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On January 9, the Governor Brown released his proposed 2014-15 budget, reflecting a total of $6.3 billion dollars in unanticipated revenues from 2012-13 to 2014-15, as a result primarily from personal income tax revenue growth.

I. Proposed 2014-15 State Budget-General Comments

The Governor’s proposed 2014-15 State Budget emphasizes paying down budgetary debt and longer-term liabilities, including a $2.3 billion fund reserve at the end of 2014-15. This reserve is comprised of $1.6 billion in a “rainy day” fund created by Proposition 58 and $693 million in the traditional reserve fund. Increases in personal income tax (PIT) collections—driven largely by soaring stock prices in 2013—have significantly improved the state’s budget condition. 

Much of the large projected revenue growth is to be used for Proposition 98 budget to pay down $6.2 billion in school and community colleges deferrals. The budget proposes to use $1.6 billion in payments for the state’s prior deficit financing bonds. The Governor’s proposed budget also includes a plan for allocating $850 million in cap–and–trade auction revenues and proposes $618 million to address the state’s water challenges. Further, the budget includes $815 million for deferred maintenance infrastructure projects. 

The Governor’s budget proposes a constitution amendment for the creation of a rainy–day fund that would replace the current Rainy Day Fund (ACA 4) provisions. This measure is scheduled to be on the November 2014 ballot. The intent of the new rainy day fund would be to “reduce revenue volatility” by basing the size of a required deposit on capital gains–related revenues—the principal source of state revenue volatility. The Governor’s proposal includes creating a “Proposition 98 Reserve”.

A portion of the proposed required rainy–day fund deposit would go into creating a Proposition 98 reserve, where spikes in funding would instead be saved for future years of decline. The intent is to smooth school spending to prevent damage caused by cuts. The reserve would make no changes to the guaranteed level of funding dedicated to schools under Prop 98.

II. Proposed 2014-15 K-12 Budget 

A. Proposition 98

The Governor’s budget includes $11.8 billion in Proposition 98 spending increases. Of that amount, $7.6 billion is designated as 2014–15 Proposition 98 spending, $3.7 billion is additional funding attributable to 2012–13 and 2013–14, and $503 million is attributable to earlier years. Of the $11.8 billion, $6.8 billion is designated for one–time purposes and $5 billion for ongoing purposes. 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).

1. 2012–13 Minimum Guarantee Up $1.9 Billion. The administrations 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 plan 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 assumed in the 2013–14 budget plan, and the remainder is due to an increase in baseline property tax revenues. Though the Governor’s estimate of the minimum guarantee has increased, the estimate of 2012–13 Proposition 98 spending is $130 million lower, primarily due to lower–than–expected student attendance. The higher minimum guarantee combined with lower–than–expected costs create a total “settle–up” obligation of $2 billion.

2. 2013-14 Minimum Guarantee Up $1.5 billion.  The proposed budget revised estimate for the 2013–14 minimum guarantee is $56.8 billion, a $1.5 billion increase from the amount assumed in the 2013–14 budget plan. This increase is due to the higher 2012–13 minimum guarantee and higher year–to–year growth in per capita General Fund revenues, offset slightly by lower–than–anticipated growth in student attendance. 

3. 2014–15 Minimum Guarantee $4.7 Billion Above Revised 2013–14 Level. The Governor’s budget proposes $61.6 billion in total Proposition 98 funding for 2014–15. This is $4.7 billion higher than the revised 2013–14 spending level. The increase is driven by strong growth in General Fund revenue and increases in property tax revenues. 

4. Other Major Proposition 98 Proposals. The Governor’s proposed budget provides $7.6 billion in policy–related spending increases. Of this amount, $5.2 billion reflects program augmentations and $2.5 billion is for paying down the last of school ($2.2 billion) and community college ($236 million) deferrals. The largest programmatic augmentation is for the school district LCFF. 

B. Governor Proposes to “Pay Down Debt”.  The Governor’s proposed budget plans to retire all “wall of debt” obligations, including school and community college obligations, by the end of 2017–18. The state currently has a total of $11.5 billion in such outstanding school and community college obligations—$6.2 billion in deferrals (late payments), $4.5 billion in unpaid mandate claims, $462 million for ERP, and $410 million for the Quality Education Investment Act (QEIA). 

1. School and Community College Deferrals. The Governor proposes to pay down all $6.2 billion in outstanding school and community college deferrals by the end of 2014–15. 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 higher 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 paying down the deferrals.

2. QEIA Payment. QEIA provides funding to low–performing schools for various improvement activities and to community colleges for career technical education. Through the QEIA program, additional funding to schools and community colleges is proposed as part of a Proposition 98 settle–up agreement relating to 2004–05 and 2005–06. Although current law requires a $410 million payment to fully retire the state’s 2004–05 and 2005–06 settle–up obligations, the estimated costs of the QEIA 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 Emergency Repair Program (ERP) (See below).

3. Emergency Repair Program (ERP). The ERP was created in 2004 through legislation as a result of the Williams settlement. The ERP is to provide low–performing schools with a total of $800 million for emergency facility repairs. Of the $188 million proposed for ERP in 2014–15, $94 million is being redirected from freed–up QEIA funds and $94 million is from unspent prior–year Proposition 98 funds. Under the Governor’s proposal, the state would continue to have $274 million in outstanding ERP obligations at the end of 2014–15.

4. Remaining “Wall of Debt”. The Governor proposes to retire all remaining wall of debt obligations in the following three years, with all obligations paid off by 2017–18. In 2015–16, the Governor proposes to provide $1.5 billion to retire the state’s outstanding Proposition 98 settle–up obligation. Because settle–up payments can be provided to schools and community colleges for any purpose, the Governor proposes to dedicate these settle–up funds for repaying the remaining $274 million owed for ERP and paying off $1.2 billion in outstanding mandate claims. The remaining $3.2 billion in mandate–claim payments would be spread across 2016–17 and 2017–18.

C. Local Control Funding Formula (LCFF). The proposed 2014-15 budget reflects a  $4.5 billion increase in LCFF funding, an 11 percent year–to–year increase. This proposed increase is estimated to eliminate approximately 28 percent of the funding gap between school districts’ 2013–14 funding levels and the LCFF full implementation rates. The California Legislative Analyst Office estimates the 2014–15 per pupil LCFF funding level would be approximately 80 percent of the full implementation rates. 

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.

The Governor also proposes to add two categorical programs to the LCFF—Specialized Secondary Programs ($4.8 million) and agricultural education grants ($4.1 million). School districts receiving funding for these two programs in 2013–14 would now 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. The Governor’s plan also provides county offices of education (COEs) with an additional $26 million in LCFF funding. The administration projects that this increase will be sufficient to provide COEs their full LCFF target rates in the budget year.

The Governor also proposes statutory changes to the LCFF requiring that a specified percentage of annual Proposition 98 funding automatically be dedicated to LCFF each year (the exact percentage has yet to be determined). Under current law, prior–year LCFF appropriations are continuously appropriated (these appropriations are automatically made to school districts) even without an approved state budget. Increases in LCFF funding, however, are made at the discretion of the Legislature and must be approved in the annual budget. Under the Governor’s proposal, the Legislature effectively would have no role in making this key determination moving forward.

D. Other Proposals

1. COLA for non-LCFF programs: Provides $82 million to fund a 0.86 percent COLA for most K–12 categorical programs and community college apportionments.

2. Pupil Testing: Provides a $46.5 million increase for pupil testing to reflect the higher cost of administering new standardized tests aligned to the Common Core State Standards. This funding will allow the state to implement the full array of SBAC assessments, including formative assessments.

3. Mandates:  Proposes to add three mandates—Uniform Complaint Procedures, Public Contracts, and Charter Schools IV—to the Mandate Block Grant. 

4. Energy Efficiency Investments: Proposes $363 million from Proposition 39 revenues (the California Clean Energy Jobs Act of 2012) available in 2014-15 as follows:

· $316 million to K-12 school districts for energy efficiency project grants

· $39 million to community college districts for energy efficiency project grants

· $5 million to the Californian Conservation Corps to provide technical assistance to school districts

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

5. Charter Schools: Proposes an increase of $74.3 million in Proposition 98 funds to reflect an increase in charter school ADA.

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

7. Independent Study. To facilitate the use of online instruction, the Governor proposes to create a simplified independent study program for grades 9–12. The Governor’s proposal would allow independent study programs to choose to translate each course into an equivalent number of hours for purposes of generating funding. The Governor also proposes to allow student–teacher ratios in these courses to exceed limits established by current law, provided these changes are collectively bargained by local education agencies.

8. Maintenance Factor Payment: Provides $3.4 billion in maintenance factor payments.

9. Local Property Tax Adjustments: Provides for an increase of $287 million in Prop 98 funds for school district and county office of education LCFF in 2013-14 as a result of lower offsetting property tax revenues. A decrease of $529.7 million in Prop 98 General Funds for school districts and county offices of education in 2014-15 as a result of increased offsetting property tax revenues.

10.  ADA: A decrease of $214.5 million in 2013-14 for the school district and county office of education LCFF as a result of a decrease in projected ADA from the 2013 Budget Act. A decrease of $42.0 million 2014-15 for school districts and county offices of education as a result of projected decline in ADA for 2014-15.

11.  Special Education: A decrease of $2.2 million in Prop 98 General Funds to reflect a decline in Special Education ADA.

III. General Comments:

a. Improved Revenues for California. California has begun to make significant headway regarding budget stability as a result of increased revenues primarily due to increased Personal Income Tax (PIT). Across the four fiscal years, the Governor’s budget forecast for PIT revenue is $7.6 billion above the 2013–14 Budget Act estimate. This total consists of higher estimates of $56 million in 2011–12 and prior years, $1.4 billion in 2012–13, $3.5 billion in 2013–14, and $2.6 billion in 2014–15. 

b. Continued investment in public education. The governor continues to invest in public education, providing approximately $10 billion for public education and proposing to pay off all of the remaining deferrals.

c. Dedicating a certain percentage in Proposition 98 for LCFF: Increases in LCFF funding are made at the discretion of the Legislature and must be approved in the annual budget. Under the Governor’s proposal, the Legislature effectively would have no role in making this key determination moving forward. Per the Legislative Analyst Office, under the Governor’s proposal, the Legislature effectively would have no role in making this key determination moving forward.

d. Implementation of the CCSS: Unfortunately the governor fails to provide any additional resources for the implementation of the Common Core State Standards even though $46.5 million if proposed to implement the provisions of the revised student assessment system.

e. CalSTRS-Teacher’s Pension System. The Legislative Analyst Office suggests that the state set aside some money during the 2014–15 budget process—when the state is experiencing a significant influx of revenues—in anticipation of the state’s adoption of a long–term CalSTRS funding plan.

f. “Rainy Day Fund” Changes: As stated, the governor proposes changes to the current Rainy Day fund. In the past, any discussion regarding this fund or any budget stabilization account has had significant and negative impacts on Prop 98. While some assurances have been provided that the minimum Prop 98 guarantee will not be affected, this proposal must be closely monitored.

As is always the case, there is something in the budget that people hate or love. This is the beginning of the 6-month budget debate evolving as it proceeds through the legislative budget process. Stay tuned for more updates and information as the budget hearings begin.
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