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MAY REVISE PROVIDES SHORT-TERM GOOD NEWS

The Governor has released a May Revise that identifies higher-than-expected revenues, a $3 billion increase in Proposition 98, and a reduction in the state’s budget deficit.  Citing an overall budget deficit that still looms at $10 billion, the Governor puts forward a narrowed version of his original proposal to extend selected temporary state revenue streams.  The scaled back revenue proposal continues to be of paramount importance; at an early-evening briefing with the Department of Finance—the chief fiscal advisor to the Governor—we were told that “all bets are off” with regard to any of the positive education funding proposals if the revenue extensions aren’t adopted.

Substantial spending reductions passed by the legislature and signed by the Governor during March budget negotiations have gone a long way toward closing both the immediate 2011-12 budget shortfall and a projected ongoing operating deficit that was well above $20 billion when the Governor took office.  These reductions, coupled with an up-tick in projected state revenues of $2.8 billion in the current year (2010-11) and $3.5 billion in the budget year (2011-12), have brought the state’s projected deficits for the current and budget years down to $4.8 billion each.  

Through a combination of spending reductions and revenue generation, the Governor’s budget aims to identify $10.8 billion in solutions to address current and budget year shortfalls and leave the state with a $1.2 billion operating reserve.


BUDGET HINGES ON REVENUE PROPOSAL

In addition to the nearly $9 billion in expenditure reductions adopted in March, the Governor’s May proposal identifies $2.2 billion in new reductions that focus largely on reducing, merging, or streamlining state government, including the elimination of 43 state boards, commissions and task forces and other state oversight functions, improved management of the state’s infrastructure bond proceeds, and selling surplus or underutilized state property.  Among those state agencies slated for elimination is the California Postsecondary Education Commission.

The Governor also comes back for a second round of negotiations on a proposal to extend temporary state revenues.  The Legislature would be required, through a 2/3 supermajority vote, to implement the revenue extensions and voters would be required to ratify the plan.  The May Revision does not seek a 



2011 personal income surcharge as the Governor’s earlier proposal did, but it would reinstate for the 2012 through 2015 tax years the following revenue sources:
· Current sales tax
· Current vehicle license fee rates
· Current (reduced) dependent credit exemption level
The Governor links the extension of these revenues to his ability to fund two key elements of his budget proposal:
· Maintaining current education funding levels and paying back or “catching up” $2.5 billion in annual K-12 deferrals and $350 million in community college deferrals. 
· Providing adequate funding to realign public safety programs from the state to local governments.  The Governor hopes for a Constitutional Amendments—approved by California voters—to guarantee that local governments receive necessary funding to make public safety realignment successful.  

PROPOSITION 98 INCREASES
Increased state revenue projections benefit education funding in two ways: they reduce overall General Fund pressures that compete with education funding and they increase the Proposition 98 funding guarantee, which is tied to measures of state revenue.  The May revise scores the guarantee under Proposition 98’s Test One at $52.4 billion in 2011-12, up $3 billion from the $49.4 billion approved by the Legislature in March.  If adopted, this is the highest Proposition 98 guarantee level since 2007-08.  $38.3 billion of the Proposition 98 guarantee is funded through the state General Fund (with the remainder coming from local property taxes.)  In total, the May revise includes $66 billion in funding for K-12 education programs. 
Due to differences in the calculation of the maintenance factor under Proposition 98’s Test One and Test Two scenarios, the proposal scores a modest reduction in the maintenance factor, bringing the total amount from $9.9 to $9.3 billion.  As you’ll recall, the Proposition 98 guarantee builds on each previous year’s funding level and is tied to revenues.  The maintenance factor is owed to schools in future years to restore the Proposition 98 Guarantee to a level that reflects funding under the highest possible Proposition 98 scenario in previous years.   
For 2010-11, the Proposition 98 guarantee was suspended at $49.7 billion.  With minor workload revisions, the Governor’s May Revise would maintain funding at this level in the current year.  



For 2009-10, the Proposition 98 Guarantee is $51.5 billion but the funded level was $49.9 billion, creating a “settle-up” obligation owed to schools in future years.  The Governor’s May revise recognizes that a settle-up payment of $300 million was paid toward this obligation in the Budget Act of 2010. 

PAY BACK OF MARCH DEFERRALS FOR K-12 AND CCCS

The proposal includes $2.5 billion to restore K-12 deferred revenue limit apportionment funding, including a full restoration of the $2.1 billion deferral enacted in March.  We understand from the Department of Finance that the remaining $400 million will go toward reducing the existing February to July apportionment deferral. 

The May Revise proposal also provides $350 million to reduce Proposition 98 deferrals to California Community Colleges.



HIGHER EDUCATION FUNDING HELD CONSTANT

With the exception of a pay-back of the Community college deferral adopted in March (and referenced above) and the likely elimination of specific mandates for CCCs, the Governor’s budget holds funding for the University of California, the California State University, the CCCs and the California Student Aid Commission constant with funding levels already adopted for the 2011-12 budget year. 

As is noted in an earlier section of this report, the Governor does propose the elimination of the California Postsecondary Education Commission.

To recap, actions taken in March include:

UC and CSU funding decrease: A decrease of $500 million each to UC and CSU and a decrease of $1.5 million to the Hastings College of Law.  These March reductions were intended to be targeted to university administration—each segment will be required to report recommendations for implementing reductions in a manner that reduces impact on students prior to the adoption of a finalized plan by the UC Regents and the CSU Board of Trustees.

Community College Apportionment Reduction: A decrease of $400 million in apportionment funds as a result of implementing a base reduction.  Student fee increases of $26 to $36 per unit offset this reduction with $110 million, creating a net apportionment reduction of $290 million.

Income and Need Verification for Cal Gran Program Renewal Awards: Decrease Cal Grant funding by $100 million in anticipation of savings to be generated by requiring CSAC to verify each year that Cal Grant renewal recipients not exceed income and asset ceiling levels as a requirement for eligibility.  

ELIMINATE SELECTED K-14 MANDATES

The May revise proposal includes a reduction of $38.2 million to reflect the elimination of specific mandates, pursuant to the pending recommendations of the K-14 workgroup on mandate reform.  This includes the elimination of $32.3 million in K-12 mandates and $5.9 million in mandates for Community Colleges.   This reduction reflects the Administration’s intent to pursue long-term options in collaboration with the Legislative Analyst’s Office to reduce and streamline mandates through a block-grant approach.  

In its workgroup report, the LAO identifies three approaches to K-12 mandate reform.  The associated costs for each model provide some sense of the Administration’s ideas for mandate reform:

· Eliminate all mandates except those related to Accountability or parental notification, which include School Accountability Report Cards, and student inter-district transfer requirements.  Funding this model would cost the state about $30 million per year.
· Eliminate all mandates except those related to Accountability or parental notification and student health and safety.  Funding this model would cost the state about $40 million per year.
· Reduce the cost of exiting mandates to the extent possible, permanently eliminate other mandates that are already suspended, and then allow policy committees to review, uphold, or eliminate remaining mandate on a case-by-case basis.  Variations of this model could cost the state up to $85 million per year.

For community colleges, the LAO work group recommended the following:

· Fully fund: Sex offenders; disclosure by law enforcement officers
· Leave mandate in place, to be funded by financial aid administration funding: Cal Grant GPA
· Leave mandate in place, to be funded by financial aid administration funding: Tuition Fee Waivers (exemption from nonresident tuition)
· Eliminate: Sexual assault response procedures
· Eliminate: Student records
· Eliminate: Law enforcement college jurisdiction agreements
· Eliminate: Integrated waste management
· Recommendation Outstanding: Enrollment Fee Collection and Waivers
· Recommendation Outstanding: Health Fees/ Services
· Recommendation Outstanding: Reporting Improper Governmental Activities





For more information on the LAO’s mandate reform proposals, please visit: http://www.faccc.org/images/EDUCATION_MANDATES_WORK_GROUP_REPORT.pdf

OVERHAUL STATE TESTING, DATA, AND ACCOUNTABILITY SYSTEMS

Although the proposal remains vague, the administration proposes to overhaul testing and accountability requirements to achieve “genuine accountability and maximum local autonomy.”  The Administration proposes to develop a new accountability system which will: 

…engage teachers, scholars, school administrators and parent to develop proposals to: (1) reduce the amount of time devoted to state testing in schools; (2) eliminate date collections that do not provide useful information to school administrators, teachers, and parents; and (3) restore power to school administrators, teachers, and parents.  The goal is to improve the learning environment in every classroom, thereby encouraging the demanding pursuit of excellence.

As a pre-cursor to this work, the budget includes the elimination of several state data systems which are funded through non Proposition 98 dollars:

· Suspend funding for all CALPADS development and implementation, including federal funds.  Any federally required data can be collected and reported through the California Basic Educational Data System and other systems currently utilized by the California Department of Education.
· Terminate the development of CALTIDES, which was intended to be a state-level teacher data system.

AB 3632 MENTAL HEALTH SERVICES SHIFTED TO SCHOOLS

The Governor’s proposal includes an increase of $221.8 million in Proposition 98 General Fund (state) to support a shift in the responsibility for providing mental health services, including out-of-home residential services required under federal law from county mental health and welfare agencies to school districts.  

At an early-evening briefing with the Department of Finance, we learned that school districts would be responsible for providing only those former AB 3632 services that are considered educationally necessary pursuant to the federal Individuals with Disabilities Education Act (IDEA), although some students may continue to receive medically necessary services through Medi-Cal, the Governor’s staff seemed purposefully vague on the provision of these services for student not covered under Medi-Cal.  From a fiscal perspective, the challenge to districts will be delineating between educationally necessary and medically necessary services in a student’s Individualized Education Plan.


The Proposal permanently repeals the AB 3632 mandate and removes mental health services from the realignment proposal for counties, but provides some support for a period of transition by providing $98.6 million in Proposition 63 funds to county mental health agencies on a one-time basis in 2011-12.  

School districts can contract with counties to provide mental health services using these one-time funds, but would be responsible for any costs exceeding this amount.   


CHILD CARE AND DEVELOPMENT

The Governor’s May Revise Proposal funds child care and development at a total of $1.75 billion, down from the $1.84 billion included in the March budget package.  This roughly $97 million overall decrease reflects:

CalWORKS Adjustments:  A decrease of $123.5 million due to revised estimates of caseload for CalWORKS Stage 2 and Stage 3, including an increase in Stage 2 of $64 million and a decrease in Stage 3 of $187 million, following the implementation of the Governor’s veto of Stage 3 childcare included in the 2010-11 Budget Act. 

While funding for Stage 3 was restored in the current year following the Governor’s veto in the 2010-11 Budget Act, the current estimated costs reflect a significant decline in caseload that likely reflect the “news” that the program was eliminated.  The Administration is proposing to retain $56 million in the current-year appropriation for Stage 3 (after accounting for increased current-year costs in Stage 2) and to set aside $33.6 million in one-time funds to cover significant caseload increases that are anticipated for Stage 3 following Stage 3 funding restoration.

Funding Increases to Cover Growth and Savings that Didn’t Materialize:  The 2010-11 Budget Act, which included the veto of CalWORKS Stage 3, anticipated greater savings as a result in reduced case load from the veto than those that have actually materialized.  The Governor’s May proposal includes $40.6 million in funding increases to make up for the lost anticipated savings, as well as cover growth costs in other, Non-CalWORKS child care programs. 

Growth Reductions: A decrease of $6.9 million to reflect negative growth of -0.67 percent in the 0-4 year old population.

Stage 3 Federal Funds Off-Set: An increase of $7.4 million in federal funds which will offset or replace a like amount of state General Fund spending.

Eliminate ELAC: The May Revise Proposes to eliminate the Early Learning Advisory Committee (ELAC) for a savings of $3.6 million in federal funds.  ELAC was intended to develop a quality rating system for childcare and develop a data tracking system for children ages 0-5. 





OTHER PROPOSALS

Special Education: an increase of $399,000 for Special Education Caseload Growth

Child Nutrition Program Administration: An increase of $2.5 million Federal Trust Fund for child nutrition programs, including $500,000 on an ongoing basis for workload associated with an increase in the frequency of required compliance reviews of federal child nutrition programs and $2 million on a one-time basis for projects that will support the efficiency and quality of child nutrition program administration.

Child Nutrition Summer Food Service Program: An increase of $2 million Federal Trust Fund due to an anticipated increase in meals served through the Summer Food Service Program. 

Title 1, Part A Basic Program: An increase of $21.3 million federal Title 1 Set Aside carryover funds for allocation to all Title 1 local educational agencies (about 6,000 schools statewide) using the state’s usual Title 1, Part A Basic program distribution methodology.  

Clean Technology and Renewable Energy Training: An increase of $3.2 million to support the Clean Technology and Renewable Energy Job Training, Career Technical Education, and Dropout Prevention Program which creates school-business partnerships  that provide occupational training for at-risk high school students in areas such a conservation, renewable energy, and pollution reduction.

County Offices of Education: The May Revise includes an increase of $14.6 million in 2010-11 and $13.9 million in 2011-12 for updates to unemployment insurance, PERS, average daily attendance growth, and deficit factor adjustments.
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