 48,968 48,431 -537 -1
Alternative Payment 24,854 30,132 29,803 -329 -1
Migrant 2,491 2,534 2,595 61 2
Handicapped 143 144 145 1 1

Total Child Care 197,200 216,687 210,466 -6,221 -3%

State Preschool 129,511 136,182 136,755 573 —b

4 Reflects average monthly slots. For 2012-13, reflects actual caseloads. For 2013-14 and 2014-15, reflects administration's caseload estimates
for all programs other than Migrant and Handicapped. Caseloads for these two programs reflect LAO estimates, as administration's estimates
historically have been higher than actuals.

Less than 1 percent.
Posted January 2014.

Table 5: Child Care and Preschool Subsidized Slots. Legislative Analyst's Office: EdBudget Tables, 2014
http://www.lao.ca.gov/sections/education/ed-budget/Summary-of-Child-Care-and-Preschool-Subsidized-Slots.pdf

Panelists: Jessica Holmes, Department of Finance
Carolyn Chu, Legislative Analyst’s Office

Background. The child care and early childhood education programs funded by the State are generally
capped programs. This means that funding is not provided for every qualifying family or child, but
instead funding is provided for a fixed amount of slots or vouchers. The exception is the CalWORKSs
child care program (Stages 1 and 2), which are entitlement programs in statute. Stage 2 child care is
approximately $542 per case, while Stage 3 child care is around $502 per case.

In general, Stage 1 child care is provided to families on cash assistance until they are “stabilized”. After
families are stabilized, they are transferred to Stage 2, where they are entitled to child care while on aid
and for two additional years after they leave aid. Stage 3 has been for those families that have exhausted
their Stage 2 entitlement.

Historically, caseload projections have generally been funded for Stages 1, 2, and 3 in their entirety —
even though, technically speaking, Stage 3 is not an entitlement or caseload-driven program. There has
been considerable turmoil in the Stage 3 program since Governor Schwarzenegger first vetoed all of the
funding for Stage 3 in 2010. In 2011, the program was effectively capped and the California Department
of Education (CDE) was required to provide instructions to the field on how to dis-enroll families. In
2012-13, the State Assembly has provided $13.5 million from their administrative budget to ensure all
eligible families are covered in the Stage 3 program.

In 2012, funding for the State Preschool program and the General Child Care Programs were
consolidated so that all funding for the part-day/part-year state preschool program is now budgeted
under the State Preschool program, which is funded from within the Proposition 98 guarantee. The
remaining funding in the General Child Care program supports the wrap-around care required for
working parents.
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Also in 2012, the Governor proposed a significant consolidation and realignment of the vast majority of
the child care programs to the counties. This reorganization was not approved.

LAO Comment and Recommendation. The LAO makes the following comments and
recommendations:

e Governor Likely Overestimates CalWORKSs Stage 2 Caseload. The LAO estimates that the
Stage 2 caseload will be around 3,000 cases lower than the Governor’s estimates for two reasons:
o First, existing Stage 2 caseload are almost 2,000 cases below the administration’s
caseload estimate for the budget year.
0 Second, data suggests that a large number of families will reach the end of Stage 2
eligibility, and will transition to Stage 3 in the budget year.

e Governor Likely Underestimates Per-Child Costs for CalWORKSs Stages 2 and 3. The LAO
notes that the budget’s per-child cost estimates for Stages 2 and 3 programs are too low.
Specifically, 2013-14 per-child costs are averaging about four percent higher in Stage 2, and
about two percent higher in Stage 3, compared to the Governor’s estimates for 2014-15. The
LAO expects these current-year increases in per-child costs will likely continue into 2014-15.

e Budget Currently Looks Short but Better Estimates Available in late April. Data from the first
three-quarters of 2013-14 are released and will be available in late April. More data will enable
the Legislature to develop more accurate caseload and cost estimates for child care programs.

Staff Comment and Recommendation. Hold open. It is recommended to keep the item open for
further discussion.

Questions

1. To DOF: Please briefly summarize the Governor’s proposal.

2. To LAO: Why might the per-child cost for CalWORKSs Stages 2 and 3 be higher than expected? Has
there been a trend in individuals selecting licensed care or license-exempt care?
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2. Transitional Kindergarten (TK) - Overview

Panelists: Department of Education
Carolyn Chu, Legislative Analyst’s Office
Department of Finance

Background. SB 1381 (Simitian), Chapter 705,
Statutes of 2010, enacted the “Kindergarten Readiness
Act,” which changed the required birthday for
admission to Kkindergarten and first grade, and
established a TK program, beginning in 2012-13, for
children who turn five between September 1 and
December 1. The program calls for a modified
kindergarten curriculum that is age and developmentally
appropriate. While state law requires school for six- and December 2.

. . . ¢+ For the 2014-15 school year and each
-olds, TK, like k t t | f
Ze;]r"% ds, + like kindergarten, is not compulsory for school year thereafter, September 2 and

December 2.

WHO IS ELIGIBLE FOR TK?

A child is eligible if he or she has her fifth
birthday between:

¢+ For the 2013-14 school year, October 2

Each elementary or unified school district must offer
TK and kindergarten for all eligible children. TK programs must also have 36,000 minutes per year, or
180 minutes per school day, of instructional teaching. According to CDE, there is no state-mandated
curriculum for TK, so Local Educational Agencies (LEAs) must modify current kindergarten curriculum
to make it appropriate. Also, LEAs may determine the standards, or learning foundations, for TK.*
Similar to kindergarten, the maximum teacher-to-student ratio will be 1:24 upon full implementation of
the Local Control Funding Formula, and teachers must be credentialed.

Funding. TK is entirely funded through Average Daily Attendance (ADA), so a local district receives
the same ADA funding rate as kindergarten students. During the Local Control Funding Formula®
phase-in, it is not yet possible to determine the statewide rate for TK; however, based on the current
level of funding, CDE estimates average cost per child in TK to range from $5,118 per pupil to $7,676,
depending on whether a pupil receives a supplemental grant amount.

Enrollment and Program Information. All districts report TK information via the California Longitudinal
Pupil Achievement Data System (CALPADS), which is a data system that includes information on
student demographics, staff assignments, and course data for state and federal reporting. CALPADS was
created to meet federal requirements in the No Child Left Behind Act of 2001, and provides LEAs with
data and reports on student achievement over time. The 2013-14 school year is the first year in which
CALPADS will collect TK program data that will provide solid enrollment information. That data will

%0 cpe suggests that in implementing TK locally, districts may consult California’s Preschool Learning
Foundations, California Preschool Curriculum Frameworks, California Academic Content Standards, and
the Common Core State Standards for English Language Art and Mathematics.

% For more information on LCFF, please see the Senate Budget and Fiscal Review Committee’s Overview on
Education:

http://sbud.senate.ca.qgov/sites/sbud.senate.ca.qgov/files/overview/Overview2014 15BudgetBillSB851.pdf Nothing
about LCFF requires specified funding for specified programs. Districts can identify money as
supplemental/concentration funds, or for another use.
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be submitted by school districts in late May and reported by the department in mid-summer, following
data quality review.

American Institute for Research (AIR) Survey. AIR is conducting the Study of California’s Transitional
Kindergarten Program, which will investigate the planning for and implementation of TK in the 2012-13
school year. The study includes a survey of California school districts and an analysis of the survey
responses.**The full study will be released in late April, but preliminary findings include the following:

e 89 percent of districts reported providing TK in 2012-13, and an additional seven percent
reported they had no students enroll. The remaining four percent of districts cited a variety of
reasons for not implementing TK, including having too few students to warrant establishing a
program and a lack of resources or uncertainty about funding for the program.

e 58 percent of districts reported offering full-day TK, and 41 percent reported offering half-day
TK.

e The vast majority of TK teachers had early education teaching experience, with 87 percent
reporting they had taught kindergarten, and 29 percent reporting prior experience as preschool
teachers.

e The demographic characteristics of students enrolled in TK largely mirrored the characteristics
of kindergarten students enrolled in the same district. Characteristics examined included gender,
ethnicity, eligibility for free or reduced price lunch, and English learner status.

Figure 1: Comparisons of TK and Kindergarten Enrollment
by Race/Ethnicity, 2012-13 School Year

Hispanic or Latino

White

Asian

African American

Native American ] 14‘;
Two or more races | l°/3u
Filipino

Pacific Islander

T T T T 1
0% 20% 40% 60% 80% 100%

K mTK

Note: Differences are not statistically significant unless noted.
Sources: In-depth district survey (n = 75). California Department of Education

Figure 1: American Institutes of Research (2014, April). “Comparisons of TK and
Kindergarten Enrollment by Race/Ethnicity, 2012-13 School Year.”

3 Funding for the study was provided by the Heising-Simons Foundation and The David and Lucile Packard
Foundation. AIR surveyed administrators in all California districts with kindergarten enroliment (n=868). Surveys
were administered electronically. The research team conducted intensive follow-up to obtain responses from a
random subsample of non-respondents. These responses were used to create survey weights that correct for
non-response bias, providing a weighted analysis that is intended to be representative of the state. The survey
had a final response rate of 72 percent (n=629).
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Related Legislation: During this legislative session, there are policy bills, introduced in both houses,
which address issues, such as enhanced funding for infant and toddler education and care; removal of
State Preschool Program family fees; TK revision and expansion; dual eligibility for four-year olds in
TK and the State Preschool Program; mandatory kindergarten; and, full-day kindergarten.

Staff Comment and Recommendation. This item is informational, and no action is required.

Questions

1. To CDE: What are some of the biggest challenges faced by school districts as they implement
the existing TK program?

2. To CDE or LAO: Should TK have its own learning standards, distinct from kindergarten? Is 1:24
an appropriate teacher-to-child ratio for four-year olds?

3. To CDE or LAO: What does research tell us about the most effective Pre-K programs?

Page 24 of 36



Senate Budget Subcommittees 1 & 3 April 10, 2014

3. California State Preschool Program - Overview

Panelists. Department of Education
Legislative Analyst’s Office
Department of Finance

Background. AB 2759 (Jones), Chapter 308, Statutes of 2008, consolidated funding for State Preschool,
Pre-kindergarten and Family Literacy, and General Child Care center-based programs to create the
California State Preschool Program (CSPP). CSPP provides both child care and early education, and
serves eligible three- and four-year old children, with priority given to four-year olds who meet one of
the following criteria:

e The family is on aid,

e The family is income eligible (family income may not exceed 70 percent of the state median
income, as adjusted for family size),

e The family is homeless, or

e The child is a recipient of protective services or has been identified as being abused, neglected,
or exploited, or at risk of being abused, neglected, or exploited.

CSPP may also serve families that have incomes up to 15 percent above the eligibility threshold. Parents
do not have to be working to enroll their child in part-day preschool. State Preschool can be offered at a
child care center, family child care network home, school district, or county office of education. Around
324 LEAs serve approximately two-thirds of all children enrolled in State Preschool.

Administration. CSPP, which is administered by Local Educational Agencies (LEAS), colleges,
community-action agencies, and private nonprofits, provides both part-day and full-day services with
developmentally appropriate curriculum. The Department of Education (CDE) administers CSPP
through direct state contracts with local providers. Often, program slots are bundled with other programs
to allow for extended or full-day care.

Funding. According to CDE, state preschool programs with no child care costs are around $21.22 per
child per day, approximately $3,820 per pupil for a 180-day program. For full-day state preschool
programs with child care, the average cost is $34.48 per child per day, or $8,595 per pupil for 250 days.
Family fees, or the cost a family must pay for child care if their income is above a certain level, are
based on a sliding scale. In general, a family pays a family fee if their income is above 50 percent of the
state median income (more information about the family fee to follow). Additionally, AB 2759 (Jones),
Chapter 308, Statutes of 2008, authorizes contractors to blend state part-day preschool funds and
General Child Care programs to provide three- and four-year-olds with State Preschool and wrap-around
child care needed to help support working parents.

Evaluation. Contractors must develop and implement an annual evaluation process, which includes a
parent survey assessment, an agency self-evaluation, and an analysis of categorical program
monitoring/contract monitoring review (CPM/CMR) findings.
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Characteristics of CSPP families. For part-day CSPP, there were 66,532 families that were 40 percent or
less than the state median income (SMI); 24,894 families were between the 40 percent to 70 percent of
SMI; and, 1,538 families were 70 percent or above the SMI. For full-day CSPP, 26,005 families were 40
percent or less than the SMI; 13,145 were between 40 percent to 70 percent of SMI; and 76 families
were 70 percent or above the SMI. The table below compares the SMI ranges of families served in
CSPP, full-day and part-day care, in October 2010 and October 2013.

California State Preschool (CSPP)
Oct. 2010 Oct. 2013
SMI % Range Full Day Part Day Total Full Day Part Day Total
0-5% 1,399 4,011 5,410 1,194 3,852 5,046
6-10% 1,733 5,856 7,589 1,378 7,105 8,483
11-15% 3,611 10,670 14,281 2,626 9,662 12,288
16-20% 3,617 8,129 11,746 2,563 7,688 10,251
21-25% 5,161 9,952 15,113 3,773 9,695 13,468
26-30% 6,351 10,199 16,550 4,828 10,060 14,888
31-35% 6,012 9,408 15,420 4,982 9,749 14,731
36-40% 5,544 7,640 13,184 4,673 8,730 13,403
41-45% 3,973 6,707 10,680 3,368 6,431 9,799
46-50% 3,347 5,792 9,139 3,012 5,284 8,296
51-55% 2,615 5,256 7,871 2,368 4,371 6,739
56-60% 1,858 4,656 6,514 1,914 3,658 5,572
61-65% 1,359 4,015 5,374 1,399 2,897 4,296
66-70% 1,058 3,438 4,496 1,075 2,249 3,324
Over 70% 669 5,407 6,076 73 1,533 1,606
Total 48,307 101,136 | 149,443 39,226 92,964 | 132,190

Source: CD-801 Monthly Child Care Report, October 2010 and October 2013 (archived data).
Note: Data represent a "point-in-time" and do not reflect annual aggregate figures.
Missing/Unknown family monthly income and family size are excluded.
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According to data from CDE, families participate in CSPP for different reasons, such as vocational or

college training or employment.

April 10, 2014

Reasons for Extended Care
Care
REASON FOR CHILD CARE
Full Day | Part Day Total
CPS 402 83 485
Incapacity of Parent 666 6 672
Employment 31,525 174 31,699
Vocational or College Training/Education 2,859 30 2,889
Both Employment and Training/Education 2,070 24 2,094
Seeking Employment 1,622 25 1,647
Homeless or Seeking Housing 82 14 96
None (Child Attends State Preschool) 0 92,608 92,608
Total 39,226 92,964 | 132,190

Around 51 percent (67,515 families) of all 132,190 families in CSPP have identified a primary language
other than English. Specifically, 17,593 families of 39,226 families (44.9 percent) in full-day CSPP, and
40,398 families of 92,964 families (43.5 percent) in part-day CSPP, identified Spanish as their primary
language. Vietnamese (1,650 families), Armenian (1,598 families), and Cantonese (1,467 families) were
the next highest languages indicated.

Lastly, of the 132,190 families in CSPP, 39,403 families (29.8 percent) are a family of four. 11,644 of

39,226 families (29.7 percent) in full-day care were a family of three.

CSPP Family Size
Family Care
Size Full Day Part Day Total

1 461 747 1,208
2 9,930 10,801 20,731
3 11,644 20,616 32,260
4 9,756 29,647 39,403
5 5,121 19,832 24,953
6 1,725 8,031 9,756
7 438 2,286 2,724
8 120 722 842
9 21 200 221
10 8 56 64
11 1 10 11
12 1 16 17

Total 39,226 92,964 132,190
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Staff Comment and Recommendation. This item is informational, and no action is required.

Questions

1. To CDE: Please provide an overview of the CSPP program.
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3. California State Preschool Program - Family Fees

Panelists. Department of Education
Legislative Analyst’s Office
Department of Finance

Background. Effective July 1, 2012, SB 1016 (Budget and Fiscal Review Committee), Chapter 38,
Statutes of 2012, required agencies to assess family fees for families receiving part-day CSPP services,
who were previously exempt from family fees, according to the most current family fee schedule (see
Table 6 on next page).

For families certified for part-day CSPP services, the family fee will be assessed at the time of
certification and remain effective for the remainder of the program year, as long as the child remains
enrolled and receives part-day CSPP services. A family may request a reduction to their family fee when
there are changes to family income, size, or other specified factors listed in state law that would support
a reduction to the family fee.*® Families whose eligibility is based on a child(ren) receiving child
protective services, or are at risk of being abused, neglected, or exploited, will not be assessed a family
fee when the referral from a legal, medical, or social service agency indicates that the fee should be
waived. Additionally, families receiving CalWORKS cash aid are exempt from paying family fees.

Family fees are based on a sliding scale for income and family size. For example, a family of three with
an adjusted monthly income of $2,100 is assessed a part-time daily fee of $1.25; a family of four with
adjusted monthly income of $2,400 is assessed a part-time daily fee of $1.50. Only 11 percent of the
families with children in preschool had high enough incomes to be impacted when the program was
initiated. However, in the first six months of the program’s implementation, about five percent of the
total enrollment withdrew from preschool and an addition 2,757 children did not enroll in the program
after their parents were informed of the fee.

According to CDE, in fiscal year 2013-14, through the second quarter, the state received around $5.4
million in family fees for part-day CSPP and $6.5 million for full-day CSPP.

33 california Code of Regulation, Title 5 (5 CCR), Section 18109
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Table 6: Current Family Fee Schedule
Family Fee Schedule
Part-time | Full-time Family | Family |Family| Family | Family | Family | Family | Family | Family | Family | Family
Daily Fee |Daily Fee Size | Size | Size | Size Size Size Size Size | Size | Size | Size
1or2 3 4 5 6 7 8 9 10 11 12

$ 1.00]% 2.00) 1.820] 1.950| 2167| 2513] 2860 2925 2990] 3.055| 3,120 3,185] 3.250
b 12515 2.50 1,883] 2.028|] 2,253] 2614 2,974 3,042 3,109] 3,177] 3.245] 3,312] 3,380
$ 150 | % 3.00] 1,965] 2106] 2,340] 2,714] 3,089 3159] 3,229] 3,299] 3,369] 34400 3,510
$ 1.751% 3.50) 2038] 2184] 2426] 2815] 3.203| 3.276] 3.349] 3421] 3.494] 3567 3.640
$ 20015 400] 2111] 2262 2513] 2915] 3317 3.393| 3468] 3.544] 3619] 3694 3770
$ 225|% 450] 2184] 2340] 2600] 3,016] 3,432 35101 3,588] 3666] 3,744] 3,822 3,900
$ 265]% 530) 2257] 2418| 2,686] 3,116] 3,546 3,627] 3,707| 3,788] 3,869] 3,949] 4,030
$ 3051% 6.10] 2329] 2496 2773| 3.217| 3.661] 3.744] 3,827| 3.910] 3,993] 4,076 4.160)
$ 3451% 6.90] 2402] 2574 2860 3.317| 3.775] 3.861] 3946] 4.032] 4.118] 4204] 4,290
$ 3.85]% 7.70) 2,475] 2,652] 2,946] 3.418] 3,889 3,978] 4,066] 4.,154] 4,243] 4,331] 4,420
$ 4251% 8.50) 2548] 2730] 3,033] 3518] 4004 4.095] 4186] 4277] 4368] 4459] 4550
$ 465]1% 9.30) 2621] 2808] 3120] 36191 4118 4212] 4305 4.399] 4492] 4 586] 4,680
g 50515 1010) 2,693] 2,886] 3,206| 3,719 4,232] 4329 4425] 4521 4617 4,713] 4,810
g 5451% 1090] 2,766 2,964| 3,293 3,820] 4,347 4.446] 4,544 4,643 4,742 4,841] 4,940
$ 58515 11.70] 2839 3.042] 3.380] 3.920] 4461 4563 4664] 4765 4867 4968] 5070
$ 6.25|% 1250] 2912 3,120| 3.466] 4,021 4,576| 4,680] 4,784| 4,888] 4,992] 5,096] 5,200
$ 665]|% 13.30] 2985 3,198| 3,553] 4,122] 4,690 4,797| 4,903] 5,010 5,116] 5,223] 5,330
$ 705]% 1410] 3,057 3.276| 3640] 4222] 4804 4914 5023 5132 5241] 5,350 5,460
$ 7451% 14.90] 3.130] 3354 3.726| 4.323] 4919] 5.031] 5142 5254] 5366] 5478 5530
$ 760|% 15.20] 3,203] 3,374| 3,749 4,348] 4,948 5,061] 5,173] 5,286] 5,398] 5,510 5.623]
$ 775]% 1550] 3,283 3,393| 3,770] 4373] 4976 5089 5202 5315 5428] 5541 5655
$ 790]|% 1580 3413| 3.792] 4399] 5,006] 5120] 5,233] 5347 5461] 5,575 5,688
$ 8.05]1% 16.10 3432 3813 4423] 5,033] 5,148] 5,262] 5376 5491] 5,605 5,720
$ 8.23|% 16.45 3,518| 3,835 4.448] 5,082] 5177 5,292] 5407 5,522 5,637] 5,752
$ 843|% 16.85 3,856] 4,473] 5,090] 5,206 5,322] 5437 5,553 5,669] 5,785
$ 863|% 17.25 3,880] 4,500 5121 5,237] 5,354] 5470] 5,586] 5,703] 5,819
$ 8.881% 17.75 3,908] 4534) 5159 5276] 5394| 5,511] 5628] 5,745 5,863

Monthly

Income

Ceilings 3,283] 3,518 3,908 4,534| 5,159| 5.276| 5394| 5,511| 5628 5745 5,863

Table 6: California Department of Education. “Management Bulletin 11-26

http://www.cde.ca.gov/sp/cd/ci/documents/famfeeschedule1112v002.pdf

Staff Comment and Recommendation. This item is informational, and no action is required.

Questions

: Early Education and Support Division.”

1. To LAO: Please provide a brief history of the CSPP family fee. Have enrollment figures in CSPP
declined due to the family fee? After the family fee was put in place, has there been a change in the
income-distribution of families who participate in CSPP?

2. To CDE: Please provide a summary of the feedback received from centers regarding the collection

and notice practices.

3. To CDE: Please provide an update on the proposed family fee structure.
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5. LAO - Restructuring Proposal®*

Budget Issue. The LAO recommends the Legislature consider restructuring California’s child care and
development system, according to a specified five-year roadmap. The timeline, as summarized below,
assumes no additional resources are provided for the restructured system.

e Year 1. The Legislature updates the reimbursement rates based on current data, and determines
time limit for services. Direct CDE to modify standards for programs serving children birth
through age four and to develop regulations for regional monitoring of developmental standards.

e Year 2. The Legislature adopts new standards for programs serving children, birth through age
four. Wait until year four to require all providers meet the new standards. Consolidate
CalWORKSs Stage 1 and Stage 2, and shift all CalWORKSs childcare to DSS. Determine how to
align reimbursement rates with new standards.

e Year 3. Begin converting reimbursements for former Title 5 private providers from direct
contracts to vouchers.

e Year 4: The Legislature requires all providers serving children birth through age four to meet
standards. Adjust reimbursement rates to reflect new standards.

e Year 5: Finalize conversion of former Title 5 providers from contracts to vouchers. Families can
now access subsidized child care through vouchers, with the exception of LEA preschool
programs.

Panelists. Carolyn Chu, Legislative Analyst’s Office

Background. California’s child care and development system is a complex patchwork of providers and
policies. To qualify for subsidized child care, families, generally, meet three criteria: (1) parents must
demonstrate “need” for care (parents either working or participating in an education or training
program); (2) family income must be below 70 percent of the state median income (SMI), as calculated
in 2007-08 (for a family of three, the SMI cap is $42,216); and (3) children must be under the age of 13.

CalWORKSs families are statutorily guaranteed subsidized care during Stage 1 (when a family first enters
CalWORKS) and Stage 2 (when a county deems the family “stable”). Stage 3 is not treated as an
entitlement, but historically, the Legislature has funded all eligible families. Non-CalWORKSs families
with the lowest income are prioritized over families with relatively higher incomes. Once a CalWORKSs
or non-CalWORKSs family accesses a subsidy, the family may continue receiving the subsidy as long as
it continues to meet the program’s eligibility criteria.

Slots and participation, by program and setting. In 2012-13 data, non-CalWORKSs programs comprised
62 percent of all slots, whereas CalWORKSs child care comprised 38 percent of all slots.*> State

34 For the entire LAO report, “Restructuring California’s Child Care and Development System,” please see
http://www.lao.ca.gov/reports/2014/education/child-care/restructuring-child-care-system-040414.aspx
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Preschool makes up the largest program, with Participation in Child Care Programs by Setting
40 percent of all slots. In 2012-13, 25 percent
of children served in the state’s subsidized
child care system were infants and toddlers
(birth to age three); 34 percent were preschool-
aged children, and 41 percent were school-
aged children. Also, reliance on particular
child care settings differs across programs. For
example, 64 percent of children are served in
centers, and 20 percent of children are served
in family child care homes (FCCHs) (see 2°
figure above).

100%: 7
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40 7

D License Exempt
[ Family Child Care Homes
. Centers.

Stage 1 Stage 2 Stage 3 General State Alemative  Overall
Reimbursement rate structures vary. Title 5 Crédare - Preschool  Payment
providers are paid a Standard Reimbursement CatWoRc: It Hon GOy ——)

Rate (SRR) that is set in the Education Code

and the annual budget act. The SRR is higher for Title 5 centers than for Title 5 FCCHs. The SRR is
adjusted for characteristics of the child served, such as age, having a disability, or being limited English
proficient. In contrast, providers that meet Title 22 standards are reimbursed according to the Regional
Market Rates (RMR), which varies based on the county in which the child is served. Like the SRR, the
RMR is adjusted based on the age of the child and if the child has a disability. The SRR and the
statewide average RMR for full-day care of a preschool-aged child is $716 per month and $714 per
month, respectively. The state held the RMR and SRR at 2005 and 2007 levels, respectively.

The state reimburses license-exempt providers at a percentage of the county’s maximum RMR or their
actual costs, whichever is lower. Currently, the reimbursement rate for license-exempt providers is set at
60 percent of each county’s maximum RMR.

Further, actual reimbursements vary based on what the provider charges. If a family selects a provider
that charges above the RMR of a county, the family must pay the difference, known as a co-pay. The
state requires that providers charge subsidized families and non-subsidized families the same price.

Family fees. Families not receiving CalWORKSs cash assistance must also pay fees for child care. Fees
are based on family size, income, and whether the family receives part-day or full-day care (six hours or
more of care). All fees are collected to offset the state GF cost of the programs. In 2012-13, the state
collected around $54 million in fees across all child care programs.

Administration and oversight. The Department of Social Services (DSS) administers the CalWORKSs
program and Stage 1 child care. CDE administers the funding for families in CalWORKSs Stages 2 and 3.
CDE also administers all other non-CalWORKS child care programs.

DSS’ Community Care Licensing Division processes applications for child care licensees, inspects
applicants, and must visit a licensed facility at least once every five years. CCL monitors Title 5

Bin 2012-13, CalWorks Stage 2 comprises 20 percent of all slots.
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providers for health and safety standards, while CDE monitors Title 5 for developmental standards.
License-exempt providers are not actively monitored by a state agency.

State-by-state context. All 50 states have subsidized child care for low-income families. 22 states,
including California, guarantee child care subsidies for welfare-to-work families. 19 states, including
California, guarantee subsidized child care to families transitioning off cash assistance. 21 states,
including California, have stricter health and safety licensing standards for child care providers.
California also exceeds federal regulations by requiring providers to have training in child development.

California differs from other states in how it provides child care and the duration of benefit. First, in
contrast with the majority of states that use vouchers as a primary means of providing subsidized child
care, California uses both vouchers and direct contracts. Second, unlike other states that limit eligibility
to subsidized child care to those participating in Temporary Assistance to Needy Families (time limits
associated with TANF programs also act as time limits for child care), California guarantees child care
for former recipients as long as they meet work requirements, income requirements, and have a
child(ren) younger than 13 years old.

LAO Comments and Recommendations. California’s child care system exhibits two main strengths:
(1) families have a choice in selecting among an array of providers, and (2) there are some programs
with developmentally appropriate care. However, according to the LAO, no subsidized program exhibits
both of these strengths concurrently. This section will detail some of the child care and development
system’s design flaws and the consequences of those flaws, as well as identify recommendations to
restructure the system.

Assessment. Critical design flaws treat similar families differently. Specifically, the LAO finds:

e Similar families have different levels of access. The prioritization of families, in or formerly in,
CalWORKSs over otherwise similar non-CalWORKSs families results in different access to
services. As a result, if a family formerly on CalWORKSs remains eligible for child care, the
family can receive up to 13 years of child care, whereas a similar low-income family may not
receive the same level of benefits.

e Similar families have differing amounts of choice in selecting care. Families receiving a contract
slot can result in match issues, because the slot may not meet the parent’s needs due to location
of the center, or the slot does not fit the hours of care a family requires. This issue is prevalent
for State Preschool Programs, since a majority of the programs only offer part-day care.

e Similar families are provided different standards of care. Families receiving vouchers are
guaranteed providers that meet Title 22 health and safety standards, while families that have
contract slots can receive care that meets health, safety, and developmental standards under Title
5.

e State has higher reimbursement rate for lower standard of care. The RMR is used to pay Title 22
providers, which are subject to health and safety standards, whereas the SRR is used to pay Title
5 providers, which are subject to health, safety, and developmental standards. In 19 counties, the
RMR is higher than the SRR for preschool-age children, based only monthly reimbursements.
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Resources not always used the most strategically. The existing system does not target resources
to low-income children to promote school readiness. Also, the state pays a higher rate — nearly
50 percent more — for non-need based TK than need-based preschool.

Service levels vary across the state. The number of working parents with low-income children
eligible for subsidized child care is unknown. However, data is available on low-income children
by county, compared with total number of subsidized slots by county. The highest share of
children served through subsidized child care is in Modoc County (with 30 percent of low-
income children served). Kern County serves the lowest proportion of low-income children.
Almost all counties, however, serve a relatively small proportion of children, with 54 counties
serving less than 20 percent of low-income children.

Recommendation. The LAO finds that families have different levels of access to programs that offer

different choices among providers that meet different standards of care, and are reimbursed at different
rate levels. In response, the LAO recommends the following:

Continue to prioritize families new to CalWORKS, which would help families overcome a
barrier to employment.

Set a six to eight year time limit for child care subsidies. The time limit would apply to both
CalWORKSs and non-CalWORKSs families. Providing child care for six to eight years still
represents at least a $40,000 investment per child. Capping the number of years a family could
receive care would allow the state to serve more low-income families. Further, after six to eight
years of child care, many families” children would be school age, and could then access before-
and after-school care.

Continue to contract with LEAs for State Preschool. Without direct contracts, LEAs could be
less likely to provide preschool programs. Collocating CSPP with LEAs could help children
transition into kindergarten and could utilize LEAS’ resources, like counselors and nurses.

Provide similar levels of service of access across the state. The Legislature could serve the same
share of families in each county (e.g., serve 10 percent of all eligible families in each county).
Alternatively, the Legislature could serve families based on statewide median income (e.g., all
families under 50 percent of SMI).

Require programs serving four-year-olds to focus on school readiness. Not all four-year-olds in
subsidized child care have access to programs required to provide educational components. The
Legislature may wish to direct CDE to develop standards that are similar to existing Title 5, but
modified to reduce some programmatic restrictions, like flexibility in teacher ratios or classroom
configuration.

Apply development standards to part of the day. The Legislature may wish to consider requiring
programs that serve children birth through age four to meet new developmental standards for
three hours per day, consistent with the state’s current approach for CSPP, TK, and kindergarten.
For the other portion, providers could meet only Title 22 health and safety standards.
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e Do not require educational component for child care programs serving school-age children.
School age children already receive several hours of instruction from certified teachers. The
Legislature may wish to consider repealing the Title 5 requirement to free up additional
resources to support developmentally appropriate activities for children birth through aged four.

* Reimburse vouchers based on high-, medium-, and low- 5 new, Greatly Simplified
cost areas. The LAO recommends the Legislature Rate Structure

provide all eligible families similar levels of choice by 2014-15 Rate?

providing subsidies primarily through vouchers, which High-Cost Counties

would eliminate the “match” issue some families infants $1,342

currently experience. Further, the LAO recommends Freschool e
School-age 801

reimbursing vouchers based on a three-tiered system —

i . Medium-Cost Counties
high cost area, medium cost area, and low-cost area.

. . Infants $1,077
Urban and coastal counties tend to be high-cost; lowest-  preschool 719
cost counties tend to be located in the rural northern part  School-age 479
of the state and in the Central Valley. San Bernardino ' Lew-CostCounties
and Sacramento are examples of medium cost counties. :;‘r’::c‘:col sggj
The figure (right) shows what rate would be under the  school-age 396

proposed, Slmp||f|6d rate structure, assuming current 2 Refiects reimbursement per month for full-time child care.
funding levels.

e Provide higher subsidy for programs with higher cognitive and development standards. For
LEAs, the LAO recommends that the Legislature continue to use a standard reimbursement rate,
as LEASs receive a standard rate for nearly all other K-12 services.

e As astarting point, set reimbursements at 70™ percentile of most recent survey. Setting the initial
reimbursement rates at the 70" percentile of the 2012 RMR survey would serve the same number
of children without additional cost. The state would still need to ensure that the reimbursement
rate is adequate enough that low-income families can access child care providers that meet
required standards without undue burden.

e Merge CalWORKS Stage 1 and Stage 2 into one program. Shift all CalWORKSs administration to
DSS, as DSS already administers other aspects of the CalWORKSs program.

e Merge CalWORKS Stage 3 and non-CalWORKS child care programs. CDE would administer the
merged programs. Stage 3 families, which have been off CalWORKSs cash aid for more than two
years, and non-CalWORKSs families would be treated in the same manner, if the Legislature were
to make changes to the non-CalWORKSs child care program.

e Direct CDE to conduct inspections based on risk reviews from regional monitoring agencies.
Resources currently used to oversee Title 5 providers could be redirected for risk reviews and
inspections.

e Re-establish Centralized Eligibility Lists. Restarting the CELs would cost between $5 million
and $10 million annually.
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Staff Comment and Recommendation. This item is informational, and no action is required.

Questions

1. What are some of the strengths and weaknesses of the state’s current child care and development
system? Please present the LAQO’s report and recommendations for restructuring.

2. The report states that levels of service to low-income children vary across counties. What are possible
explanations for this experience?

3. Please explain briefly the tiered reimbursement rate structure.
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6120 CALIFORNIA STATE LIBRARY

ltems Proposed for Vote Only

April 29,2014

6870 BOARD OF GOVERNORS OF THE CALIFORNIA COMMUNITY COLLEGES

\ Issue 1: Library and Courts Building Reappropriation

Governor’s Proposal. A Spring Finance Letter proposes a reappropriation of $1 million
of the funds to support costs associated with relocating California State Library (State
Library) staff and materials back to the recently-renovated Library and Courts Building.

Background. The 2013 Budget Act provided $1.5 million General Fund to support one-
time relocation costs for the State Library as it moved back into the renovated Library
and Courts Building. The relocation was expected to be completed by May 2014. Due
to delays in installing new shelving in the building, authority for the relocation funds
needs to be extended into the next fiscal year.

Staff Recommendation. Approve as proposed.

Issue 2: Community College Capital Outlay Proposals

Governor’s Proposal. The Governor's budget and a Spring Finance Letter propose
funding for the following eight community college capital outlay projects.

CCC Governor’s Budget Capital Outlay Proposals

College Project Phase Amount Fund Source
Utility Infrastructure Preliminary 2006 California
College of the C Plans and $3.4 Community
Replacement/Seismic . o )
Redwoods Strengthening Working Million College Capital
Drawings Outlay Bond Fund
2006 California
Solano . . $12.6 Community
College Theater Renovation | Construction Million College Capital
Outlay Bond Fund
Campus Center Preliminary 2006 Califo_rnia
Santa Barbara Seismi Plans and $1.6 Community
; eismic and Code . - "
City College Upgrades Working Million College Capital
Drawings Outlay Bond Fund
El Camino Preliminary 2006 California
College, Instructional Building Plans and $782.000 Community
Compton 1 Replacement Working ' College Capital
Center Drawings Outlay Bond Fund

Senate Budget and Fiscal Review Committee
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Preliminary

Mt. San Plans and 2004 Higher
Jacinto Fire Alarm System . $413,000 | Education Capital
Working
College Drawi Outlay Bond Fund
rawings
Los Rios Preliminary 2006 California
Community Plans and Communit
College Davis Center Phase 2 . $207,000 y
. . Working College Capital
District, Davis :
Drawings Outlay Bond Fund
Center
Preliminary .
2004 Higher
Citrus College Hayden Ha_II #12 Plans _and $147,000 | Education Capital
Renovation Working
. Outlay Bond Fund
Drawings
Preliminary 2006 California
Rio Hondo L Tower Seismic and Plans and $1.8 Community
College Code Upgrades Working million College Capital
Drawings Outlay Bond Fund

Staff Recommendation. Approve as budgeted.

Issue 3: Redevelopment Agency Funding Backfill

The Governor's budget proposes $38.4 million Proposition 98 General Fund in the
current year and $35.6 million Proposition 98 General Fund in the budget year to shift a
portion of the redevelopment agency revenues that are scheduled to be received in the

final months of the fiscal year to the following fiscal year.

Additionally, the Governor proposes trailer bill language that would move up the timing
upon which the Department of Finance annually bases funding for the backfill process.
Under the proposal, Proposition 98 General Fund would be used to backfill the
difference between estimated total fiscal year redevelopment agency revenues and the
amount California Community Colleges (CCCs) receive through April 15". This change
will allow districts to have more certainty when preparing their fiscal plans.

Staff Recommendation. Approve as budgeted.

Senate Budget and Fiscal Review Committee
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ltems Proposed for Discussion/Vote

6120 CALIFORNIA STATE LIBRARY

Overview

The California State Library is the state's information hub, preserving California's
cultural heritage and connecting people, libraries, and government to the resources and
tools they need to succeed and to build a strong California. Founded in 1850, the
California State Library is the oldest and most continuous cultural agency in the State of
California.

Decades before there was a university system or a public library system, there was the
California State Library. The California State Library has responsibility to:

e Collect, preserve, and connect Californians to our history and culture.

e Support a transparent government by collecting, preserving, and ensuring access
to California state government publications, federal government information, and
patent and trademark resources.

e Ensure access to books and information for Californians who are visually
impaired or have a disability and are unable to read standard print.

e Support the capacity of policy leaders to make informed decisions by providing
specialized research to the Governor's Office and the Cabinet, the Legislature,
and constitutional officers.

e Provide services that enable state government employees to have the
information resources and training they need to be effective, efficient, and
successful.

e Lead and promote innovative library services by providing and managing state
and federal funding programs to ensure all Californians have access, via their
libraries, to the information and educational resources they need to be
successful.

e Develop and support programs that help Californians (from birth through
adulthood) acquire the literacy skills they need to thrive in the 21st Century.

The following table displays the budgeted expenditures and positions for the State
Library as proposed in the Governor’'s budget. Of the amounts displayed in the table,
$19.1 million in 2012-13, $24.0 million in 2013-14, and $23.6 million in 2014-15 are
supported by the General Fund. The remainder of funding comes from federal funds
and various special funds.
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Dollars in Millions

Governor’s Budget — State Library Budgeted Expenditures and Positions
2012-13 2013-14 2014-15
Personal Services $10 $12 $12
Operating Expenses
and Equipment $12 $17 $12
Local Assistance $14 $19 $20
Total Expenditures $36 $48 $44
Positions 129.2 138.8 135.8
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Issue 1. Local Library Internet Speeds

Governor’s Proposal. The Governor's budget proposes $3.3 million General Fund
($2.25 million ongoing) for the State Library to increase internet speeds at local libraries.
Of the amount proposed, $2.25 million would pay for half of a $4.5 million annual
contract with Corporation for Education Network Initiatives in California (CENIC) for
access to its high-speed internet backbone and related services. The Governor’s budget
includes budget bill language directing the State Library or local libraries to secure
additional non-General Fund resources, as necessary, to ensure that public libraries
have access to a high-speed network. Although not explicitly specified, the Governor
assumes the remaining CENIC contract costs would be paid from the California
Teleconnect Fund (CTF). Lastly, the Governor proposes to spend $1 million, on a one-
time basis, in 2014-15 to purchase networking equipment for libraries.

Background. Like many state and local programs, General Fund support for the State
Library and local libraries has diminished significantly in recent years. For example,
state funding for local programs, including adult literacy classes and technology
services, was $48.5 million in 2006-07; the amount appropriated in 2013-14 is $4.7
million.

Based on legislative discussion last year, the 2013 Budget Act directed the State Library
to examine internet access at local libraries and develop a spending plan to connect all
local libraries to a statewide high-speed internet network. The language specifically
required the State Library to: 1) evaluate local libraries’ current internet connectivity and
expenditures; 2) identify options for connecting all libraries to high-speed internet,
including the option of using the CENIC; and, 3) estimate the costs of the identified
connectivity options.

The State Library released its report on January 31, 2014. The Legislative Analyst’s
Office (LAO) provided the following summary of the report:

The State Library surveyed local libraries about their current internet service and
received responses from 828 library branches (74 percent of all branches). All
respondents reported being connected to the internet.

e About 40 percent of library branches reported they operate at speeds the State
Library has defined as very slow—between 1.5 and 10 megabits per second
(mbps). This is similar to the speeds of many households.

e Another 40 percent of respondents reported having speeds between 10 and 100
mbps, which the State Library defines as slow.

e The remaining 20 percent of libraries reported operating at speeds between 100
mbps and 1,000 mpbs or higher. The State Library defines these speeds as
medium to fast. Typically, these speeds are not available to residential
consumers and are used by businesses and governmental organizations.
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The survey further found that libraries with the slowest speeds generally are
concentrated in rural areas in the northern and inland regions of the state, while libraries
with faster speeds are concentrated in urban areas in the southern and coastal regions
of the state.

CENIC was created in 1997 by the University of California and several private research
universities to develop a high-speed “backbone” network to support university research.
The CENIC network currently allows California's education and research communities to
leverage their networking resources in order to obtain cost-effective, high-bandwidth
networking to support their missions and respond to the needs of their faculty, staff, and
students.  Currently, the CENIC consortium includes the UC, CSU, California
Community Colleges, K12, and private universities (USC, Caltech, Stanford). Through
the Charter Associates, over 10,000 education institutions in California are connected to
the CENIC network.

The State Library’s report suggests CENIC likely would obtain half of the funding
needed to cover the contract from the California Teleconnect Fund, which is
administered by the Public Utilities Commission (PUC) and provides discounts to
gualifying schools and libraries, as well as hospitals, health clinics, and community
organizations on telecommunications and internet services. CENIC would submit the
State Library’s $4.5 million internet services invoice to the Fund, which would then
reimburse CENIC for 50 percent of that charge ($2.25 million).

Legislative Analyst’s Office. The LAO recommends that the Legislature reject the
proposal. They note the following concerns:

e The Governor’'s proposal would not increase internet speeds for some libraries
because local governments may restrict local libraries’ ability to purchase faster
service, libraries themselves may not choose to purchase faster speeds, and
obtaining significantly faster speeds would be impossible for some libraries
without costly infrastructure upgrades in their area.

e The $4.5 million requested for the CENIC contract may not reflect the actual cost
for libraries to use the CENIC backbone and receive related services.

e The plan does not address how a potential shortfall in funding for the CENIC
contract would be addressed if the PUC enacts a different reimbursement
structure for California Teleconnect Fund claims. The PUC is currently reviewing
this fund and may enact a rate restructuring proposal.

e The proposal lacks sufficient cost data to support the request for equipment
funding.

e The plan does not estimate the costs for local libraries to access the CENIC
backbone, but available data suggest these costs likely are significant.

Staff Comment. Staff notes that this proposal is consistent with a similar proposal
adopted by this subcommittee last year. The final budget package, however, removed
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the funding approved by the subcommittee and instead required the State Library
report.

Public libraries continue to be key access points for individuals that do not have access
to the internet and/or computer hardware in their home. The California Library
Association reports that local libraries are experiencing record levels of patron
attendance, and the pressures on their broadband infrastructure are at an all-time high.
As our world continues to be more and more oriented toward on-line interfaces whether
it is applying for jobs or a license with the DMV, this leaves low-income households that
do not have access to affordable internet service or the hardware necessary to access
the internet at a deficit.

e The current system is inadequate and this proposal will improve internet
access at hundreds of public libraries. The status quo is unacceptable, and
this is the least costly solution to improving internet services at libraries. Library
officials believe nearly half of public libraries do have the current infrastructure in
place to connect to CENIC, and the Governor's proposal provides some funding
to allow other libraries to upgrade their systems.

e The potential benefits far outweigh the potential concerns. In a letter to the
subcommittee supporting the proposal, the California Library Association notes
that one library system — the Peninsula Library System in San Mateo County —
has joined CENIC in a pilot project, and has enjoyed much faster internet speeds
at half the cost of what they were paying. Joining CENIC will allow libraries to act
as bulk purchasers, potentially cutting costs. In addition, CENIC officials will help
libraries obtain both federal and state discounts, something that requires
resources that many local libraries do not have.

e Libraries — not the General Fund — must come up with the funding to join
CENIC. The LAO is concerned that the proposal may not provide enough money
to allow libraries to join CENIC and gain the maximum benefit from CENIC.
However, budget bill language clearly states that libraries, not the state, are on
the hook for additional funding to make the program work. State Library and
Department of Finance officials believe their plan will be adequate.

e The California Teleconnect Fund was created to help bridge the digital
divide — exactly the rationale for this proposal. The Teleconnect Fund uses a
small surcharge on consumers' bills - .59 percent of the bill - to provide discounts
for advanced telecommunications services for schools, libraries, public health
care providers, and other organizations that provide a public service. Many
libraries already receive discounted rates through this program. The 2014-15
budget for this fund projects $118.1 million in revenue and a $10.5 million
reserve, which appears sufficient to cover the additional $2.5 million in costs of
libraries joining CENIC.
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Staff Recommendation. Approve the proposal in order to provide the libraries with a
means to significantly improve internet services provided to patrons, many of whom use
these services to perform critical tasks. However, given concerns that have been raised
by the LAO, consistent with the Assembly’s action, adopt budget bill language to require
an annual report describing the implementation of this project, including how many
libraries are participating, how the participating libraries' technology costs and Internet
speeds have changed due to the project, and how the $1 million in grants were used.
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6110 DEPARTMENT OF EDUCATION
6870 BOARD OF GOVERNORS OF THE CALIFORNIA COMMUNITY COLLEGES

Issue 2: Career Technical Education (Information Only)

Issue: Career technical education (CTE) has attracted increasing amounts of attention
and focus in recent years, responding both to the needs of students and the demands of
future employers. At the same time, the approach to CTE taken by the state and school
districts has shifted in response to policy priorities and new education funding
approaches.

K-12 Career Technical Education Programs

Background: High school CTE includes instruction in a number of fields. The California
Department of Education (CDE) defines CTE as coursework in one of 15 industry areas.
These industries are diverse and broad in scope. The CTE industry sectors include the
following: agriculture and natural resources; arts, media, and entertainment; building
and construction trades; business and finance; education, child development, and family
services; energy, environment, and utilities; engineering and architecture; fashion and
interior design; health science and medical technology; hospitality, tourism, and
recreation; information and communication technologies; manufacturing and product
development; marketing, sales, and service; public services; and transportation. The
state has CTE model curriculum standards for grades 7-12 in the 15 identified industry
sectors, but there is currently no assessment of career readiness.

Recent Pedagogical Trends. High school CTE traditionally has been thought of as an
alternative to a college preparatory pathway. As the Legislative Analyst’'s Office (LAO)
notes, however, in recent years, the differences between the two ‘tracks’ has become
somewhat blurred, as the state has focused more on the policy goal of ensuring that
students have both college and career options upon graduating from high school. This
has increased the state’s emphasis on promoting career pathways, which are
sequences of courses that align with postsecondary education and industry needs. In
addition, there is growing literature on the benefits of applied learning, in which students
are taught math, English, and other subjects in a way that incorporates students’
interests in an occupational field. As a result, many CTE courses have become
integrated into high school students’ regular instructional curriculum—thereby
decreasing the traditional distinction between CTE and core instruction. For example, a
college-bound student may take high school CTE courses, such as engineering and
graphic arts, to satisfy course requirements for admission to four-year university
systems, while a student interested in entering the workforce directly after graduation
may learn math and science as part of a health occupations course. In other situations,
however, the traditional model of distinct vocational programs remains in place, with
numerous successful examples in evidence.
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Programs and Funding Sources. High schools receive funding for CTE in various forms,
including categorical programs, one-time competitive grants, foundation funding, and
federal funding. In addition, many high schools fund CTE instruction using their general
purpose Local Control Funding Formula (LCFF) monies. The various programs and
their funding sources are shown in the figure compiled by the LAO below:

California’s High School Career Technical Education (CTE) Programs
2013—-14, Unless Otherwise Specified

Funding
State—Funded (In
Programs Description Millions)
i . . . 384.0°
B . Regionally focused CTE offered during the school day, after school, and in &
Occupational . . . . . .
the evening at high schools and regional centers. Primarily serves high
CemiEs el school students ages 16 through 18
Programs (ROCP) 9 9 )
Career Pathways One—time competitive grants intended to improve linkages between CTE 250.0
Trust programs at schools, community colleges, and local businesses.
Authorizes several types of activities, such as creating new CTE
programs and curriculum. These funds are available for expenditure
through 2015-16.
CTE Pathways Funding intended to improve linkages between CTE programs at schools, 48.0
Initiative community colleges, universities, and local businesses. This program
sunsets at the end of 2014—-15. Of these funds, $8.2 million supports
California Partnership Academies and $5.2 million supports Linked
Learning (both reflected below).
California Small learning cohorts that integrate a career theme with academic 29.6
Partnership education in grades 10 through 12. Considered a form of Linked
Academies Learning (see below).
Linked Learning One—time funding to support small, career—themed learning cohorts 5.2°
within comprehensive high schools that tie academic coursework to
technical content and work—based learning.
Specialized Competitive grants that provide seed money to pilot programs that 4.9
Secondary prepare students for college and careers in specialized fields
Programs ($3.4 million). Funding also supports two high schools specializing in
math, science, and the arts ($1.5 million).
Agricultural CTE Ongoing funding that can be used for the purchase of nonsalary items for 4.1
Incentive Program agricultural education. Funds are commonly used to purchase
equipment and pay for student field trips. Districts are required to
provide matching funds.
Federally Funded Programs
Carl D. Perkins Ongoing funding that can be used for a number of CTE purposes, including $56.3
curriculum and professional development and the acquisition of
equipment and supplies for the classroom. Of these monies, 85 percent
directly funds local CTE programs and the other 15 percent supports
statewide administration and leadership activities.
Youth Career One—time competitive grants available for the 2014—15 school year that 12.0°

Connect Grant are intended to improve career options for high school students by
facilitating partnerships with businesses, high schools, and higher
education. Grant recipients are required to provide a 25 percent match.

2 Due to categorical flexibility allowed between 2008-09 and 2012—-13, this amount is likely higher than the actual amount spent by providers on ROCP. In 2013-14
and 2014-15, providers must spend on ROCP at least as much as in 2012-13.

® In addition, since 2008, the James Irvine Foundation has contributed more than $100 million to Linked Learning.

¢ Assumes California receives an amount proportional to its population (12 percent). Total federal appropriation is $100 million
Source: Legislative Analyst’s Office
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The 2013-14 budget package eliminated approximately three-quarters of categorical
programs and folded their associated funding into LCFF. The state’s largest CTE
categorical program, Regional Occupational Centers and Programs (ROCP), was
included in this consolidation; however, to ensure ROCP continued to operate during
the next few years, the budget package required providers—school districts and County
Offices of Education (COEs)—to maintain at least their 2012-13 level of state spending
on ROCP in 2013-14 and 2014-15. Funds used to satisfy this maintenance-of-effort
(MOE) requirement count toward school districts’ LCFF allocations. Under current law,
at the end of 2014-15, school districts and COEs will have discretion to spend former
ROCP funds as they choose. The 2013-14 budget package took a different approach
for three smaller CTE programs. Specifically, Specialized Secondary Programs (SSP),
Agricultural Education Grants, and California Partnership Academies (CPA) were
retained as stand-alone categorical programs. In signing the 2013-14 Budget Act,
however, the Governor expressed his desire to fold SSP and Agricultural Education
Grants into LCFF in 2014-15. These various CTE programs are discussed separately
below.

Program Descriptions.

e Regional Occupational Centers and Programs (ROCP). The largest high
school CTE program is the ROCP, which provides regionally-focused CTE in a
variety of disciplines. ROCP offers high school students (16 years of age and
older) and adult students, with career and technical education so students can
(1) enter the workforce with the necessary skills to be successful, (2) pursue
advanced training in postsecondary education, or (3) upgrade existing skills and
knowledge. ROCPs are operated through county offices of education, school
districts, or a consortium of districts through a Joint Powers Authority (JPA).
Students receive training at a variety of venues, such as regular classrooms on
high school campuses, businesses and industry facilities or regional centers.
ROCP courses can be offered during the school day, after school, and in the
evenings. Some ROCP programs also offer courses for adult students, typically
for a fee. According to CDE, there are approximately 74 ROCPs in California,
serving approximately 470,000 students annually.

Prior to the 2008-09 fiscal year, the state provided dedicated funding for ROCP
through a categorical program totaling approximately $486 million. In 2008-09,
due to budget cuts, the Legislature provided Local Educational Agency (LEAS)
with "categorical flexibility" for many categorical programs (including ROCP),
meaning that LEAs could use the categorical funding for any educational
purpose. In addition to categorical flexibility, many programs were cut by
approximately 20 percent in 2009-10. During this time, LEAs received
approximately $384 million in ROCP funding, but were not required to use this
funding on ROCPs. The 2013-14 budget consolidated most categorical programs
into the base funding within the LCFF, including funding for ROCP. In order to
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ensure ROCP continues to operate, the 2013-14 budget also required LEAs that
operated programs in 2012-13 to continue to spend the same amount of funding
in 2013-14 and 2014-15. After the 2014-15 school year, LEAs are not required to
offer CTE and can spend this ROCP funding on any purpose.

e CTE Pathways Initiative. SB 70 (Scott), Chapter 352, Statutes of 2005,
established the CTE Pathways Initiative, which directed the Board of Governors
of the California Community Colleges to work with the CDE to improve linkages
and career-technical education pathways between high schools and community
colleges in order to create opportunities for students in both education systems.
This bill allocated $20 million from the community college reversion account to be
specifically used for improving CTE at both the community college and
secondary level. SB 1070 (Steinberg), Chapter 433, Statutes of 2012, extended
funding for this program until the 2014-15 fiscal year.

The CTE Pathways Initiative has helped build 5,792 partnerships, developed
over 1,000 courses, provided trainings or externships to 36,000 staff at high
schools and community colleges, and served approximately 750,000 students. In
2013-14, the state allocated $48 million Proposition 98 General Fund for the CTE
Pathways Initiative, including approximately $15 million to the CDE and $33
million to be distributed to community college-school district partnerships. The
Community College Chancellor’s Office is required to work with CDE annually to
develop a spending plan for these funds.

e California Partnership Academies. The California Partnership Academies
(CPAs) were created through legislation in 1984 in order to encourage the use of
career-focused academies in California's high schools. The career academy
model integrates core subject areas and CTE, aligned to the academy's career
theme. These career themes can be in any of the 15 industry sectors approved
by the CDE. CPAs are required to partner with local employers, who help to
provide internships and other opportunities for students to gain hands-on
experience. Employers also benefit by having a more experienced and
knowledgeable workforce upon graduation. Each CPA is required to provide
matching funds from the host school district and their employer partner(s) equal
to the CPA grant amount from the state. By law, at least 50 percent of the
students entering the CPA program must be considered "at risk" of dropping out
of school. At risk students must meet certain criteria, such as low test scores,
poor attendance, and being economically disadvantaged, among other
indicators.
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According to data collected by the CDE in 2009-10, students enrolled in CPAs
performed above average on statewide tests and were more likely to graduate
high school. Data shows that CPA tenth graders scored higher on the California
High School Exit Exam (CAHSEE) than the statewide average. Specifically, 82
percent of CPA students passed the English language arts section, compared
with 81 percent statewide. On the mathematics portion of the exam, 83 percent
of CPA students passed, compared to 81 percent statewide. With respect to
graduation rates, 95 percent of academy seniors graduated at the end of the
2009-10 school year, compared with 85 percent statewide. Currently, there are
450 CPAs in California's high schools, which receive funding through the CPA
categorical program or the CTE Pathways Initiative. The state provides $29.6
million in CPA categorical funding. Although many other categorical programs
were consolidated into the LCFF in 2013-14, CPAs were maintained outside of
the LCFF.

e Linked-Learning Programs. Linked Learning programs, which include CPAs,
use coursework, technical training, and work-based learning to provide real
connections between high school and a career. AB 790 (Furutani), Chapter 616,
Statutes of 2011, established the Linked Learning Pilot Program to be
administered by CDE for the purposes of implementing districtwide Linked
Learning pathways (referred to as "multiple pathways" prior to this legislation).
This bill was in response to a report released by CDE in 2010 that made
recommendations for improving and expanding Linked Learning in California's
high schools.

Funding for Linked Learning programs is provided through a combination of state
and private funds. The state originally did not provide funding for AB 790.
However, in October 2013, one-time state funding of $5.2 million was directed to
the Linked Learning pilot sites from the CTE Pathways Initiative funding. In
addition to state funding, the James Irvine Foundation has indicated that they
have dedicated $100 million for Linked Learning programs since 2008.

e Federally-Funded CTE Programs. The Carl D. Perkins Career Technical
Education program provides $113 million in ongoing federal funding for CTE
programs, with half going to the K-12 system and half going to community
colleges. Of these funds, 85 percent goes directly to LEAs and community
colleges to be used for CTE purposes, including curriculum, professional
development, and purchasing equipment and supplies. The remaining 15 percent
is provided to the CDE and the Community College Chancellor's Office for
administration of various CTE programs.
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The federal Youth Career Connect Grant program is a one-time competitive grant
available to LEAs, public or non-profit local workforce entities, or non-profits with
education reform experience for the 2014-15 school year. The program is
designed to encourage school districts, institutions of higher education, the
workforce investment system, and their partners to scale up evidence-based high
school models that combine academic and career-focused curriculum to better
prepare students for post-secondary education and the workforce. The U.S.
Department of Labor will provide up to $100 million for CTE-related projects. All
grantees must demonstrate a partnership with a LEA, a local workforce
investment entity, an employer, and an institution of higher education. Grant
recipients will also be required to provide a match of 25 percent of the grant
award.

e Other Programs. Other CTE programs that serve high school students include
the California Career Pathways Trust ($250 million in one-time grant funding),
Specialized Secondary Programs ($4.9 million), and Agricultural Education
Incentive Grants ($4.1 million). These programs are discussed in greater detail in
other sections of this agenda.

Accountability Measures. For the past fifteen years, the state’s accountability system for
public schools has been based almost entirely on student test scores. Based on these
test results, schools have received an annual Academic Performance Index (API) score
and ranking. Recently, the state has been moving toward a more comprehensive
accountability system that includes multiple measures of student performance.
Specifically, SB 1458 (Steinberg), Chapter 577, Statutes of 2012, requires the state
Superintendent of Public Instruction (SPI), to develop, by 2015-16, a revised API for
high schools that takes into account graduation rates and high school students’
readiness for college and career. In October 2013, the SPI provided to the Legislature a
statutorily-required status report that laid out a number of options under consideration
for broadening the API, including assigning points to high schools based on the extent
to which their students are deemed college and career ready. Currently, the SPI is
gathering feedback on the possible components of the new API.

Staff Comments and Questions: California has made consistent steps toward a more
decentralized model for CTE. This can allow for tailoring of programs to fit the needs of
individual districts and the requirements of employers. It can also lead to valuable
diversification and the development of alternative education and technical training
models throughout the state. However, some have raised concerns with retaining the
quality, structure and integrity of the program, as well as the ability to maintain adequate
funding for CTE overall. It may also be that more generalized career technical education
programs should consider not just localized needs and requirements but regional and
statewide changes in labor force demands and characteristics. Clearly, local discretion
and statewide interests entails a balancing act, and one which the state should bear in
mind as it continues to entertain various revisions to the program. In addition, the state
is trying to build both college and career readiness indicators into the K-12
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accountability system, but appear to have made more progress with the former than the
latter.

Suggested Questions for Panel 1:

1. What have been the impacts on enrollment, thus far, with respect to rolling
many of the CTE programs into the LCFF? Is there a means to ensure
continued support of enrollment in these programs? What incentives—if
any—do local districts have in maintaining CTE programs?

2. There is currently an MOE in place to govern the funding of ROCP through
the budget year. Has this been written tightly enough to assure compliance
without any penalty provisions? Should the MOE be extended? More
generally, are MOEs an effective approach for continuing CTE programs?

3. Could CDE provide an update on the progress for including college and
career readiness indicators in the API and in the Local Control and
Accountability Plan (LCAPs)? What is the status of the career readiness
measures? Can we rely on the accountability measures without a dedicated
funding stream? Could LAO comment?

4. Regarding the California Partnership Trust, how can we make sure the
program is fully-funded so sites do not lose these programs?

Suggested Questions for Panel 2:

1. If the state continues down the road of devolution and decentralization of
CTE programs, what role should the state continue to play in the design
and the implementation of these programs?

2. Last year, the state initiated a new approach for Adult Education, with
evaluation set at the end of the budget year. Could this provide a model
for CTE programs moving forward? Are there ways to improve upon this
approach?

3. While LEAs may be more responsive to local needs of students and
employers, is there reason to believe there should be a stronger role for
the state, in order to track regional and statewide trends in this area?
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Community Colleges Career Technical Education Programs

CTE accounts for approximately 30 percent of total California Community Colleges
(CCC) instruction. However, over the past decade, CTE's share of overall system
enrollment has declined. This decline came as the state has continued to look for ways
to enhance its ability to meet the need for skilled workers in key and emerging regional
industries. The decline in CTE course offerings also has implications for California’s
community college students. New data from the Chancellor’s office suggest that median
wages of workers five years after award of an associate’s degree in a vocational
discipline was $66,600, compared to $38,500 for those with non-vocational associate
degrees.

According to a recent report by the Institute for Higher Education Leadership & Policy
(IHELP), Workforce Investments: State Strategies to Preserve Higher Cost Career
Education Programs in Community and Technical Colleges, the CCC, through the
Doing What Matters for Jobs and the Economy initiative (described below), is moving
aggressively to set regional priorities and reallocate resources accordingly. But ever-
present fiscal constraints, made worse by the great recession, have made it difficult for
California’s community colleges to support high-cost programs while balancing budgets
and meeting enrollment targets.

It has been suggested that CTE programs are disadvantaged in the competition for
resources within community colleges. CTE programs often are more expensive to offer
than traditional academic (lecture-based) courses, due to the need for equipment, lab
facilities and staff, smaller class sizes, and more faculty time spent on updating
curriculum and engaging with industry and employers. However, community colleges in
California are funded at a constant rate per full-time-equivalent student (FTES) and are
accountable for meeting enroliment targets within their allocations. According to the
IHELP report, this creates a fiscal disincentive to support high-cost programs because
the same dollar allocation stretches across more FTES when used for lower-cost
programs.

Doing What Matters for Jobs and the Economy

In an effort to better align CTE and workforce development programs with regional
employer needs, the Chancellor's Office has launched an initiative requiring regional
collaboration between colleges and industry. Colleges are working to ensure their
programs have similar curricula so that employers have a better sense of what skills a
graduate has as he or she leaves college. Regions also are required to select from
specific industry sectors to focus programs on regional workforce needs. Among the
sectors are:

e Advanced Manufacturing
e Advanced Transportation and Renewables
e Agriculture, Water and Environmental Technologies
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e Energy Efficiency and Utilities

e Global Trade and Logistics

e Health

¢ Information and Communication Technologies/Digital Media
e Life Sciences/Biotech

e Retail/Hospitality/Tourism

e Small Business

The 11 economic regions are working to develop plans to better support programs for
the sectors they have selected. The Chancellor's Office is hiring "sector navigators" and
"deputy sector navigators" to act as a liaison between industry and colleges, as these
plans are implemented. In total, there are 10 sector navigators and 66 deputy sector
navigators.

Within the Chancellor's Office, the Division of Workforce and Economic Development
manages grants for CTE programs across the state. The division manages other
sources of CTE funding aside from apportionment funding. Rather than approaching
these funding streams and programs in silos, which has been the historical practice, the
Doing What Matters for Jobs and the Economy initiative proposes that these funds be
leveraged to invest in three themes: sectors, regions, and technical assistance to the
field. The following table displays funding sources that are leveraged by the
Chancellor's Office for the Doing What Matters for Jobs and the Economy initiative
(some of these were discussed earlier in the K-12 background).

Program Description
Economic and | This is a categorical program that provides grant funding to develop
Workforce programs aimed at specific workforce needs for regions and supports
Development regional centers, hubs, or advisory bodies, among other things. The
Program Chancellor's Office has recently used this funding to hire statewide

and regional experts in specific industries to help improve and
coordinate programs to benefit local economies. This program
received $22.9 million Proposition 98 General Fund in 2013-14, and
the Governor proposes the same amount for 2014-15. At its peak,
this categorical program received $46.8 million.

CTE Pathways | This program requires the community colleges to work with K-12
Initiative programs to improve links between high school and community
college CTE programs. This program received $48 million in 2013-14
and is proposed to receive the same in 2014-15. About $33 million of
this funding goes to community college K-12 partnerships; the other
$15 million to the K-12 system.

Carl D. Perkins | The Carl D. Perkins Career Technical Education program provides
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Career $113 million in ongoing federal funding for CTE programs. Of these
Technical funds, 85 percent goes directly to LEAs and community colleges to
Education be used for CTE purposes, including curriculum, professional
Program development, and purchasing equipment and supplies. The
remaining 15 percent is provided to the CDE and the Community
College Chancellor's Office for administration of various CTE
programs.
Nursing This is a categorical program that provides grants to colleges to
Program increase nursing program enrollment and completion rates. The
Support grants are distributed on a two-year basis. Funding in 2013-14 was

$13.4 million Proposition 98 General Fund and is proposed for the
same amount in 2014-15.

Apprenticeship

This is a categorical program that allows apprentices in industries
such as firefighting and building trades to receive on-the-job training
through an employer and classroom instruction through K-12 or
community college partners. State funding is used for industry-
approved Related and Supplemental Instruction. The 2013 Budget
Act moved the apprenticeship program previously administered by
the Department of Education into the community college budget.
Thus there are now two apprenticeship categorical programs
administered by the Chancellor's Office: one that funds K-12
apprenticeship programs, and one that funds community college
apprenticeship systems. Funding in 2013-14 was $7.2 million
Proposition 98 General Fund for the community college program and
$15.7 million Proposition 98 General Fund for the K-12 program;
funding levels are proposed for the same amounts in 2014-15.

Prop 39 Clean
Energy Jobs
Act

The California Clean Energy Jobs Act, approved by voters as
Proposition 39, allocates monies into the Jobs Creation fund for the
purpose of supporting projects that create jobs in California to
improve energy efficiency and expand clean energy generation. A
portion of the funding is allocated to provide for job training and
workforce development and public private partnerships for eligible
projects. The California Community Colleges Chancellor’s Office is
authorized to allocate $6 million during the 2013-14 fiscal year.
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Issue 3: Career Pathways Trust (Information Only)

Background: The 2013-14 budget provided $250 million in one-time Proposition 98
funding to create a “California Career Pathways Trust” (CPT). The primary purpose of
the program is to improve linkages between career technical (vocational) programs at
schools and community colleges as well as between K-14 education and local
businesses. The program authorizes several types of activities, such as creating new
technical programs and curriculum. The program is open to school districts, COEs,
charter schools, and community colleges. Funds are allocated through a competitive
grant process. The state Superintendent of Public Instruction (SPI), in consultation with
the CCC Chancellor's Office and interested business organizations, is charged with
reviewing grant applications. Grant funds are available for expenditure from 2013-14
through 2015-16. As a condition of receiving a pathway grant, recipients must identify
other fund sources (such as commitments from businesses) that will support the
ongoing costs of the program. By December 1, 2016, the SPI and grant recipients must
report to the Legislature and Governor on program outcomes, such as the number of
students making successful transitions to the workforce. Of the amount provided for this
program, $250,000 is designated for an independent evaluation. The budget also
provided CDE with $459,000 (non-Proposition 98 General Fund) for development of a
data repository to track program outcomes and three staff positions.

The CPT is intended to address two identified areas of concern with respect to
California's education system:

e Skills Gap. California's unemployment rate remains high by historical standards,
yet employers in the state face a shortage of skilled workers in occupations
requiring scientific, technical, engineering or math (STEM) skills, which are
projected to be the fastest growing occupations in the next decade. There is a
gap between the skills and capacities acquired in school and those most in need
in the workplace.

e High Dropout Rate. Statewide, almost a quarter of new ninth-graders drop out
before graduating. Many who do finish high school lack the academic and
technical readiness to succeed in college and career, and require remedial
education in college. Pathway programs that engage students in real-world work
have been shown to increase academic success and persistence in school.

Administered by the California Department of Education (CDE), the CPT is intended to
improve educational achievement and workplace readiness of California students by
placing a greater emphasis on career-based learning as a central mission of public
education in California. Many "linked learning" and CTE programs operating in
California today have demonstrated improvement in the future prospects of their
graduates. These programs, however, have had limited success in attracting meaningful
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business support, and rely on minimal state appropriations that have experienced sharp
cuts in recent years. The CPT provides substantial new incentives to create and
strengthen education-business partnerships that provide students with relevant,
engaging, applied education, including opportunities for work-based learning (such as
an apprenticeship or internship). Eligible grant activities/expenditures include:

e Work-based learning specialists who can act as brokers between businesses and
other organizations and schools/colleges seeking placements for students.

e Creation of regional career pathway partnerships involving businesses, schools,
and colleges.

e Integration of academic and career-based learning, with a focus on career
pathways in job-rich economic sectors.

Interested local educational agencies submitted letters of intent on February 14, 2014,
and final applications were submitted on March 28, 2014. The 123 eligible applications
requested a total of $709.1 million in grant funding—a little less than three times the
available amount of funds. Of the 123 eligible applications, 26 were from community
college districts, 16 from county offices of education, 17 from direct-funded charter
schools, and 64 from school districts. There are three categories of funding available,
based on the size of the program and number of postsecondary and industry partners.
These categories and applications consist of:

e 28 applications were for the Regional Consortium Grant, with 10 grants to be
awarded for up to $15 million.

e 55 applications were received for the Regional or Local Consortium Grants, with
15 grants to be awarded for up to $6 million.

e 40 applications were received for the Local Consortium Grants, with 15 grants to
be awarded for up to $600,000.

The submitted applications are now being assessed and scored by CDE. Additional
data from the application process may be available at the time of the hearing.

Staff Comments and Questions: The funding received in the current year was
intended to jumpstart new CTE programs in the state and establish new models. While
a program evaluation at this time would be premature, the Department and LAO should
be able to provide some perspective on the value of continued or renewed funding.

Questions for the Panel:

1. Have you been able to assess in a preliminary fashion the overall quality and
breadth of the applications?

2. Are there revisions that you would consider in the application or the
application requirements for the program?

Senate Budget and Fiscal Review Committee Page 21



Subcommittee No. 1 April 29,2014
3. Can you discuss the weighting of considerations and qualities that enter in the
evaluative criteria for the program?

4. Can you comment on options that participants have for continued funding for
programs, given that the grants are one-time?
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Issue 4: Categorical Programs Consolidation—Specialized Secondary Education
Programs and Agricultural Education Grants (Budget Proposal)

Proposal: The Governor’'s budget provides for Specialized Secondary Programs (SSP)
and Agricultural Education Grants (AEG) within the Local Control Funding Formula
(LCFF). Under the Governor’s proposal, school districts receiving funding for these two
programs in 2013-14 would have those funds count toward their LCFF targets beginning
in 2014-15, with no change made to the LCFF target rates. The currently required
categorical activities would be left to each district's discretion. The 2013-14 budget
consolidated approximately two-thirds of all categorical programs with the discretionary
revenue limit funding to create the LCFF. Currently, 13 categorical programs continue to
be funded outside of the LCFF, including SSP and AEG.

Background:

e Specialized Education Program (SSP). SSP was created in 1984 with the
stated goal of encouraging high schools to create curriculum and pilot programs
in specialized fields, such as technology and the performing arts. In 1991-92,
SSP’s mission was expanded to include base funding for two high schools that
are affiliated with the California State University (CSU) system. Of the $4.9
million provided for SSP in the current year, $3.4 million is awarded as “seed”
funding for the development of specialized instruction and $1.5 million supports
the state’s two SSP-funded high schools.

In the current year, CDE, which administers SSP’s competitive grant program,
has awarded 67 SSP grants totaling $3.4 million. The SSP funding of $50,000 is
distributed in four-year grant cycles. School districts initially apply for a one-year
planning grant. Applicants then reapply for three-year implementation grants.
Funds are permitted to cover various costs, including equipment and supplies,
instructor and staff compensation, and teacher release time to develop
curriculum. After the grant cycle is complete, recipients are ineligible to reapply
for subsequent SSP grants. The SSP competitive grant program funds various
types of instruction. As Figure 12 shows, of the 67 grants awarded in 2013-14, 42
percent are arts programs and 15 percent are science, technology, engineering,
or mathematics (STEM) programs. Other industry areas include business and
agriculture.

In addition to competitive grants, SSP provides a total of $1.5 million in annual
funding for two high schools operating in conjunction with the CSU system. This
amount is split evenly between an arts-themed high school affiliated with CSU
Los Angeles and a math- and science-themed high school affiliated with CSU
Dominguez Hills. (Unlike virtually all other public schools, students compete for
admission to these two schools.) The SSP funds provided to these schools is on
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top of LCFF monies they receive and are used primarily to pay for teachers. By
statute, these teachers do not need to be credentialed.

e Agricultural Education Grants. The stated purpose of Agricultural Education
Grants is to create an incentive for high schools to offer state-approved
agricultural programs. In the current year, CDE has awarded 303 grants to 222
school districts totaling $4.1 million. Funds typically are used by grant recipients
for instructional equipment and supplies. Other allowable uses of the funds
include paying for field trips and student conferences.

The CDE administers the grants by distributing available funds based on the
number of qualified applicants in a given year. To qualify, grantees must provide
matching funds. In addition, the high school program must offer three
instructional components: classroom instruction, a supervised agricultural
experience program (project-based learning), and student leadership
development opportunities. To receive a grant renewal, high schools must agree
to be evaluated annually on 12 program quality indicators. (These indicators
include curriculum and instruction requirements, leadership development,
industry involvement, career guidance, and accountability.) As part of this
process, five regional supervisors conduct on-site reviews and provide ongoing
technical assistance to grantees.

LAO Perspective: In large measure, the LAO is in agreement with the Governor’'s
proposal. This perspective is consist with its overall favorable view of the LCFF as a
means of allowing districts to allocate funding based on student needs and higher costs
associated with educating particular cohorts of students. The office notes that
categorical programs can be helpful in some circumstances, but should be used
sparingly. The shortcomings they note are the inflexibility of categorical programs, their
high administrative costs, and their focus on inputs rather than results.

With respect to particular programs, LAO indicates that having a set-aside for SSP
implies that innovation and development of new curriculum is a supplemental activity
that requires special incentives and a separate funding stream, when in fact, it is a core
function for educators and schools. Regarding the SSP-funded high schools, LAO
argues these work at direct cross-purposes to the LCFF’s focus to construct a rational
finance model that significantly reduces historical funding inequities across schools. The
LAO argues that for agricultural grants, given the substantial unrestricted resources
available and currently being spent for these purposes, no clear rationale exists for
providing a small separate appropriation for covering similar costs in one specific
discipline such as agricultural education.

Staff Comments and Questions: The LCFF was adopted to give local school districts
maximum flexibility. The proposal to continue to consolidate program funding within
LCFF, and essentially eliminate guarantees for SSP and AEG, is consistent with this
overall philosophy. What is at issue is whether there is something essential about these
two remaining programs that warrant their being treated differently than categorical
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programs previously consolidated within the LCFF funding. One reason for specialized
treatment would be if there is a particular base level of funding that would account for
regional or statewide interests that might not otherwise be incorporated in local
decision-making. An alternative rationale could be that the program is an essential
component of educational delivery and the state needs to ensure that this activity is
carried out with a guaranteed base-level of spending.

Questions for the Panel:

1. If the SSP funding were included in the LCFF, what would be the likely effect
on the conduct of the related activities within school districts? Should we
consider a maintenance of effort requirement for a particular period before we
completely ‘free-up’ the available funding for all types of educational
programs?

2. Are there specific characteristics associated with the agricultural education
program that make this a particularly important stand-alone program that is
somehow different from those already included with LCFF?

3. If districts are to be responsive to local demands and local needs, should
funding be as ‘string-free’ as possible? Alternatively, are there statewide
interests that have not been considered in the basic LCFF funding calculus? If
so, what are some of these state interests?

Staff Recommendation: Reject the Governor’'s request to include the SSP and AEF
programs within the LCFF.
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Overview

The California Community Colleges (CCCs) is the largest system of community college
education in the United States, serving approximately 2.3 million students annually.
California’s two-year institutions provide primary programs of study and courses, in both
credit and noncredit categories, that address its three primary areas of mission:
education for university transfer, career technical education, and basic skills. The
community colleges also offer a wide range of programs and courses to support
economic development, specialized populations, leadership development, and
proficiency in co-curricular activities.

As outlined in the Master Plan for Higher Education in 1960, the community colleges
were designated to have an open admission policy and bear the most extensive
responsibility for lower-division, undergraduate instruction. The community college
mission was further revised with the passage of Assembly Bill 1725 (Vasconcellos),
Chapter 973, Statutes of 1988, which called for comprehensive reforms in every aspect
of community college education and organization. Other legislation established a
support framework, including the Matriculation Program, the Disabled Students
Programs & Services (DSPS), and the Equal Opportunity Programs & Services (EOPS),
to provide categorical funding and special services to help meet the needs of the
diverse range of students in the CCCs.

The Board of Governors of the CCCs was established in 1967 to provide statewide
leadership to

California's community colleges. The Board has 17 members appointed by the
Governor, subject to Senate confirmation. Twelve members are appointed to six-year
terms and two student members, two faculty members, and one classified member are
appointed to two-year terms. The objectives of the Board are:

e To provide direction, coordination, planning, and leadership to California's
community colleges.

e To promote quality education in community colleges.

e To improve district and campus programs through informational and technical
services on a statewide basis, while recognizing the community-oriented aspect
of California's network of 112 community colleges.

e To seek adequate financial support while ensuring the most prudent use of public
funds.

The following table displays the budgeted expenditures and positions for the CCCs as
proposed in the Governor’'s budget. Of the amounts displayed in the table, $3.9 billion in
2012-13, $4.0 billion in 2013-14, and $4.4 billion in 2014-15 are supported by
Proposition 98 General Fund. In addition, $8.6 million in 2012-13, $9.8 million in 2013-
14, and $10.9 million in 2014-15 are supported by the General Fund. The remainder of
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funding comes from local property tax revenue, tuition and fee revenue and various
special and federal fund sources.

Dollars in Millions

Governor’s Budget - CCCs Budgeted Expenditures and Positions
2012-13 2013-14 2014-15

Personal Services $14 $16 $18
Operating Expenses

and Equipment $4 $6 $5
Local Assistance $6,818 $6,940 $7,441
Total Expenditures $6,836 $6,962 $7,464
Positions 140.6 153.7 162.7
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Issue 5: Student Success and Statewide Performance Strategies

Governor’s Proposal. The Governor's budget proposes $200 million Proposition 98
General Fund to improve and expand student success programs and to strengthen
efforts to assist underrepresented students. This includes: 1) $100 million to increase
orientation, assessment, placement, counseling, and other education planning services
for all matriculated students, and, 2) $100 million to close gaps in access and
achievement in underrepresented student groups, as identified in local Student Equity
Plans. This funding is intended to allow colleges to better coordinate delivery of existing
categorical programs.

For the funding provided to implement activities and goals outlined in student equity
plans, the Chancellor of the CCCs is to allocate the funds in a manner that ensures
districts with a greater proportion or number of students who are high-need, as
determined by the Chancellor’'s Office, receive greater resources to provide services. In
addition, as a condition of receipt of the funds, the districts are required to include in
their Student Equity Plan how they will coordinate existing student support services in a
manner to better serve their high-need student populations. At a minimum, their plan is
to demonstrate an alignment of services funded through allocations for the following
programs:

e Student Success for Basic Skills Students
e Student Financial Aid Administration

e Disabled Students

e Special Services for CalWORKSs Recipients
e Matriculation

e EOPS

e Fund for Student Success

Lastly, subject to approval by a district’'s gov