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To the Members of the Senate and the Assembly of the California Legislature:

With a decade of intractable deficits behind us, California is poised to take advantage of the recovering economy
and the tens of thousands of jobs now being created each month. Each of you can be rightfully proud of the
role you played in helping to make this happen. In 2012, of course, the voters completed our task by approving
Proposition 30 and its seven years of increased tax revenues.

The 2014-15 Budget continues our investment in schools by providing $10 billion this year alone to give

California students a much better chance to succeed. The Budget also provides new money for our colleges

and universities with a focus on getting students their degrees in a timely manner. [t also funds the expansion of
health care coverage to millions of Californians and avoids the early release of serious and violent offenders, while
taking important steps to reduce future crime.

Given the vagaries of the business cycle, and particularly the volatility of capital gains income, we must be
ever vigilent in the commitment of public funds. In addition, past budgetary borrowing, unfunded retirement
obligations, bond costs, and deferred maintenance have created a mountain of long-term liabilities that

totals hundreds of billions of dollars. In the face of such liabilities, our current budget surplus is rather modest.
That is why wisdom and prudence should be the order of the day.

With respect,

Edmund G. Brown Jr.

STATE CAPITOL « SACRAMENTO, CALIFORNIA 95814 - (916) 445-2841
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INTRODUCTION

INTRODUCTION

ince 2011, the State of California’s fiscal situation has dramatically turned around.

The 2013-14 Budget was the state’s most fiscally responsible budget in well over
a decade. Under current estimates, the year-to-year gaps between spending and
revenues have been erased for the foreseeable future. The overhang of billions of dollars
in budgetary debt accumulated in prior years has been reduced. The surging stock market
has given the state a capital gains tax revenue windfall of several billion dollars.

By making targeted expenditures, the 2014-15 Governor’s Budget builds upon last

year's investments in K-12 education, higher education, and health and human services.
The Budget also takes further steps to reduce global warming with targeted investments
of Cap and Trade auction proceeds, and makes strides towards a sustainable water policy.

Despite the recent improvements in our budget situation, there remain a number of major
risks that threaten the state’s new-found fiscal stability, including the remaining budgetary
debt and hundreds of billions of dollars in longer term liabilities.

The state's fiscal history is riddled with budgets that made permanent
obligations—both spending increases and tax cuts—based on temporary

revenue increases. After these spikes in revenues disappeared—as they always
do—the state was forced to cut programs and raise taxes. This Budget seeks to avoid
this unproductive boom-and-bust cycle. Instead of using one-time revenues to spend on
permanent programs, it instead uses that money to make the state’s first deposit into

its Rainy Day Fund since 2007, repay money owed to our schools, pay off the Economic
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Recovery Bonds sold to balance the budget in 2004, and make one-time investments

to shore up the state’s aging infrastructure. This Budget also proposes a constitutional
amendment to strengthen California’s Rainy Day Fund so we can pay off our longer term
liabilities and be prepared for any future decreases in revenue.

ACHIEVING AND MAINTAINING FISCAL BALANCE

When Governor Brown took office in 2011, the state faced a $26.6 billion immediate
budget problem and estimated annual gaps between spending and revenues of roughly
$20 billion. The last three budgets rejected the previous reliance on gimmicks, borrowing,
and deferrals. The budgets addressed the $20 billion annual deficit through temporary
taxes approved by the voters and spending cuts, primarily in corrections, health and
human services, and education. In total, these budgets provided three dollars of spending
cuts for every dollar in temporary tax revenues approved by the voters.

Three years later, the state is now on its most stable fiscal footing in more than a decade.
While the overall economy has modestly improved in fits and starts, the stock market
soared through most of 2013. Consequently, 2013-14 and likely 2014-15 revenues will

be driven upwards on the strength of capital gains. The Budget assumes that the state
will receive about $4 billion in these windfall capital gains revenues above the amount
received in “normal” years. Yet, as shown in Figure INT-01, it is clear that capital gains
rarely have normal years. Instead, they tend to be extremely volatile: bulleting upwards
only to crash dramatically shortly thereafter.

Figure INT-01
Capital Gains are Extremely Volatile
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In addition, the quarter-cent sales tax increase under Proposition 30 will expire at the
end of 2016, and the income tax rates on the state’s wealthiest residents will expire

at the end of 2018. The combination of the capital gains surge and the temporary
Proposition 30 revenues should leave no doubt that the state’'s modest surplus must be
carefully guarded.

Maintaining the stability of the past year will require fiscal restraint. There are numerous
risks, each of which could hit the state’s budget to the tune of hundreds of millions,

or billions, of dollars. Navigating the following risks and pressures will require fiscal
discipline so the state maintains the capacity to weather those that do materialize.

o  Threat of Recession—The Budget assumes the continued modest economic
expansion of the past couple of years. Yet, economic expansions do not last forever.
In the post-war period, the average expansion has been about five years; the longest
expansion was ten years. As of December 2013, the current expansion has lasted
four-and-a-half years. While there are few signs of immediate contraction, we know
from history that another recession is inevitable.

o  Federal Fiscal Challenges—The recent federal budget provides greater stability
to the federal government's fiscal situation, after a tumultuous October when
operations shut down. Yet, the federal government still faces both short-
and long-term fiscal issues, including the need to raise the debt ceiling in February.
As has been common in the past, the federal government could shift costs to the
state to address its own fiscal challenges.

o  Capital Gains—As described above, capital gains are the state's most volatile
revenue source. With an estimated 9.9 percent of the General Fund tax revenues
relying on capital gains in 2014-15, the Budget is heavily dependent on the continued
performance of the stock market.

e Prison Population Cap—At the time the Budget was prepared, negotiations
were ongoing regarding a time extension for the state to meet the court-ordered
137.5 percent of capacity threshold. The Budget assumes that the federal court
grants a two-year extension to meet the cap. However, if that extension is not
granted, the state will have to spend more on short-term capacity (and reconsider
proposed rehabilitation expenditures) to avoid the early release of prisoners who
committed serious or violent crimes.

«  Redevelopment Dissolution—Between 2011-12 and 2014-15, cities, counties,
special districts, and schools are estimated to receive over $7 billion in revenues that
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previously would have been spent by redevelopment agencies. These dollars have
been invested in core local public services such as police and fire protection, and have
been critical to the state balancing its budget. However, recent court decisions,

if finalized and upheld, would put more than $3 billion of these funds at risk.

Health Care Costs—Medi-Cal is the budget's second largest program. Additionally,
the state provides health benefits to its own employees and retirees. As the state
implements federal health care reform, budgetary spending will become even
more dependent on the rate of health care inflation. If this inflation rises faster than
expected, annual General Fund spending could quickly rise by hundreds of millions
of dollars.

Debts and Liabilities—The state’s budget challenges have been exacerbated by the
Wall of Debt—an unprecedented level of debts, deferrals, and budgetary obligations
accumulated over the prior decade. Recent state budgets have reduced this debt
from $34.7 billion to $24.9 billion. In addition, the state faces hundreds of billions

of dollars in other long-term cost pressures, debts, and liabilities. As shown in
Figure INT-02, retirement-related unfunded liabilities total $218 billion. Combined
with the other liabilities shown in Figure INT-03, total long-term liabilities stand at
$355 billion. These liabilities will constrain the state’s finances in the future.

Figure INT-02 Figure INT-03
Unfunded Retirement Liabilities California's Long-Term Liabilities
($ in Billions) .
State Retiree Health $63.8 (3 in Billions)
. Proposition 98 Maintenance Factor $4.5
State Employee Pensions 45.5
Unemployment Insurance Debt 8.8
Teacher Pensions 80.4
Wall of Debt 24.9
University of California Employee Pensions 12.0 . N
Unfunded Retirement Liabilities 217.8
Uni ity of California Retiree Health
niverstly of Lalifornia Refiree Hea 13.0 Deferred Maintenance 64.6
Judges' Pensions — 31 Unissued Bonds 33.9
Total $217.8 Total 93545
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CONTINUING TO INVEST IN EDUCATION

Proposition 30 was premised on the need to increase funding for education. For the

first time since the recession began in 2008, the 2013-14 Budget invested in, rather

than cut, education spending. Increasing revenues offer the opportunity for the 2014-15
Budget to advance this reinvestment even further through an infusion of $10 billion in
new Proposition 98 funding this year and billions more in the next few years. As shown
in Figure INT-04, the minimum guarantee of funding for K-14 schools was $56.6 billion in
2007-08 and sank to $47.2 billion in 2011-12. From this recent low, funding is expected to
grow to $69.6 billion in 2017-18, an increase of $22 billion (47 percent).

Figure INT-04
Budget Continues to Invest in Education
(Dollars in Billions)
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K-12 EDUCATION

For K-12 schools, funding levels will increase by $3,410 per student through 2017-18,
including an increase of more than $2,188 per student in 2014-15 over 2011-12 levels.
This reinvestment provides the opportunity to correct historical inequities in school
district funding with continued implementation of the Local Control Funding Formula.
By committing the most new funding to districts serving low-income students, English
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language learners, and youth in foster care, the Budget supports real equal opportunity for
all Californians.

HiGHER EDUCATION

The budget plan also invests in the state’s higher education system to maintain the quality
and affordability of one of California’s greatest strengths. The Budget provides stable
funding growth over multiple years and eliminates the need for further tuition increases.
By developing multiyear sustainability plans and focusing on reducing the time it takes a
student to successfully complete a degree, the universities can ensure their systems are
financially viable over the long term. Increased funding must be tied to getting students
their degrees in a timely manner, not just admitting more students. The community
college and the university systems must work together to develop innovative and
ambitious approaches so students can successfully complete their degrees, and the
Budget includes grant funding to encourage these innovations. The Budget expands
community colleges’ recent efforts to improve student success, with a particular focus on
achievement in underrepresented student groups.

STRENGTHENING THE SAFETY NET

While the state has made very difficult programmatic reductions over the past three
years, California has maintained its safety net for the state’s neediest and most
vulnerable residents. Compared to other states, California provides broader health

care coverage to a greater percentage of the population, including in-home care and
guarantees access to services for persons with developmental disabilities. California
makes available higher cash assistance to families, continues that assistance to children
after their parents lose eligibility, and provides extensive child care to working families
with children up to age 13. Finally, the state provides generous financial aid to those
seeking higher education.

«  The implementation of federal health care reform will provide health care coverage
to millions of Californians over the next few years. The Budget commits $670 million
in new General Fund spending to fund the expansion of Medi-Cal benefits,
including mental health, substance use disorder, adult dental, and specialized
nutrition services.

o The increase in the minimum wage by 25 percent to $10 per hour by the start of
2016 will provide a needed income boost to many working Californians.
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e Grants provided under CalWORKSs are currently below the level provided in 1987.
The Budget funds a 5-percent grant increase, and creates a three-year pilot program
for the state’s most vulnerable low-income families with children to provide stable
child care and to remove barriers to employment.

STRENGTHENING OUR INFRASTRUCTURE

The construction and maintenance of key physical infrastructure is one of the core
functions of state government. Infrastructure and capital assets allow for the delivery

of public services and the movement of goods across the state—both essential
components in fostering the state’s long-term economic growth. Despite the investment
of tens of billions of dollars over the past decade, the state's identified infrastructure
needs for both new construction and maintenance continue to grow.

The Budget includes the release of the state’s five-year infrastructure plan for the

first time since 2008. Rather than solely focusing on new projects, the plan identifies
the costs of maintaining the state’s existing assets—an estimated $64.6 billion in
deferred maintenance. By finally addressing this backlog of deferred maintenance,
the state will keep its assets functioning longer and reduce the need to build costlier
new infrastructure. The Budget includes an $815 million package of funding for critical
deferred maintenance in state parks, highways, local streets and roads, K-12 schools,
community colleges, courts, prisons, state hospitals, and other state facilities.

ADDRESSING CLIMATE CHANGE AND WATER SUSTAINABILITY

The California Global Warming Solutions Act of 2006 (AB 32) established California as a
global leader in reducing greenhouse gas emissions. To advance this effort, the Budget
proposes to invest $850 million of Cap and Trade auction proceeds to support existing
and pilot programs that will reduce greenhouse gases, with a particular emphasis on
assisting disadvantaged communities. The plan includes the repayment of $100 million
that was loaned to the General Fund in 2013-14, with the remaining balance being repaid
within the next few years. The proposed projects will modernize the state’s rail system,
including high-speed rail, encourage local communities to develop in a sustainable
manner, reduce transportation emissions, increase energy, water, and agricultural
efficiency, restore forests in both urban and rural settings, and create incentives for
improved recycling.

GOVERNOR’S BUDGET SUMMARY - 2014-15 7



INTRODUCTION

Likewise, the Budget supports improved management of our water resources. The Water
Action Plan identifies key steps over the next five years to craft more sustainable

water policies. The Budget proposes $619 million in expenditures to support the plan’s
efforts to expand water storage capacity, improve drinking water in communities where
available supplies are substandard, increase flood protection, and increase regional
self-reliance. The Cap and Trade and Water Action Plans are integrated efforts to address
the state’s environmental challenges in the coming decades. For instance, a portion

of the Cap and Trade proceeds will be used to improve water efficiency and restore
wetlands and watersheds—key goals of the water plan.

PAYING DOWN DEBTS AND LIABILITIES
AND SAVING FOR A RAINY DAY

The state’s modest surplus is a welcome reprieve from recent budget crises. The source
of the surplus—a windfall from volatile capital gains—and the temporary Proposition 30
tax revenues means that the surplus will be short-lived. As shown in Figure INT-05,
since 2000, the state has had two short periods that lacked budget deficits. Yet based
on the rapid turn of the stock market, capital gains, and the economy, these periods

of fiscal balance quickly turned into budget crises. Both times, in January 2001 and in

Figure INT-05
Balanced Budgets Have Been Quickly
Followed by Huge Deficits"
(Dollars in Billions)
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January 2007, the state's finances plunged by $40 billion in just two years and forced the
state to cut programs and raise taxes. During these short periods of revenue growth,

the state made ongoing commitments presuming that the growth would be permanent.
Learning from the state’s recent history and seeking to avoid the same traps of the past,
the Budget uses the surplus to pursue two goals that enhance the state’s long-term fiscal
capacity—paying down debts and liabilities, and saving a portion for a rainy day.

PAYING DOWN DEBTS AND LIABILITIES

In 2011, the Wall of Debt’s level of outstanding budgetary borrowing totaled $34.7 billion.
As shown in Figure INT-086, the debt has already been reduced to less than $25 billion.
The Budget reduces this debt by more than $11 billion this year, and fully eliminates it by
2017-18. No longer will billions each year be needed to pay for the expenses of the past,
instead of meeting current needs. The three key Budget proposals are:

Figure INT-06

Budget Plan Would Eliminate the Wall of Debt
(Dollars in Billions)

End of End of End of End of
2010-11 " 2013-14 7 2014-15 % 2017-18 ¥

Deferred payments to schools and community colleges $10.4 $6.1 $0.0 $0.0
Economic Recovery Bonds 7.1 3.9 0.0 0.0
Loans from Special Funds 5.1 3.9 2.9 0.0
Unpaid costs to local governments, schools and community 4.3 5.4 5.4 0.0
colleges for state mandates

Underfunding of Proposition 98 3.0 2.4 1.8 0.0
Borrowing from local governments (Proposition 1A) 1.9 0.0 0.0 0.0
Deferred Medi-Cal Costs 1.2 1.8 1.7 0.0
Deferral of state payroll costs from June to July 0.8 0.8 0.8 0.0
Deferred payments to CalPERS 0.5 0.4 0.4 0.0
Borrowing from transportation funds (Proposition 42) 0.4 0.2 0.1 0.0
Total $34.7 $24.9 $13.1 $0.0

" As of 2011-12 May Revision
? Based on 2013 Budget Act policies

¥ As of 2014-15 Governor's Budget

e Eliminate School Deferrals—During the height of the recession, the state deferred
almost 20 percent of annual payments to schools and community colleges,
meaning that schools and colleges received one-fifth of their funds a year after
they spent them. Some schools and colleges were able to borrow to manage
these deferrals, while others had to implement the deferrals as cuts. Those that
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borrowed incurred substantial interest costs, which led to dollars being taken out
of the classroom. The Budget proposes repayment of the $6 billion in remaining
deferred payments, providing certainty of funding and eliminating borrowing costs.

«  Pay off the Economic Recovery Bonds— Years of failing to balance the state
budget led to the voters approving $15 billion in Economic Recovery Bonds in 2004
to cover budget deficits from as far back as 2002. Today, the state continues to
dedicate $1.6 billion in annual sales tax revenues to service this debt. By making
a supplemental payment of $1.6 billion this year, the state will retire the last of the
bonds and finally finish paying for the 2002-03, 2003-04, and 2004-05 budgets.

e« Make Early Loan Payments—The Budget makes early payments on two
loans—transportation loans totaling $340 million and the Cap and Trade loan
totaling $100 million. By paying down these debts, the state is able to make the
critical investments in maintaining the state’s highways and roads, and addressing
climate change.

The Wall of Debt is the state’s most immediate liability constraining the ability of the
state to emerge from its fiscal troubles. However, it is only a subset of the state’s

many long-term liabilities. As shown in Figure INT-03, the future liabilities—to schools,
public employees’ pensions and retirement health benefits, infrastructure debt, deferred
maintenance, and unemployment insurance—total $355 billion. These liabilities were
built up over decades, and likewise, it will take decades to pay them off. Not all of

the costs will fall upon the state’s General Fund. However, it is critical that the state
develop a plan to address these liabilities which will crowd out the state’s ability to take
on new ongoing commitments. The Budget begins the process of making a dent in
these liabilities, such as with a $3.4 billion Proposition 98 maintenance factor payment
and the $815 million deferred maintenance package. In other cases, such as for the
unemployment insurance and teachers’ retirement liabilities, the Administration will spend
the coming year working with stakeholders to craft strategies to address them.

SAVING FOR A RAINY DAY

Equally important as addressing the state’s long-term liabilities is saving some funds

for the state’s next budget shortfall. The state’s tax structure requires those residents
who can most afford it to pay the greatest share of their incomes. This progressive tax
system creates a heavy dependence on capital gains and the state’s wealthiest residents,
with one key downside being that revenues swing both up and down quickly. Instead
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of shifting the overall tax burden to be less progressive, a preferred option is to better
manage the revenue spikes.

The state’s voters took the first step in this direction with the passage of Proposition 58
in 2004. For the first time, the Constitution required the state to adopt a balanced
budget and directed 3 percent of annual revenues into a Rainy Day Fund, the Budget
Stabilization Account. Yet, in only a few years, the weaknesses in Proposition 58 have
become clear. The state has suspended the rainy day transfer every year since 2007.
There are no restrictions on when deposited funds can be withdrawn, and the deposits
(unless suspended) are required in equal amounts in both the lean and abundant years.

In 2010, the Legislature passed a constitutional amendment, ACA 4, as an effort to
strengthen the state’s Rainy Day Fund. It is scheduled to be on the November 2014 ballot.
It would be a clear improvement over the existing structure—tightening the rules on
when deposits should be made and when withdrawals are allowable. Yet, it does not give
the state the option to pay off its liabilities, does nothing to address the sharp ups and
downs of Proposition 98, and bases deposits on revenues from the past 20 years rather
than on spikes in capital gains.

In lieu of Proposition 58 and ACA 4, the Budget proposes a constitutional amendment to
strengthen the Rainy Day Fund. The key components are:

e Basing deposits on when capital gains revenues rise to more than 6.5 percent of
General Fund tax revenues.

o  Creating a Proposition 98 reserve, whereby spikes in funding would instead be
saved for future years of decline. This would smooth school spending to prevent the
damage caused by cuts. The reserve would make no changes to the guaranteed
level of funding dedicated to schools under Proposition 98.

e Doubling the maximum size of the Rainy Day Fund from 5 percent to 10 percent
of revenues.

o Allowing supplemental payments to the Wall of Debt or other long-term liabilities in
lieu of a year's deposit.

e Limiting the maximum amount that could be withdrawn in the first year of a
recession to half of the fund'’s balance. This will ensure that the state does not overly
rely on the fund at the start of a downturn.
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The Administration will work with the Legislature to replace ACA 4 with this improved
amendment to be placed on the November 2014 ballot. In the meantime, the Budget
makes a down payment on saving for a rainy day by making the constitutional 3-percent
deposit for 2014-15. Under current constitutional provisions, half goes to make a
supplemental payment to pay off the Economic Recovery Bonds as described above and
the other half—$1.6 billion—will be deposited into the Rainy Day Fund.

The Budget proposes a multiyear plan that is balanced, pays off budgetary debt from past
years, saves for a rainy day, and makes wise investments in education, the environment,
public safety, infrastructure, and California’s extensive safety net.
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This section provides various statewide budget charts and tables.
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SUMMARY CHARTS

Figure SUM-01
2014-15 Governor's Budget
General Fund Budget Summary
(Dollars in Millions)

2013-14 2014-15

Prior Year Balance $2,528 $4,212
Revenues and Transfers $100,147 $104,503
Total Resources Available $102,675 $108,715
Non-Proposition 98 Expenditures $57,515 $61,731
Proposition 98 Expenditures $40,948 $45,062
Total Expenditures $98,463 $106,793
Fund Balance $4,212 $1,922
Reserve for Liquidation of Encumbrances $955 $955
Special Fund for Economic Uncertainties $3,257 $967
Budget Stabilization Account/Rainy Day Fund - $1,591
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Figure SUM-02

General Fund Expenditures by Agency
(Dollars in Millions)
Change from 2013-14

2013-14 2014-15 Dollar Percent
Change Change

Legislative, Judicial, Executive $2,694 $2,844 $150 5.6%
Business, Consumer Services & 646 745 99 15.3%
Housing
Transportation 151 212 61 40.4%
Natural Resources 2,127 2,175 48 2.3%
Environmental Protection 47 54 7 14.9%
Health and Human Services 28,330 28,793 463 1.6%
Corrections and Rehabilitation 9,361 9,560 199 2.1%
K-12 Education 41,333 45,251 3,918 9.5%
Higher Education 11,173 12,377 1,204 10.8%
Labor and Workforce Development 298 268 -30 -10.1%
Government Operations 753 685 -68 -9.0%
General Government:

Non-Agency Departments 519 610 91 17.5%

Tax Relief/Local Government 420 437 17 4.0%

Statewide Expenditures 611 1,191 580 94.9%
Supplemental Payment to the - 1,591 1,591 100.0%
Economic Recovery Bonds
Total $98,463 $106,793 $8,330 8.5%

Note: Numbers may not add due to rounding.

Figure SUM-03
2014-15
General Fund Expenditures
(Dollars in Millions)

Higher Education
($12,377)
11.6%

K-12 Education Other
($45,251) ($8,6037)
42.4% 8.1%

Natural Resources
($2,175)
2.0%

Health
($21,815)
20.4%

Corrections and .
Rehabilitation Human Services

9.560 ($6,978)
($90% ) 6.50/0
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Figure SUM-04
General Fund Revenue Sources
(Dollars in Millions)
Change from

2013-14

Dollar Percent

2013-14 2014-15 Change Change
Personal Income Tax $64,287 $69,764 $5,477 8.5%
Sales and Use Tax 22,920 24,071 1,151 5.0%
Corporation Tax 7,971 8,682 711 8.9%
Insurance Tax 2,143 2,297 154 7.2%
Alcoholic Beverage Taxes and Fees 350 357 7 2.0%
Cigarette Tax 89 86 -3 -3.4%
Motor Vehicle Fees 20 20 0 0.0%
Other 2,367 817 -1,550 -65.5%
Subtotal $100,147 $106,094 $5,947 5.9%
am s oo
Total $100,147 $104,503 $4,356 4.3%

Note: Numbers may not add due to rounding.

Figure SUM-05
2014-15
General Fund Revenues and Transfers
(Dollars in Millions)

Sales and Use Tax
($24,071)
22.7%

Other
($1,280)
1.2%

Corporation Tax

($8,682)
Personal Income Tax 8.2%
($69,764)
65.8% Insurance Tax
($2,297)
2.1%

" Excludes $1,591 million transfer to Rainy Day Fund.
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Figure SUM-06
2014-15 Total State Expenditures by Agency
(Dollars in Millions)

General Special Bond
Fund Funds Funds Totals

Legislative, Judicial, Executive $2,844 $2,920 $226 $5,990
Business, Consumer Services & Housing 745 775 60 1,580
Transportation 212 8,319 1,702 10,233
Natural Resources 2,175 1,392 990 4,557
Environmental Protection 54 2,651 427 3,132
Health and Human Services 28,793 19,259 - 48,052
Corrections and Rehabilitation 9,560 2,408 - 11,968
K-12 Education 45,251 102 408 45,761
Higher Education 12,377 43 338 12,758
Labor and Workforce Development 268 612 880
Government Operations 685 236 13 934
General Government

Non-Agency Departments 610 1,510 2 2,122

Tax Relief/Local Government 437 1,762 - 2,199

Statewide Expenditures 1,191 1,990 - 3,181
Supplemental Payment to the Economic 1,591 - - 1,591
Recovery Bonds
Total $106,793 $43,979 $4,166 $154,938

Note: Numbers may not add due to rounding.

Figure SUM-07
2014-15
Total State Expenditures
(Including Selected Bond Funds)
(Dollars in Millions)

Corrections and
Rehabilitation
($11,968)

7.7%

Human Services
($16,868)
10.9%

K-12 Education
($45,761)
29.5%

Health
($31,184)
20.1%

Transportation
($10,233)
6.6%
Other Higher Education
($26,166) ($12,758)
17.0% 8.2%
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Figure SUM-08
2014-15 Revenue Sources
(Dollars in Millions)

Change
General Special From

Fund Funds Total 2013-14
Personal Income Tax $69,764 $1,587 $71,351 $5,689
Sales and Use Tax 24,071 13,020 37,091 1,978
Corporation Tax 8,682 - 8,682 711
Highway Users Taxes - 5,544 5,644 -470
Insurance Tax 2,297 - 2,297 154
Alcoholic Beverage Taxes and Fees 357 - 357 7
Cigarette Tax 86 726 812 -27
Motor Vehicle Fees 20 6,211 6,231 179
Other 817 16,655 17,472 -2,350
Subtotal $106,094 $43,743 $149,837 $5,871
Transfer to the Budget Stabilization 1,591 1,591 0 0

Account/Rainy Day Fund
Total $104,503 $45,334 $149,837 $5,871

Note: Numbers may not add due to rounding.

Figure SUM-09
2014-15
Total Revenues and Transfers
(Dollars in Millions)

Personal Income

Tax Sales and Use Tax
($71,351) ($37,091)
47.6% 24.8%

Highway Users
Taxes
($5,544)
3.7%
Motor Vehicle Fees
($6,231)
4.2% Insurance Tax Cigarette Tax
($2,297) ($812)
1.5% 0.5%
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KTHRU 12 EDUCATION

alifornia provides instruction and support services to roughly six million students
C in grades kindergarten through twelve in more than 10,000 schools throughout
the state. A system 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 into the workforce or higher education.

INVESTING IN EDUCATION

The Budget includes Proposition 98 funding of $61.6 billion 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 investment 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 significantly increase funding
distributed under the Local 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, ensuring that schools
receive all of their resources on time. During the height of the recession, the state
deferred almost 20 percent of annual payments to schools, meaning that schools received
a significant portion of their funds a year after they spent them. Some school districts
were able to borrow to manage these deferrals, while others had to implement 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 billion 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 result of deferrals.

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

the Proposition 98 Guarantee 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
for 2014-15, 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 restore
and expand base programs and services, including teachers, staffing support, and other
targeted investments.

Figure K12-01
Major Changes to Proposition 98 Guarantee Levels

$65.0 -

$60.0 A $61.6

$55.0 -

$50.0 -

Dollars in Billions

$45.0 -

$40.0 -

2012-13 2013-14 2014-15

m2013-14 Budget Act
02014-15 Governor's Budget
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Although the current trajectory of Proposition 98 funding is positive, the Proposition 98
Guarantee has historically 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 a 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
Proposition 98 Funding

2007-08 to 2014-15
$65.0 -

$61.6

$60.0 - $58.3

$56.6 $56.8
$55.0 4
$51.7
6500 | $49.2 $49.7
$47.2
$40.0 - T T T T T T

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

Dollars in Billions

K-12 PER-PUPIL SPENDING

Reflecting the recent significant increases in Proposition 98 funding, total per-pupil
expenditures from all sources 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

$12,833

$11,985

2013-14 2014-15
mProposition 98  OAIl Funds

IMPLEMENTING THE LocAL CONTROL FUNDING FORMULA

Prior to the adoption of the Local Control Funding Formula, 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 support 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 Local Control Funding Formula. This new formula expands
local control, reduces state bureaucracy, and ensures that student needs drive the

allocation of resources. The new funding formula also promises increased transparency in
school funding—empowering 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.
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The Local Control Funding Formula includes the following major components:

«  Abase 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 adjustment
of 2.6 percent to reflect the cost of operating career technical education programs in
high schools.

« A 20-percent supplemental grant for English learners, students from low-income

families, and youth in foster care to reflect increased costs associated with educating

those students.

e An additional 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 comprise 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-year investment of $4.5 billion in the Local Control Funding

Formula, enough 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 districts,
the Local Control Funding Formula substantially changed district accountability, moving
away from a state-controlled system that emphasized inputs to a locally-controlled
system focused on improving outcomes and accountability. Local school districts are
now empowered to decide the best way to target funds. However, in exchange for
that flexibility, districts are required to 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 local goals in areas that are 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 daily attendance in these courses is calculated on

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

a classroom time equivalent value for every activity assigned to a student engaged in
independent study. Collectively, the requirements 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.
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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:

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

o Maintain the same number of total 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.

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

« Do not result in the local educational agency claiming more than one total unit of
ADA per year for each student enrolled in independent study.

K-12 ScCHOOL FACILITIES

Since 1998, voters have approved approximately $35 billion in statewide general
obligation bonds to construct or renovate public school 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 general obligation bonds, school
districts may use developer fees, local bonds, certificates of participation, and Mello-Roos
bonds to construct additional classrooms 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 play in the future of school facilities 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



K THRU 12 EDUCATION

26

The Administration proposes that any future program be easy to understand and provide
school districts appropriate local control and fiscal incentives. The following problems are
inherent in the current program and must be addressed:

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

e The current program does not compel districts to consider facilities 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
enrollment projections. This often results in financial incentives for districts to
build new schools to accommmodate what is actually modest and absorbable
enrollment growth. These incentives are exacerbated by the fact that general
obligation bond debt is funded outside of Proposition 98.

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

e The current program does not provide adequate local control for districts designing
school facilities plans. Program eligibility is largely based on standardized facility
definitions and classroom loading standards. As a result, districts are discouraged
from utilizing modern educational delivery methods.

Any future program should 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 school facilities, the Budget also includes
the following proposals totaling an investment in school facilities of nearly $400 million:

o Transfer $211 million of remaining School Facility Program bond authority
from the specialized programs to the core new construction ($105.5 million)
and modernization ($105.5 million) programs to continue construction of new
classrooms 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 authority currently remains in the Seismic Mitigation,
Career Technical Education, High-Performance Incentive Grant, and Overcrowding
Relief Grant programs, respectively.
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o Dedicate $188.1 million of one-time Proposition 98 General Fund to the Emergency
Repair Program to provide grants or reimbursement to local educational agencies
for the cost of repairing 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 committed 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 million Proposition 98 General Fund for two-year
planning and implementation grants to regional consortia of community college districts
and K-12 districts, $15.1 million Proposition 98 General Fund Reversion for the Adults in
Correctional Facilities program, and required 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 Chancellor’'s Office to complete the adult
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, and 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 Commmon Core state standards—new standards for
evaluating student achievement in English-language arts and mathematics. Funding is
provided to support necessary investments in professional development, instructional

materials, and technology.
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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 Balanced 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 corporate 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 $363 million of energy efficiency funds available in
2014-15 as follows:

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

e $5 million to the California Conservation Corps for continued technical assistance to
K-12 school districts.

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

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

K-12 BUDGET ADJUSTMENTS

Significant Adjustments:

o K-12 Deferrals—An increase of more than $2.2 billion Proposition 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, to eliminate all remaining outstanding deferral debt
for K-12. Inter-year deferrals for K-12 had reached a high of $9.5 billion in the 2011-12
fiscal year.
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School District Local Control Funding Formula—Additional growth of approximately
$4.5 billion in Proposition 98 General Fund for school districts and charter schools in
2014-15, an increase of 10.9 percent.

County Office of Education Local Control Funding Formula—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 $2.2 million Proposition 98 General Fund to reflect
a decline in Special Education ADA.

Cost-of-Living Adjustment 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 Program. Cost-of-living adjustments for school districts and county offices
of education are provided within the increases for school district and county office of
education Local Control 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 Tax 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 Proposition 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 local control 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.
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K-12 SCHOOL SPENDING AND ATTENDANCE

How ScHooLS 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'

Classroom
Instruction
62.4%

Instructional
Support

Transportation 11.7%

2.7%

Maintenance and

Other General ) ) General Operations
Fund Pupil Se;rwces Administration 10.0%
2.7% 52% 5.3%

Classroom Instruction includes general education, special education, teacher compensation, and special projects.
General Administration includes superintendent and board, district and other administration and centralized electronic
data processing.

Instructional Support includes research, curriculum development and staff development that benefits and supports
student instruction.

Maintenance and Operations includes utilities, janitorial and groundskeeping staff, and routine repair and maintenance.
Pupil Services includes counselors, school psychologists, nurses, child welfare, and attendance staff.

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 their 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-12
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ADA will drop by 7,002 from the 2013-14 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
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o 10%
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and community colleges. The guarantee, 55.0 - . Ei
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which went into effect in the 1988-89
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
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funding at the greater of two calculations

or Tests (Test 1 or Test 2). In 1990, Proposition 111 (SCA 1) was adopted to allow 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 means 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 CalWWORKSs families or former CalWWORKSs families have been
funded for all eligible recipients.
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The major capped programs include General Child Care, Alternative Payment Program,
and Migrant Child Care. CalWWORKSs programs include: Stage 1, administered by the
Department of Social Services, for families on cash assistance whose work activities
have not stabilized; Stage 2, administered by the Department of Education, for those
CalWORKSs 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 child care need.

As discussed in the Health and Human Services Chapter, the Budget includes a
six-county, three-year engagement demonstration pilot to improve the outcome for 2,000
of the most vulnerable, low-income CalWORKSs families by providing licensed subsidized
child care and other services.

Significant Adjustments:

o  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 CalWWORKSs Stage 2 beneficiaries
and a slight decrease in the number of cases. Total base cost for Stage 2 is
$364.1 million.

o Stage 3—An increase of $2.8 million non-Proposition 98 General Fund in 2014-15 to
reflect an increase in the cost-per-case of eligible CalWWORKSs Stage 3 beneficiaries
and a decrease in the number of cases. Total base cost for Stage 3 is $185.8 million.

e 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 million), and a
decrease of $5.9 million to the base grant. Total federal funding is $555.6 million.

GOVERNOR’S BUDGET SUMMARY - 2014-15



Hi1GHER EDUCATION

Hi1GHER EDUCATION

ach year, millions of Californians pursue degrees and certificates or enroll in courses
Eto improve their knowledge and skills at the state’s higher education institutions.
More are connected to the system as employees, contractors, patients,
and community members. California’s system of higher education consists of three
public segments:

e The University of California (UC) educates approximately 243,000 undergraduate and
graduate students and is the primary institution authorized to independently award
doctoral degrees and professional degrees.

e The California State University (CSU) provides undergraduate and graduate
instruction to approximately 434,000 students, and primarily awards baccalaureate
and masters degrees.

e The California Community Colleges (CCC) are publicly supported local educational
agencies that provide open-access educational and vocational programs to
approximately 2.3 million students.

In addition to providing direct support to these three segments, the state also provides
financial aid to students attending public and private postsecondary California institutions
through the Cal Grant program and, beginning in 2014-15, to UC and CSU students
through the Middle Class Scholarship Program. More than 100,000 students received
new Cal Grant awards, and more than 160,000 students received renewal awards in
2012-13.
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INVESTING IN HIGHER EDUCATION

Beginning with the Master Plan in 1960, California’s approach to higher education has
been to heavily subsidize the public segments and keep costs low for university students
and even lower for community college students. Despite significant increases over the
past decade, California institutions continue to have some of the lowest tuition and fee
levels in the country, and the state fully reimburses UC, CSU, and CCC tuition and fee
costs for students with family incomes of up to $101,000 through the Cal Grant and the
CCC Board of Governors Fee Waiver programs. In 2014-15, the Middle Class Scholarship
Program will begin to phase in, offsetting a percentage of tuition and fee costs at UC and
CSU for students with family incomes of up to $150,000. In total, California taxpayers
provide approximately $14.5 billion of annual General Fund support to California’s higher
education system through a combination of general-purpose, categorical program,

and Cal Grant program funding.

As a result of these investments, California public college and university graduates

carry some of the lowest student loan debt burdens compared to graduates from

other states. California students in public and non-profit colleges rank 48™ in student debt
levels—about half of California undergraduates have student debt, averaging $20,300,
compared to more than 70 percent of undergraduates nationally, averaging $29,400.

The recent economic downturn and resulting shortfalls in state revenues required
reductions in the state’s subsidies of public higher education. In response to the
significant cuts in state funding, UC and CSU almost doubled systemwide tuition and fees
from 2007-08 to 2011-12, increasing by $5,556 at UC and by $2,700 at CSU during this
period (see Figure HED-01). These rapid increases—sometimes put in place twice within
a given year—often occurred with little advance notice to students and their families.
Although tuition and fees have been flat since 2011-12, these higher tuition levels remain
a hardship for students and their families, particularly middle-income families who do

not qualify for Cal Grants, although this will be mitigated as the Middle Class Scholarship
Program is implemented.

Given growth in state revenues, the 2013 Budget Act provided a $125.1 million

General Fund increase to both UC and CSU, the first installment of a four-year investment
plan to provide steady and predictable state funding increases through 2016-17. These
multi-year investments, however, are contingent on the segments holding tuition flat at
2011-12 levels through 2016-17: $12,192 for UC and $5,472 for CSU. The Administration
expects the segments to use these funds to maintain affordability, decrease the time it
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Figure HED-01
UC and CSU Expenditures and Undergraduate Tuition and Fees
(Dollars in Millions)

Change from
2007-08
2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 Dollars Percent

uc

General Fund $3,257.4 $2,418.3 $2,591.2 $2,910.7 $2,272.4 $2,377.3 $2,642.9 % $2,793.4 ¢ -$464.0  -14%
Tuition and Fee Revenue 15931 1676.8 20544 22127 3,0226 30188 3,090.8  3,090.8 $1,497.7 94%
Federal Funds - ARRA "/ - 716.5 - 106.6 - - - - -
Total Funds $5,453.3 $5453.4 $5298.1 $5948.2 $6,117.2 $6,274.5 $6,700.3 ¥ $6,818.6 ¥ $1,365.3 25%

Systemwide Tuition and Fees * $6,636 $7,126  $8,373  $10,302 $12,192 $12,192 $12,192  $12,192 $5,556 84%

csu

General Fund ¥ $2,970.6 $2,155.3 $2,345.7 $2,577.6 $1,999.9 2063.5 $2,3459 $2,507.3 ¢ -$4633  -16%
Tuition and Fee Revenue 11763 14061 16306 16819 2,187.0 22195 22610 23118 $1,1355  97%
Federal Funds - ARRA "/ . 716.5 - 106.6 - - - - -
Total Funds 2% $4,487.1 $4616.9 $4,279.9 $4,6745 $4,609.3 $4,746.9 $50720 $5284.14 $797.0  18%

Systemwide Tuition and Fees ®  $2.772  $3048  $4026  $4440 $5472 $5472 §5472  $5472  $2700  97%

" The second round allocations of American Recovery and Reinvestment Act (ARRA) funding from the State Fiscal Stabilization Fund are shown in 2008-09
to more accurately reflect segmental expenditures between the two fiscal years and intent of federal law to backfill 2008-09 reductions.

2 Total funds include general purpose income but exclude self-supporting functions such as auxiliary enterprises and extramural programs.

% Beginning in 2012-13, the costs of health benefits provided to CSU retired annuitants is included in CSU's main General Fund and Total Funds budget, as
reflected in Figure HED-02. However, for purposes of this figure, to compare 2007-08 to 2014-15 funding, these health benefit expenditures are not
included in CSU's funding levels.

4 General obligation bond debt service payments are funded in UC's General Fund budget beginning in 2013-14 and in CSU's General Fund budget
beginning in 2014-15. However, for purposes of this figure, to compare 2007-08 to 2014-15 funding levels, general obligation bond debt service amounts
are not reflected in the segments' General Fund and Total Funds.

5 Tuition and fees are in whole dollars.

takes students to complete a degree, increase the number of students who complete
programs, and improve the transfer of community college students to four-year
colleges and universities. Beginning in March 2014, UC and CSU wiill report annually
on measures that allow for monitoring the progress both segments have made in
meeting expectations.

Higher education continues to be a high priority for investment because widely
accessible, high-quality higher education drives the innovation that fuels California’s
ever-evolving, dynamic economy. Nevertheless, as the state reinvests in higher
education, it cannot fund the business-as-usual model of providing instruction at its
higher education institutions. Both UC and CSU proposed budgets for 2014-15 that call
for increases in state funding of 10 percent, compared to the 5 percent General Fund
increase the Administration committed to in its long-term funding plan. The state has
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just emerged from the largest recession since the Great Depression, and its finances
remain constrained. The state must continue to rebuild its universities' budgets, but only
in a manner that is sustainable over the long term.

The California higher education system can, and needs, to continue to improve outcomes.
Each segment faces its own unique set of challenges:

« UC has the highest cost structure and receives the highest per-student subsidy of
the three segments. The University has undertaken some meaningful initiatives
to reduce administrative costs; however, it needs to also implement models of
delivering quality education at a lower cost and that improve student outcomes.

e« CSU receives roughly half the per-student subsidy as UC and has a lower overall cost
structure than UC. However, completion rates are low: only 16 percent of admitted
freshmen complete their studies within 4 years. Like UC, CSU has worked to reduce
administrative costs, and CSU has been actively examining and implementing
strategies to provide more effective remedial programs, reduce course bottlenecks,
enhance its completion rates, and simplify the transfer process. As these efforts are
expanded, the system will be able to serve more students within existing resources.

e« The CCCs serve far more students than either the UC or CSU and face many
challenges—with low completion rates a primary concern—that were exacerbated
during the tight Proposition 98 budgets in the recent economic downturn. In 2012,
the system convened a Student Success Task Force, which made a number of
recommendations to improve student success in various measures, such as
completion of basic skills and English as a second language courses, persistence and
retention, and successful transfer to four-year institutions. The colleges have started
to enhance the measurement of student success, which can be used to target
investment in programs that best improve student outcomes. However, the state
funds numerous categorical programs that are not well coordinated.

The Administration’s long-term plan moves away from funding higher education based on
enrollment targets. By itself, enrollment-based funding does not encourage institutions
to focus on critical outcomes—affordability, timely completion rates, and quality
programs—nor does it encourage institutions to better integrate their efforts to increase
productivity given the state's investment. Instead, it builds upon the existing institutional
infrastructure, allowing public universities and colleges to continue to deliver education

in the high-cost, traditional model. Under this old model, increased funding comes from
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admitting more students, rather than ensuring students complete degrees in a timely or
efficient manner.

The Budget proposes total funding of $26.3 billion, reflecting an increase of $1.1 billion,

or 4.2 percent, above 2013-14. Within these resources, the Budget includes funding of
$14.5 billion in General Fund and Proposition 98-related sources. See Figure HED-02 for a
summary of higher education funding.

Figure HED-02

Higher Education Expenditures
(Dollars in Millions)

Change from

2013-14
2012-13 2013-14 2014-15 Dollars Percent

University of California v

Total Funds $6,463.9 $6,901.8 $7,011.9 $110.1 1.6%

General Fund 2,566.7 2,844.4 2,986.7 142.2 5.0%
California State University

Total Funds 2 ¥ $5,157.5 $5,515.4 $5,743.1 $227.7 4.1%

General Fund ¥ 2,474.1 2,789.3 2,966.3 177.0 6.3%
Community Colleges "

Total Funds $10,897.9  $11,054.9  $11,556.3 $501.4 4.5%

General Fund & P98 ¥ 6,623.2 6,744.2 7,233.6 489.4 7.3%
Student Aid Commission

Total Funds $1,588.3 $1,712.0 $1,933.7 $221.7 12.9%

General Fund 670.5 1,042.2 1,298.8 256.6 24.6%
Other Higher Education ¥

Total Funds $55.5 $57.0 $56.0 -$1.0 -1.8%

General Fund 7.8 8.4 9.6 1.3 15.2%

Total Funds $24,163.1 $25,241.1 $26,301.0 $1,059.9 4.2%

General Fund $12,342.3  $13,428.5  $14,495.0 $1,066.5 7.9%

For purposes of this table, UC, CSU, and CCC General Fund and Total Funds include general obligation bond debt service to
provide consistency. However, in 2012-13, GO bond debt service payments for UC and CSU were budgeted separately from
the segments' support budgets. Beginning in 2013-14, UC's GO debt service costs were included in its General Fund budget;
beginning in 2014-15, CSU's GO debt service costs are included in its General Fund budget.

2

Expenditures for UC and CSU have been adjusted to include general purpose income and exclude self-supporting functions,
such as auxiliary enterprises and extramural programs. This adjustment provides consistency in comparing magnitudes and
growth among the various segments of education.

3

Beginning in 2012-13, health benefits provided for CSU retired annuitants are reflected in CSU's budget.
4

To provide consistency in comparing magnitudes and growth with UC and CSU General Fund, CCC includes property tax
revenue, which is a component of the state's obligation under Proposition 98.

Other Higher Education includes Hastings College of the Law, excluding Hastings' GO bond debt service, and the California
Postsecondary Education Commission (which incurred minimal close-out costs in 2012-13).

5
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STABLE FUNDING SUPPORTS STUDENT SUCCESS

The Administration continues to support the four-year investment plan started in 2013-14.
The plan calls for growing General Fund support for UC and CSU by 5 percent in 2014-15
and by 4 percent 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 that set targets for key measures, within resource assumptions
provided by the Department of Finance. The Administration expects this requirement
will foster greater transparency in the budget decisions facing the systems, as well as
responsible planning within sustainable state funding. Institutions will be expected to
implement reforms to improve student success and to realize institutional efficiencies.
With savings achieved in this way, in combination with the General Fund increases and
realizing the savings of current efficiency efforts (e.g., UC's Working Smarter Initiative
and CSU's Systemwide Administrative Efficiencies), the Administration expects the
universities to maintain current tuition and fee levels through 2016-17.

State funding for the CCCs will increase by 11.4 percent in 2014-15. It is expected

that community colleges funding will continue to grow significantly over the next
several years as Proposition 98 resources continue to rebound. The Budget focuses
this increased funding to support student success and to prioritize expanded access in
districts where there is the greatest unmet need in the primary missions of the CCCs:
providing basic skills and remedial education, workforce development and training,

and preparing students to transfer to four-year universities. The CCCs are in the process
of implementing many of the recommendations of the Student Success Task Force.
The Administration expects this effort to improve completion rates while closing
achievement gaps and proposes additional state investment in this area. This includes
expanding current services to improve student outcomes, such as: effective orientation,
assessment, placement, counseling, and other education planning services. It also
includes resources to mitigate disproportionate impacts on access and achievement in
underrepresented student groups, aligned with each district’s board-approved Student
Equity Plan. Districts will be provided flexibility to reallocate up to 25 percent of select
categorical programs to other federal, state, or local student support programs to better
meet the needs of their underrepresented student groups.

The Budget also provides the Chancellor's Office enhanced oversight tools and resources
to provide districts with focused technical assistance to support implementation of
effective practices, with a focus on underperforming districts. The Chancellor's Office
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will develop leading indicators of success and develop systemwide and individual district
goals for student success.

PROMOTE INNOVATIVE MODELS OF HIGHER EDUCATION

To meet future demands for higher education within the reality of the state budget,
the state’s public higher education segments are expected to create innovative
cost-effective approaches to delivering quality higher education for more students.

Many of the decisions that shape how instruction is delivered— particularly course
content and credit approval—are made by administrators, faculty, and other stakeholders
at individual campuses and within individual academic departments. To encourage higher
education entities to take innovative and ambitious actions locally and integrate their
efforts across campuses and segments, the Administration proposes to use $50 million
in one-time General Fund for the Awards for Innovation in Higher Education program.
These incentive awards will recognize models of innovation in higher education that: (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.

Awards will be selected based on the extent to which an application submitted by a

UC, CSU, or a community college—or a group of any of these entities—proposes an
innovative model that: (1) advances the state’s priorities, as noted above, (2) can have a
statewide impact if expanded, and (3) is likely to be implemented effectively. The awards
process is anticipated to be completed by Spring 2015 and will be managed by a
committee chaired by Finance with members representing each of the public education
segments and the Legislature.

The incentive awards program builds on the Administration’s 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. The Budget also proposes to further expand
opportunities for students to earn credit toward their degrees for knowledge and skills
acquired outside of the classroom.
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CALIFORNIA COMMUNITY COLLEGES

The CCCs are publicly supported institutions of higher education that provide basic skill,
vocational training, and transfer programs and are the largest system of higher education
in the world, with 72 districts, 112 campuses, and 72 educational centers. The CCCs
awarded 57,745 certificates and 96,691 degrees, and transferred 88,487 students to
four-year higher education institutions in 2012-13.

Significant Adjustments:

40

Implementing Statewide Performance Strategies— The Budget provides $1.1 million
non-Proposition 98 General Fund and 9 positions for the Chancellor's Office to
develop leading indicators of student success and to monitor districts’ performance.
Further, the Budget provides $2.5 million Proposition 98 General Fund to provide
local technical assistance to support implementation of effective practices across all
districts, with a focus on underperforming districts.

Investing in Student Success—The Budget provides $200 million Proposition 98
General Fund to improve and expand student success programs and to strengthen
efforts to assist underrepresented students. This includes $100 million to

increase orientation, assessment, placement, counseling, and other education
planning services for all matriculated students. It also targets $100 million to close
achievement gaps in access and achievement in underrepresented student groups,
as identified in local Student Equity Plans. This funding will allow colleges to better
coordinate delivery of existing categorical programs.

Allocating Apportionments— The Budget proposes an increase of $155.2 million
Proposition 98 General Fund for growth in general-purpose apportionments, which
represents a 3-percent increase in enrollment. The Budget directs the Board of
Governors to adopt a growth formula that gives first priority to districts identified

as having the greatest unmet need in adequately serving their community’s higher
educational needs. All districts will receive some additional growth funding, and over
time will be fully restored to pre-recession apportionment levels.

Cost of Living Adjustment—The Budget proposes an increase of $48.5 million for a
statutory cost of living adjustment of 0.86 percent.

Eliminating Apportionment Deferrals—The Budget proposes $235.6 million
Proposition 98 General Fund, combined with $356.8 million Proposition 98
General Fund provided from 2012-13 and 2013-14 funds, to eliminate all remaining
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outstanding deferral debt owed to the CCCs. Inter-year deferrals for CCCs reached
a high of $961 million in the 2011-12 fiscal year. The increase will eliminate the
substantial borrowing costs borne by the districts as a result of funding deferrals,
and will allow those resources to instead be used in the classroom.

«  Financial Stability for Apportionments— The Budget proposes an increase of
$38.4 million in 2013-14 and $35.6 million in 2014-15 in Proposition 98 General Fund
by shifting 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.
Proposition 98 General Fund would be used to backfill the difference between
estimated total fiscal year redevelopment agency revenues and the amount the
CCCs receive through April 15", This change will allow districts to have more
certainty when preparing their fiscal plans.

. Investing in Deferred Maintenance and Instructional Equipment—The Budget
proposes a one-time increase of $175 million Proposition 98 General Fund, split
equally between deferred maintenance and instructional equipment purchases.
These resources will allow districts to protect investments previously made in
facilities, and improve students’ experience by replenishing and investing in new
instructional equipment.

CALIFORNIA STATE UNIVERSITY

CSU provides undergraduate and graduate instruction through master’s degrees and
independently awards doctoral degrees in education, nursing practice, and physical
therapy, or jointly with UC or private institutions in other fields of study. With 23
campuses, CSU is the largest and most diverse university system in the country.

CSU plays a critical role in preparing the workforce of California, awarding 101,209
degrees in 2012-13; it grants more than one-half of the state’s bachelor’s degrees and
one-third of the state’s master's degrees. CSU prepares more graduates in business,
engineering, agriculture, communications, health, and public administration than any
other California institution of higher education. It also produces more than 50 percent of
California’s teachers.

Significant Adjustments:

o General Fund Increase—As discussed above, an ongoing increase of $142.2 million
General Fund. This funding should obviate the need for CSU to increase student
tuition and fees and can be used by the University to meet its most pressing needs.
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«  Mechanism to Address Infrastructure Needs—Currently, the state separately
funds general obligation and lease revenue debt service for CSU capital
improvement projects. The Budget proposes to fund the costs of debt service
from CSU'’s main General Fund appropriation. Any new CSU capital expenditures
will be subject to approval to ensure the funds are used for academic facilities
to address seismic and life safety needs, enrollment growth, modernization,
or deferred maintenance. Further, there will be limits on the amount of the budget
that can be spent on capital expenditures. This change will require CSU to factor
these costs into the University's overall fiscal outlook and decision-making process.

UNIVERSITY OF CALIFORNIA

Consisting of ten campuses, UC is the primary institution authorized to independently
award doctoral degrees and professional degrees in law, medicine, business, dentistry,
veterinary medicine, and other programs. The University manages one U.S. Department
of Energy national laboratory, partners with private industry to manage two others,

and operates five medical centers that support the clinical teaching programs of UC's
medical and health sciences schools that handle almost 4 million patient visits each year.

Significant Adjustment:

o General Fund Increase—As discussed above, an ongoing increase of $142.2 million
General Fund. This funding should obviate the need for UC to increase student
tuition and fees and can be used by the University to meet its most pressing needs.

HASTINGS COLLEGE OF THE LAw

Affiliated with UC, the Hastings College of the Law is the oldest and one of the largest
public law schools in the West, providing instruction to approximately 1,000 students.

Significant Adjustment:

e General Fund Increase—An ongoing increase of $1.3 million General Fund.
This funding will mitigate the need for Hastings to increase student tuition and fees
and can be used by the law school to meet its most pressing needs.

4 GOVERNOR’S BUDGET SUMMARY - 2014-15



Hi1GHER EDUCATION

CALIFORNIA STUDENT AID COMMISSION

The California Student Aid Commission administers state financial aid to students
attending California institutions of public and private postsecondary education through
a variety of programs including the Cal Grant High School and Community College
Transfer Entitlement programs, the Competitive Cal Grant program, the Assumption
Program of Loans for Education, and the Middle Class Scholarship Program. More than
100,000 students received new Cal Grant awards, and more than 160,000 students
received renewal awards in 2012-13. These programs are a key way in which the

state supports public higher education to make college more affordable for the state’s
lower-income students.

Prior to 2001, the program offered a capped number of awards to students and

award amounts were specified in the Budget. The program is now an entitlement.

The Cal Grant program is one of the most generous entitlement financial aid programs in
the country. Only New York has need-based student financial aid programs comparable
in size to California’s. Costs for the program have increased dramatically due to UC and
CSU tuition and fee increases in recent years and an increased number of students
participating in the program. Over a ten-year period, participation in the program and
costs have increased from 176,000 students and $644 million in 2003-04, to more
than 280,000 students and $1.6 billion estimated for 2013-14. Stable tuition and fee
levels since 2011-12 at UC and CSU have slowed the rate of growth in the program in
recent years.

In 2014-15, the Commission will begin implementation of the Middle Class
Scholarship Program. When fully implemented, tuition and fees for students attending
UCs and CSUs will be reduced by up to 40 percent for families with incomes up to
$150,000. The program will be phased in over four years, with $107 million in 2014-15,
$152 million in 2015-16, $228 million in 2016-17, and $305 million in 2017-18.

Significant Adjustments:

o Middle Class Scholarship Implementation—An increase of $107 million General Fund
in 2014-15 to begin implementation of the Middle Class Scholarship Program.

o Expand Cal Grant Renewal Award Eligibility—An increase of $14.9 million
General Fund in 2014-15 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
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receiving their original award (if their incomes fall below the income threshold in
that timeframe).

e Cal Grant Program Growth—An increase of $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, $5.5 million is attributable to the second
year of implementation of the California Dream Act.

o Offset Cal Grant Costs with Federal Temporary Assistance for Needy Families
(TANF) Reimbursements—A decrease of $3.2 million General Fund in 2014-15 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.

o Offset Cal Grant Costs with Student Loan Operating Fund (SLOF)—Total SLOF
funds expended on the Cal Grant program are $60 million in 2014-15, offsetting
General Fund costs on a dollar-for-dollar basis.

CALIFORNIA STATE LIBRARY

Since 1850, the California State Library has promoted innovative library services
statewide, ensuring that all Californians have access via their local libraries to information
and educational resources.

Significant Adjustment:

e High-Speed Internet Access—The Budget proposes $3.3 million General Fund to
provide public libraries access to high-speed Internet to better meet the demands
of today’s library patrons. This includes $2.3 million to allow California’s public
library branches to access a statewide, high-speed Internet network, and $1 million
General Fund on a one-time basis for grants to public libraries that require equipment
upgrades to connect to a high-speed network.
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he Health and Human Services Agency oversees departments and other state
entities that provide health and social services to California’s vulnerable and
at-risk residents. The Budget includes $118 billion ($28.8 billion General Fund and
$89.2 billion other funds) for these programs. Figure HHS-01 displays expenditures for
each major program area and Figure HHS-02 displays program caseload.

Figure HHS-01
Health and Human Services Proposed 2014-15 Funding'!
All Funds
(Dollars in Millions)

Medi-Cal
$73,979.4 = 62.7%

Other
$4,575.5=3.9%

CalWORKs

= 0,
$3,779.4 = 3.2% Department of

Public Health

Other Social )
Services $3,011.2 = 2.6%
$27815=2.4% State Hospitals

SSI/SSP $1,625.6 = 1.4%

Developmental
Services
$5,198.9 = 4.4%

$2,817.1=2.4%

Children's Services
$2,790.5=2.4%

In-Home Supportive 2011 State-Local 1991-92 State-Local Child Support
Services Realignment Realignment Services
$998.0 = 0.8%

$7,148.7=6.1% $4,512.6 = 3.8% $4,831.7=4.1%

" Totals $118,050.0 million for support, local assistance, and capital outlay. This figure includes reimbursements of
$11,610.3 million and excludes $5.2 million in Proposition 98 funding in the Department of Developmental Services budget and

county funds that do not flow through the state budget.
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Figure HHS-02
Major Health and Human Services Program Caseloads

2013-14 2014-15

Revised Estimate Change
Medi-Cal enrollees 9,170,500 10,106,200 935,700
California Children's Services (CCS)? 20,271 19,754 -517
CalWORKs 545,647 529,367 -16,280
CalFresh households 1,733,474 1,956,817 223,343
SSI/SSP 1,297,289 1,308,166 10,877

(support for aged, blind, and disabled)

Child Welfare Services ” 136,172 135,669 -503
Foster Care 41,926 40,129 -1,797
Adoption Assistance 84,535 84,961 426
In-Home Supportive Services 447,702 453,417 5,715
Regional Centers for persons with developmental
disabilities 265,709 273,643 7,934
State Hospitals ° 6,894 7,214 320
Developmental Centers d 1,333 1,110 -223
Vocational Rehabilitation 28,318 28,318 0

a Represents unduplicated quarterly caseload in the CCS Program. Does not include Medi-Cal CCS clients.

b Represents Emergency Response, Family Maintenance, Family Reunification, and Permanent Placement service areas
on a monthly basis. Due to transfers between each service area, cases may be reflected in more than one services area.

c Represents the year-end population. Includes population at Vacaville and Salinas Valley Psychiatric Programs.
d Represents average in-center population.

California is in the midst of implementing federal health care reform that will provide
coverage to millions of Californians. Starting this month, Californians have access to
affordable, quality health insurance coverage through Covered California, the new health
insurance marketplace. By law, health coverage cannot be dropped or denied because of
pre-existing conditions or illness. Also this month, California expanded Medi-Cal to cover
childless adults and parent/caretaker relatives with incomes up to 138 percent of the
federal poverty level.

DEPARTMENT OF HEALTH CARE SERVICES

Medi-Cal, California’s Medicaid program, is administered by the Department of Health
Care Services (DHCS). Medi-Cal is a public health insurance program that provides
comprehensive health care services at no or low cost for low-income individuals
including families with children, seniors, persons with disabilities, children in foster
care, and pregnant women. The federal government mandates basic services including
physician services, family nurse practitioner services, nursing facility services, hospital
inpatient and outpatient services, laboratory and radiology services, family planning,
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and early and periodic screening, diagnosis, and treatment services for children.

In addition to these mandatory services, the state provides optional benefits such
as outpatient drugs, home and community-based services, and medical equipment.
DHCS also operates the California Children’s Services program, the Primary and
Rural Health program, Targeted Low-Income Children’s Program (formerly Healthy
Families Program) and oversees county operated community mental health and
substance use disorder programs.

Since 2006-07, total Medi-Cal benefit costs grew 11.8 percent annually (approximately
$5.1 billion per year) to $65.6 billion in 2013-14 because of a combination of health care
cost inflation, program expansions, federal funds, provider fees, intergovernmental
transfers, and caseload growth. Medi-Cal General Fund spending is projected to increase
4.1 percent from $16.2 billion in 2013-14 to $16.9 billion in 2014-15. Growth in Medi-Cal
General Fund expenditures has been reduced through the use of other funding sources,
including the Gross Premiums Tax (authorized from 2009-10 to 2012-13), the Managed
Care Organization Tax (authorized in 2013-14), Hospital Quality Assurance Fee (first
authorized in 2011-12), and Medicaid waivers that allow claiming of federal funds for
state-only health care costs.

The Budget assumes that caseload will increase approximately 10.2 percent from 2013-14
to 2014-15 (from 9.2 million to 10.1 million), largely because of the implementation of
federal health care reform and the shift of children from the Healthy Families Program

to Medi-Cal. Caseload would increase by 1 percent absent these changes. Federal

health care reform will increase the program’s caseload by an estimated 1.03 million in
2013-14 and 1.36 million in 2014-15. The state will receive 100 percent federal funding

for childless adults with income up to 138 percent of the federal poverty level (FPL),

and parent and caretaker relatives with incomes above 114 percent of FPL. The Medi-Cal
caseload is expected to be approximately 24 percent of the state’s total population.

The Federal Medical Assistance Percentage (FMAP) determines the level of federal
financial support for the Medi-Cal program. California has generally had an FMAP of
50 percent (the minimum percentage authorized under federal law) since the inception
of the Medicaid program in 1965. California’s percentage is lower than the national
average and is lower than those of neighboring states. Oregon, Nevada, and Arizona
currently have percentages of 62 percent, 60 percent, and 66 percent, respectively.
The state’s percentage is also substantially lower than Mississippi’'s 73 percent

FMAP percentage, currently the highest in the country.
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The Medi-Cal program cost per case is lower than the national average. California’s

cost per case of $3,441 was substantially lower than other low FMAP states such as
Massachusetts ($6,841) and New York ($8,910) according to data from federal fiscal year
2010.

California is one of 26 states implementing the optional expansion under federal health
care reform, which expands Medi-Cal to all parent/caretaker relatives and childless adults
under 138 percent of FPL. In addition, California provides coverage for pregnant women
up to 208 percent of FPL and for non-working persons with disabilities up to 100 percent
of FPL; these two eligibility levels are the 7" highest in the nation.

Significant Adjustments:

o  Forgive Specified AB 97 Retroactive Recoupments— Chapter 3, Statutes of 2011
(AB 97), generally reduced provider payments by 10 percent. These reductions will
result in General Fund savings of $282.8 million in 2014-15. The state has already
exempted key provider categories from the AB 97 provider reductions to maintain
access to services. In addition, to provide further support to the state’s health care
delivery system during the implementation of federal health care reform, the state
will forgive the retroactive recoupments for specified providers and services
(physicians/clinics, certain drugs that are typically high-cost and used to treat serious
conditions, dental, intermediate care facilities for the developmentally disabled,
and medical transportation), resulting in an increase of $5.8 million General Fund
in 2013-14 and $36.3 million General Fund in 2014-15. Given the retroactive
recoupments are spread over a period of up to 72 months depending on the service
type, the total cost is $217.7 million General Fund over the next several years.
DHCS will continue to monitor access to covered services as health care reform
is implemented.

o Pediatric Dental and Vision Services Outreach—The state is constantly monitoring
utilization of Medi-Cal services to maintain access to critical health services. Recent
reviews have focused on children’s dental and vision utilization. The Medi-Cal
program provides children with comprehensive dental benefits and screenings,
exams, and eyeglasses to promote improved vision. The Budget includes
$17.5 million to increase dental outreach activities for children ages zero to
three years. Educating parents of young children about the importance of early
dental benefits should provide positive health outcomes and result in decreased
future costs associated with more expensive treatment for poor dental hygiene.
The Budget assumes Proposition 10 funding provided by the California Children and
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Families Commission will be available for the non-federal share of costs. In addition,
the state will continue to evaluate methods for improving the utilization and quality of
children’s vision benefits offered through the Medi-Cal program.

¢ Pregnancy Coverage—Medi-Cal beneficiaries with incomes under 100 percent of
FPL will receive full-scope Medi-Cal services. Pregnancy-only Medi-Cal beneficiaries
with incomes between 100 and 208 percent of FPL will receive comprehensive
health coverage through Covered California. The Budget proposes to pay for the
out-of-pocket costs for pregnancy-only Medi-Cal beneficiaries electing to receive
comprehensive coverage through Covered California beginning in January 2015,
which will result in General Fund savings of $16.6 million in 2014-15.

COORDINATED CARE INITIATIVE

Under the Coordinated Care Initiative (CCl), persons eligible for both Medicare and
Medi-Cal (dual eligibles) will receive medical, behavioral health, long-term supports

and services, and home and community-based services coordinated through a single
health plan. These changes will be accomplished through a federal demonstration
project known as Cal MediConnect. The CCI will also enroll all dual eligibles in managed
care plans for their Medi-Cal benefits. The CCI will operate in eight counties: Alameda,
Los Angeles, Orange, Riverside, San Bernardino, San Diego, San Mateo, and Santa Clara.

The following changes have occurred to the structure of the CCl since enactment of the
2013 Budget Act:

o Dual-eligibles in Medicare fee-for-service will be passively enrolled for both
Medicare and Medi-Cal benefits beginning April 2014 in all participating counties
except Los Angeles, Alameda, and Santa Clara. In Los Angeles, dual-eligibles
may voluntarily enroll in Cal MediConnect or opt out beginning April 2014 and the
remaining dual-eligibles will be passively enrolled beginning July 2014. Alameda and
Santa Clara counties will passively enroll dual-eligibles no sooner than July 2014.

e Dual-eligibles in Medicare Advantage plans and those opting out of Cal MediConnect
in all participating counties will be enrolled in managed care for Medi-Cal benefits
beginning in July 2014. Dual-eligibles in Medicare Advantage plans who do not opt
out of Cal MediConnect will be enrolled into Cal MediConnect for Medicare benefits
in January 2015.

« Those only eligible for Medi-Cal or for partial Medicare coverage in all participating
counties will have long-term supports and services and home and community-based
services included in managed care beginning July 2014.
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The Budget projects net General Fund savings for the CCl of $159.4 million in 2014-15.
General Fund savings from the sales tax on managed care organizations is included in the
net savings figure. Without the tax revenue, the CCl would have a General Fund cost of
$172.9 million in 2014-15.

HeALTH CARE REFORM IMPLEMENTATION

In the past year, California has implemented significant portions of the Affordable Care
Act (ACA). On October 1, 2013, Covered California, the new insurance marketplace,
began offering affordable health insurance, including plans subsidized with federally
funded tax subsidies and products for small businesses with coverage that started
January 1, 2014.

In addition, the Medi-Cal program was expanded in two ways:

«  The mandatory expansion simplified eligibility, enrollment, and retention rules making
it easier to get on and stay on the program.

*  The optional expansion extended eligibility to adults without children and parent and
caretaker relatives with incomes up to 138 percent of the federal poverty level.

Further, California increased the mental health and substance use disorder benefits
available through Medi-Cal to provide needed services, including to those who are
released from prisons or jails and need these types of services to better support their
reentry into the community.

Significant reforms in the individual and small group insurance markets will also take
effect January 1, 2014. Most health plans and insurers in California are required to cover
the 10 essential health benefits as required by federal law: ambulatory patient services;
emergency services; hospitalization; maternity and newborn care; mental health, including
behavioral health treatment; prescription drugs; rehabilitative and habilitative services

and devices; laboratory services; preventive and wellness services and chronic disease
management; and pediatric oral and vision care.

With these reforms and coverage opportunities, an estimated 1.4 million additional people
will enroll in Medi-Cal and 1.9 million people will enroll in Covered California by the end

of 2015-16. Covered California has received over $1 billion in start-up funding from the
federal government with the vast majority of the funds paying for staff, information
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technology systems, and marketing. It must be self-sustaining by January 1, 2015,
and will assess fees on its 11 qualified health plans to fund its operating budget.

PAYING FOR THE MEDI-CAL EXPANSION

The Budget assumes net costs of $867.4 million ($404.9 million General Fund) in 2014-15
to provide for the mandatory Medi-Cal expansion. California will split these costs with

the federal government. Additionally, the federal government has committed to pay

100 percent of the cost of the new adult group optional expansion for the first three
years; by 2020-21, the federal share will have decreased to 90 percent and the state will
pay 10 percent. The Budget assumes net costs of $6.7 billion in 2014-15 for the optional
Medi-Cal expansion.

Under the ACA, county costs and responsibilities for indigent health care are expected
to decrease as more individuals gain access to health care coverage. The state-based
Medi-Cal expansion will result in indigent care costs previously paid by counties shifting
to the state.

Chapter 24, Statutes of 2013 (AB 85), modifies 1991 Realignment Local Revenue Fund
(LRF) distributions to capture and redirect savings counties will experience from the
implementation of federal health care reform effective January 1, 2014. County savings
are estimated to be $300 million in 2013-14 and $900 million in 2014-15, and those
savings will be redirected to counties for CalWWORKSs expenditures. This redirection
mechanism frees up General Fund resources to pay for rising Medi-Cal costs.

Counties can either choose a reduction of 60 percent of their health realignment funds,
including their maintenance of effort, or choose a formula that accounts for the revenues
and costs of indigent care programs in their county. Counties have the following options:

. Option 1 uses a formula that measures actual county health care costs
and revenues. The state receives 80 percent of any calculated savings, with the
county retaining 20 percent of savings to invest in the local health care delivery
system or spend on public health activities.

. Option 2 transfers 60 percent of a county’s health realignment allocation plus the
county maintenance of effort to the state to be captured as savings; the county
retains 40 percent of its realignment funding for public health, remaining uninsured,
or other health care needs.

GOVERNOR’S BUDGET SUMMARY - 2014-15 sl



HEALTH AND HUMAN SERVICES

52

Counties participating in the County Medical Services Program (CMSP) are subject

to an alternative similar to Option 2. Total realignment funding for CMSP consists of a
direct allocation that grows over time and $89 million that CMSP counties collectively
contribute annually to the CMSP Governing Board. For CMSP counties, AB 85 redirects
the $89 million as savings, and the Governing Board will be responsible for covering
the remainder of the amount equal to 60 percent of the program’s total realignment and
MOE funding.

Future year savings for all counties will be estimated in January and May, prior to the
start of the year, based on the most recently available data. Further, for counties that
choose the formula, reconciliation will occur within two years of the close of each

fiscal year. Counties have until January 22, 2014 to adopt a resolution to select Option 1
or Option 2 and inform DHCS of the final decision. DHCS will issue a final determination
on the historical percentage spent on indigent health care to each county no later than
January 31, 2014.

1991 STATE-LOCAL REALIGNMENT-REVISED FLOW OF FUNDS

LRF sales tax revenues are first allocated to base funding to the subaccounts (Mental
Health, Health, Social Services, and CalWWORKSs) within the fund. Any sales tax revenues
deposited into the LRF in excess of base funding are distributed through various

growth formulas. These growth funds are first distributed to fund cost increases in

social services programs, followed by CMSP growth pursuant to a statutory formula.

Any remaining growth funds, or general growth, is distributed to each of the subaccounts
within the LRF.

AB 85 established two new subaccounts within the LRF beginning in 2013-14: (1)

the Family Support Subaccount, which will receive sales tax funds redirected from
the Health Subaccount, as noted above, and then redistributed to counties in lieu

of General Fund for the CalWWORKSs program, and (2) the Child Poverty and Family
Supplemental Support Subaccount, which will receive base and growth revenues
dedicated solely towards funding increases to CalWORKSs grant levels. Additionally,
under AB 85, the Health Subaccount will receive a fixed percentage of general growth
funds, 18.5 percent, while the Mental Health Subaccount will continue to receive
general growth without any changes to the original statutory formula. The Child Poverty
and Family Supplemental Support Subaccount will receive any remaining general
growth funds.
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Based on current revenue estimates, the Child Poverty and Family Supplemental Support
Subaccount is projected to receive $69 million in general growth funds in 2013-14. Of this
amount, $57.5 million will be used to fund the 5-percent increase to CalWWORKSs grant
levels that takes effect on March 1, 2014. The remaining $11.4 million will be carried

over to 2014-15 to help fund the full-year costs of the grant increase, estimated to be
$168 million. Including the carryover funding, total deposits to the Child Poverty and
Family Supplemental Support Subaccount in 2014-15 are projected to be $161.7 million.
The Budget includes an increase of $6.3 million General Fund to support the full-year
costs of the b-percent grant increase.

MENTAL HEALTH AND SUBSTANCE USE DISORDER SERVICES

California has expanded the mental health and substance use disorder benefits available
to those eligible for Medi-Cal, including individuals released from prisons or jails who need
these types of services to better support their reentry into the community. The Budget
reflects the costs of expanding both the services provided and the population served.

To achieve these and other benefits, DHCS will seek a waiver from the federal Centers for
Medicare and Medicaid Services to better coordinate substance use disorder treatment
services and build upon the experience and positive results California has achieved in

the specialty mental health system. The waiver will give state and county officials more
authority to select quality providers to meet drug treatment needs.

Due to concerns about program integrity in the Drug Medi-Cal program, DHCS took
steps in July 2013 to eliminate fraud and abuse in the program, including temporarily
suspending the certification of 177 facilities providing drug treatment inconsistent with
program goals, and referring 68 drug treatment providers to the Department of Justice
for potential criminal prosecution. DHCS has conducted a review of internal operations
to improve oversight and monitoring of drug treatment programs, and has improved
coordination with counties to ensure appropriate monitoring and recertification of all drug
treatment providers. The Budget proposes 21 positions and $2.2 million ($1.1 million
General Fund) to continue the state’s intensive focus on program integrity and expansion
of drug treatment services by recertifying all providers in the state.

2011 REALIGNMENT FUNDING

In an effort to provide services more efficiently and effectively, 2011 Realignment shifted
responsibility and dedicated funding for public safety services to local governments.
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In addition, community mental health programs previously funded in 1991 State-Local
Realignment are now funded by revenue dedicated for 2011 Realignment.

2011 Realignment is funded through two sources: a state special fund sales tax of
1.0625 cents totaling $6.3 billion and $497.1 million in Vehicle License Fees. Pursuant
to Chapter 40, Statutes of 2012 (SB 1020), these funds are deposited into the Local
Revenue Fund 2011 for allocation to the counties and are constitutionally guaranteed for
the purposes of 2011 Realignment. Figure HHS-03 identifies the programs and funding
for 2011 Realignment.

Figure HHS-03
2011 Realignment Estimate’- at 2014-15 Governor's Budget
2012-13 201213  2013-14 2013-14 2014-15 2014-15

Growth Growth Growth
Law Enforcement Services $1,942.6 $2,124.3 $2,075.4
Trial Court Security Subaccount 496.4 11.6 508.0 8.6 516.6 213
Enhancing Law Enforcement Activities Subaccount? 489.9 - 489.9 - 489.9 72
Community Corrections Subaccount® 842.9 86.7 998.9 64.3 934.1 159.8
District Attorney and Public Defender Subaccount® 14.6 5.8 171 4.3 15.8 10.7
Juvenile Justice Subaccount 98.8 11.6 110.4 8.6 119.0 21.3
Youthful Offender Block Grant Special Account (93.4) (11.0) (104.3) (8.1) (112.4) (20.1)
Juvenile Reentry Grant Special Account (5.5) (0.6) (6.1) (0.5) (6.6) (1.2)
Growth, Law Enforcement Services 115.7 115.7 85.8 85.8 220.3 220.3
Mental Health* 1,120.6 10.7  1,120.6 8.0 1,120.6 19.8
Support Services 2,604.9 2,829.3 2,996.1
Protective Services Subaccount 1,640.4 176.2 1,837.0 98.5 1,950.8 191.8
Behavioral Health Subaccount® 964.5 27.9 992.3 52.8 1,045.3 184.3
Women and Children's Residential Treatment
Services (5.1) - (5.1) - (5.1) -
Growth, Support Services 214.8 214.8 159.3 159.3 395.9 395.9
Account Total and Growth $5,998.6 $6,319.3 $6,808.3
Revenue
1.0625% Sales Tax 5,516.6 5,880.5 6,311.2
Motor Vehicle License Fee 482.0 438.8 4971
Revenue Total $5,998.6 $6,319.3 $6,808.3

This chart reflects estimates of the 2011 Realignment subaccount and growth allocations based on current revenue forecasts
and in accordance with the formulas outlined in Chapter 40, Statutes of 2012 (SB 1020).

" Dollars in millions.

2 Allocation is capped at $489.9 million. 2014-15 growth will not add to subsequent fiscal year's subaccount base allocations.

32012-13 and 2013-14 growth is not added to subsequent fiscal year's subaccount base allocations.
* Growth does not add to base.

5 The Early and Periodic Screening, Diagnosis, and Treatment and Drug Medi-Cal programs within the Behavioral Health Subaccount do not yet have a permanent base.
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The Administration continues to develop an allocation for the 2011 Realignment
Behavioral Health Services Growth Special Account, in consultation with county partners
and stakeholders. From 2012-13 revenues, the Account has $27.9 million. The first
priority for growth funds is federal entitlement programs: Medi-Cal Specialty Mental
Health, including the Early Periodic Screening, Diagnosis, and Treatment benefit, and Drug
Medi-Cal.

MANAGED RiSK MEDICAL INSURANCE BOARD

The Managed Risk Medical Insurance Board (MRMIB) currently administers three
programs that provide health coverage through commercial health plans, local

initiatives, and county organized health systems to eligible individuals who do not

have health insurance: the Access for Infants and Mothers Program, which provides
comprehensive health care to lower middle-income pregnant women, the County Health
Initiative Matching Fund Program, which provides comprehensive health benefits through
county-sponsored insurance programs, and the Major Risk Medical Insurance Program,
which provides health coverage for individuals with pre-existing conditions.

Given the substantial reduction in the Board's role in recent years, the Budget proposes to
eliminate MRMIB and transfer these programs to the Department of Health Care Services
effective July 1, 2014. The Budget includes $177.6 million ($1.2 million General Fund)

for the programs currently administered by MRMIB.

DEPARTMENT OF PUBLIC HEALTH

The Department of Public Health is charged with protecting and promoting the health and
well-being of the people in California. Funding for 2013-14 is $3.5 billion ($115.2 million
General Fund), and proposed funding for 2014-15 is $3 billion ($110.6 million

General Fund).

Significant Adjustments:

o Drinking Water Program Reorganization—The Budget proposes to transfer
$200.3 million ($5 million General Fund) and 291.2 positions for the administration
of the Drinking Water Program from the Department to the State Water Resources
Control Board. Please see the State Water Resources Control Board narrative in the
Environmental Protection Agency chapter for additional information.
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e Genetic Disease Screening Program—The activities of the Prenatal Screening
Program focus on detecting birth defects during pregnancy. Although participation
is voluntary, providers are required to offer the screening to all women in California.
The program is planning to implement a fee increase of $45 in the Prenatal
Screening Program, effective July 1, 2014. This increase will bring the total fee to
$207. The fee covers a blood test for participating women and follow-up services
offered to women with positive screening results. The fee increase is necessary
to correct for the historic overstatement of caseload and inadequate fee revenue in
recent years to cover costs.

DEPARTMENT OF DEVELOPMENTAL SERVICES

The Department of Developmental Services (DDS) provides consumers with
developmental disabilities a variety of services and supports that allow them to live and
work independently, or in supported environments. California is the only state providing
developmental services as an entitlement. DDS serves approximately 273,000 individuals
with developmental disabilities in the community and 1,110 individuals in state-operated
developmental centers (DCs). For 2014-15, the Budget includes $5.2 billion ($2.9 billion
General Fund) for support of the Department.

FUTURE OF THE DEVELOPMENTAL CENTERS TASK FORCE

In May 2013, the California Health and Human Services Agency convened a task force
on the future of the DCs. Since the passage of the Lanterman Act in 1967, the role of
the DCs has been evolving. The resident population has dropped from a high of 13,400
in 1968, with thousands on a waiting list for admission, to 1,110 residents in 2014-15.
The 2012 Budget Act placed a moratorium on new admissions except for individuals
involved in the criminal justice system and consumers in an acute crisis needing
short-term stabilization. In addition, funding is provided to regional centers to expand
and improve services to meet the needs of DC residents transitioning to the community.
While the moratorium has reduced the reliance on DCs and expedited the population
decrease in these facilities, it also resulted in higher average costs per resident.

The Task Force recommends that the future role of state-operated facilities should be
to provide secure treatment services; smaller, safety-net crisis and residential services;
and specialized health care resource centers. As the state moves in this direction,

the stakeholder process will continue to be used to monitor changes and make
recommendations for the most effective use of available resources.
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Significant Adjustments:

o  Certification Issues—The Budget includes $9.2 million ($5.1 million General Fund)
to reflect anticipated costs related to the ongoing implementation of the Sonoma
Developmental Center Program Improvement Plan. The Plan was entered into on
March 13, 2013 with the California Department of Public Health and the Centers for
Medicare and Medicaid Services (CMS) to bring the facility back into compliance
with federal requirements. DDS is currently working with Public Health and CMS
on certification actions at the Fairview, Porterville and Lanterman Developmental
Centers and anticipates entering into an agreement in January specifying a path to
resolving these certification issues.

e Labor Regulations and Minimum Wage—In September 2013, the United States
Department of Labor announced new regulations, effective January 1, 2015,
that affect pay for domestic workers. The Budget includes $7.5 million ($4 million
General Fund) to adjust for these new rules. Chapter 351, Statutes of 2013 (AB 10),
incrementally increases California’s minimum wage to $10 per hour, effective
January 1, 2016. To accommodate the increase to $9 per hour, effective July 1,
2014, the Budget includes $110.1 million ($69.5 million General Fund).

o Deferred Maintenance—The Budget provides $100 million to various state agencies
to address critical infrastructure deferred maintenance needs. Of this amount,
$10 million will be allocated to DDS.

DEPARTMENT OF STATE HOSPITALS

The Department of State Hospitals (DSH) was established as a stand-alone department
in July 2012 to administer the state mental health hospital system, the Forensic
Conditional Release Program, the Sex Offender Commitment Program, and the evaluation
and treatment of judicially and civilly committed patients. The Budget includes $1.6 billion
($1.5 billion General Fund) in 2014-15 for support of DSH. The patient population is
projected to reach a total of 7,214 in 2014-15.

A CHANGING POPULATION

The composition of the patients served by DSH has changed greatly over time, with over
90 percent currently coming from the criminal justice system. In addition, the class
action lawsuit (Coleman v. Brown) involving mental health care in state prisons has
increased referrals from the Department of Corrections and Rehabilitation to DSH for
inpatient treatment. The inmates referred to DSH tend to have a more violent history.
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Significant Adjustments:

e Enhanced Treatment Program—The state hospital facilities were not designed to
accommodate a forensic population. The Budget includes $1.5 million General Fund
to design and plan for specialized short-term housing units at most hospitals, totaling
approximately 44 beds. On a long-term basis, DSH is looking at the feasibility of
creating a new facility model specializing in longer-term treatment and stabilization
of the most violent patients. Improving the physical configuration, screening,
and treatment space will increase employee safety and protection of other patients,
and enable those with behavioral issues more opportunities for treatment.

e Personal Duress Alarm System—In 2011, DSH began the process of updating
its antiquated alarm system, beginning with Napa State Hospital. The new alarm
system is more reliable, alerts employees in the affected area, and provides
campus-wide coverage. The new system is currently being installed in Patton and
Metropolitan State Hospitals, and installation will begin at Atascadero and Coalinga in
2014. The Budget includes $8 million General Fund to conclude deployment of the
new alarm system.

o Deferred Maintenance— The Budget provides $100 million to various state agencies
to address critical infrastructure deferred maintenance needs. Of this amount,
$10 million will be allocated to DSH.

WAITLISTS

The population of DSH continues to increase. This trend is most pronounced in two
patient categories, incompetent to stand trial (IST) and Coleman patients. Currently,
DSH has over 300 IST and approximately 100 Coleman patients waiting to be admitted.

Significant Adjustments:

e Patient Management Unit— Currently, DSH has no centralized intake management
of its patient population. Referrals are made from individual courts to individual
hospitals, regardless of current capacity at each facility. This lack of coordination
leads to inefficient use of state hospital resources and results in ad hoc management
of bed capacity. The Budget includes $1.1 million General Fund to establish a Patient
Management Unit to centralize admissions and transfers. The unit will improve
utilization of beds, and direct patients to the hospital most appropriate for their
individual needs, thereby reducing the waitlist.
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. IST Workgroup— The Administration has engaged in an ongoing series of meetings
with stakeholders to work on issues related to the IST population with the goal of
improving coordination to reduce the waitlist. The Budget includes $27.8 million
General Fund to increase IST bed capacity by 105 beds to help ameliorate
the waitlist. The Administration will continue to work with county partners and other
stakeholders on the larger IST system issues.

o Coleman—The Budget includes $26.3 million General Fund to keep 137 beds active
in the psychiatric programs at Salinas Valley and Vacaville to maintain sufficient
capacity for DSH to serve Coleman patients during the activation of the California
Health Care Facility in Stockton.

DEPARTMENT OF SOCIAL SERVICES

The Department of Social Services (DSS) serves, aids, and protects needy and vulnerable
children and adults in ways that strengthen and preserve families, encourage personal
responsibility, and foster independence. The Department’s major programs include
CalWORKSs, CalFresh, In-Home Supportive Services (IHSS), Supplemental Security
Income/State Supplementary Payment (SSI/SSP) program, Child Welfare Services,
Community Care Licensing, and Disability Determination.

The Budget includes $19.3 billion ($6.5 billion General Fund) for DSS, a decrease of
$383 million General Fund from the revised 2013-14 budget, primarily due to an increase
from the 1991 Realignment Family Support Subaccount that will be used to offset
General Fund costs in the CalWORKSs program.

Significant Adjustments:

e Community Care Licensing—In response to a number of high-profile incidents
at children’s and adult residential care facilities licensed by the state, the Budget
includes $7.5 million ($5.8 million General Fund) and 71.5 positions for quality
enhancement and program improvement in Community Care Licensing.

By significantly increasing civil penalties and improving the timeliness of
investigations, this proposal will strengthen enforcement. A specialized complaint
hotline will assist in acquiring better initial information, conducting consistent
prioritization, and dispatching incoming complaints to regional offices. Further,
the Department will assist with policy and practice development for medical

and mental health conditions in community facilities to enhance quality and
accountability by increasing training for new field staff and creating training for

GOVERNOR’S BUDGET SUMMARY - 2014-15 59



HEALTH AND HUMAN SERVICES

60

supervisors and managers. The Department will also commit resources to achieve
quality assurance and consistency for consumer safety and protection throughout
the state. These changes are funded in part by a proposed 10-percent increase in
licensing fees.

o  State Hearings Division—The Budget includes $9.8 million ($1.3 million
General Fund) and 63 two-year limited-term positions in 2014-15 to address
the anticipated workload impact on the State Hearings Division resulting from
implementation of the Affordable Care Act. The additional resources will provide
timely hearing decisions to address disputes from Medi-Cal and Covered
California applicants.

CALIFORNIA WORK OPPORTUNITY AND RESPONSIBILITY TO KIDS

The CalWORKSs program, California’s version of the federal Temporary Assistance for
Needy Families (TANF) program, provides temporary cash assistance to low-income
families with children to meet basic needs. It also provides welfare-to-work services
so that families may become self-sufficient. Eligibility requirements and benefit levels
are established by the state. Counties have flexibility in program design, services,
and funding to meet local needs.

Total TANF expenditures are $7.1 billion (state, local, and federal funds) in 2014-15.
The amount budgeted includes $5.5 billion for CalWWORKs program expenditures

and $1.6 billion in other programs. Other programs primarily include expenditures for
Cal Grants, Department of Education child care, Child Welfare Services, Foster Care,
Department of Developmental Services programs, the Statewide Automated Welfare
System, California Community Colleges child care and education services, and the
Department of Child Support Services.

Average monthly CalWWORKSs caseload is estimated to be about 529,000 families in
2014-15, a 4-percent decrease from the 2013 Budget projection.

Significant Adjustments:

e  Parent/Child Engagement Demonstration Pilot—To support some of the most
vulnerable low-income families who have multiple barriers of entry into the

workforce, and do not have access to licensed child care, or who fall into CalWWORKs

sanction status, the Budget proposes a six-county, 2,000-family pilot project over
three years to:

Connect vulnerable children with stable licensed child care.
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Engage parents with their children in the child care setting.
Enhance parenting and life skills.

Provide parents with work readiness activities that will move the family toward
self-sufficiency.

The project will cost $9.9 million General Fund in 2014-15, assuming March 2015
enrollment of the first cohort of families, and $115.4 million General Fund over
three years.

e Maximum Aid Payment Levels—The 2013 Budget increases Maximum Aid
Payment levels by 5 percent, effective March 1, 2014. The 5-percent increase is
expected to cost approximately $168 million annually. The increase will be funded
by 1991 Realignment growth funds deposited in the Child Poverty and Family
Supplemental Support Subaccount (see Health Care Reform Implementation
section within Department of Health Care Services), as well as a $6.3 million
General Fund augmentation. Subsequent increases will be based on analysis of
revenue and caseload estimates in future years.

IN-HOME SUPPORTIVE SERVICES

The IHSS program provides domestic and related services such as housework,
transportation, and personal care services to eligible low-income aged, blind,

and disabled persons. These services are provided to assist individuals to remain safely in
their homes and prevent institutionalization.

The Budget includes $2 billion General Fund for the IHSS program in 2014-15, a
6.4-percent increase over the 2013 Budget. Average monthly caseload in this program
is estimated to be 453,000 recipients in 2014-15, a 1.2-percent increase from the 2013
Budget projection.

In September 2013, the United States Department of Labor announced new regulations,
effective January 1, 2015, that require overtime pay for domestic workers. In addition,
new requirements were added that require compensation for providers traveling between
multiple recipients, wait time that is associated with medical accompaniment, and time
spent in mandatory provider training. These regulations have the potential to increase
IHSS program costs by over $600 million by 2015-16.

To control costs and promote the continued health and safety of Medicaid recipients in
the program, the Budget proposes to prohibit providers from working overtime. As the
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employer for purposes of hiring, firing, scheduling, and supervising the work of his/her
IHSS provider, this restriction will require some recipients to hire and train additional
providers to fully provide their authorized services. The IHSS workforce will need to
increase to accommodate this change.

A Provider Backup System will be established to assist recipients in an unexpected
circumstance to obtain a provider for continued care when their regular provider would
exceed the limitations on hours worked by continuing to provide services. In these
circumstances, a recipient could contact the Provider Backup System for assistance

in obtaining a backup provider who would be available in a short amount of time.

Any services provided by the backup provider will be deducted from the recipient’s
authorized hours.

Combined implementation of the new federal requirements will cost $208.9 million
($99 million General Fund) in 2014-15 and $327.9 million ($153.1 million
General Fund) thereafter.

The IHSS program is also a key component of the Coordinated Care Initiative (CCl).

No earlier than April 2014, certain Medi-Cal beneficiaries residing in a county authorized
to participate in the CCl demonstration will begin transitioning from the traditional
fee-for-service model to a managed care model for receiving health care services,
including IHSS services. Under CCI, the fundamental structure of the IHSS program

will remain the same, with eligibility determination, assessment of hours, and program
administration conducted by county social workers and administrative staff. For additional
information on CCI, refer to the Department of Health Care Services section.

SUPPLEMENTAL SECURITY INCOME/STATE SUPPLEMENTARY PAYMENT

The federal SSI program provides a monthly cash benefit to eligible aged, blind,

and disabled persons who meet the program'’s income and resource requirements.

In California, the SSI payment is augmented with a SSP grant. These cash grants

assist recipients with basic needs and living expenses. The federal Social Security
Administration (SSA) administers the SSI/SSP program, making eligibility determinations,
grant computations, and issuing combined monthly checks to recipients. The state-only
Cash Assistance Program for Immigrants (CAPI) provides monthly cash benefits to aged,
blind, and disabled legal non-citizens who are ineligible for SSI/SSP due solely to their
immigration status.
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Effective January 2013, maximum SSI/SSP grant levels are $866 per month for
individuals and $1,462 per month for couples. SSA applies an annual cost-of-living
adjustment to the SSI portion of the grant equivalent to the year-over-year increase in
the Consumer Price Index (CPI). The current CPI growth factors are 1.5 percent for

2014 and a projected 0.6 percent for 2015. Maximum SSI/SSP monthly grant levels will
increase by $11 and $16 for individuals and couples, respectively, effective January 2014.
CAPI benefits are equivalent to SSI/SSP benefits, less $10 per month for individuals and
$20 per month for couples.

The Budget includes $2.8 billion General Fund for the SSI/SSP program. This represents a
1.2-percent increase ($34 million) from the revised 2013-14 budget. The average monthly
caseload in this program is estimated to be 1.3 million recipients in 2014-15, a slight
increase over the 2013-14 projected level. The SSI/SSP caseload consists of 27-percent
aged, 2-percent blind, and 71-percent disabled persons.
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PUBLIC SAFETY

alifornia’s state and local corrections system is markedly different in 2014 than
C in 2011 when Governor Brown took office. With the implementation of 2011
Public Safety Realignment, it remains clear that the two ends of the public safety
continuum must work together to achieve a balance of custody, supervision, treatment,
and programming needs for offenders.

The need for fundamental change in the state correctional system had been building

for years as the state confronted the difficulty of complying with federal court orders
regarding the provision of a constitutional level of medical and mental health services
with an ever-increasing number of prisoners and a recidivism rate of 70 percent. Perhaps
even more important, correctional policy was evolving and developing better ways to
rehabilitate offenders. One of the core principles of evidence-based programming is

that lower-level offenders have the best chance of successfully reintegrating into society
when they remain linked to community-based support systems that provide services
geared to help them rebuild their lives.

Over the past few years, the Administration has spent significant resources addressing
many issues in the public safety arena. Specifically, there have been measures
implemented to address prison population pressures, and state and local collaboration
on public safety. A Blueprint was developed for managing state correctional resources,
inmate health and mental health services, and prison construction. Many of these
efforts have changed the composition of the state’s prison population and made strides
toward meeting the federal court-ordered population cap while avoiding early release.
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The Administration continues to support local governments and community-based
rehabilitation programs as key to successfully maintaining public safety and justice.

DECLINING PRISON POPULATION

In the fall of 2007, the prison population was skyrocketing and projected to be over
190,000 by 2013. Through a number of reforms enacted since, the state has been able to
reverse this trend, resulting in a dramatic decline of the prison population to an estimated
134,000 inmates at the end of 2013. Figure SAF-01 displays the population change

over time. Based on federal Bureau of Justice statistics, in 2012 California ranked 29"
among states in incarceration rates per 100,000 population.

Figure SAF-01
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In 2009, two statutes were enacted that were instrumental in the initial reduction of the
prison population.

Chapter 28, Statutes of 2009 (SBX3 18), changed the dollar threshold for determining
whether specified property crimes are punishable as felonies from $400 to $950,
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to account for inflation since 1982, and expanded milestone and day-for-day credits for
eligible inmates. This legislation also authorized non-revocable parole which prohibited
the California Department of Corrections and Rehabilitation from returning parolees to
prison who were classified as non-serious, non-violent, and non-sex offenders, with no
prior or serious violent convictions and who were low- and moderate-risk as determined
by a validated risk assessment tool. Under non-revocable parole, reentry court programs
were established for parolees who violated parole and had a history of substance abuse
or mental illness.

Chapter 608, Statutes of 2009 (SB 678), the California Community Corrections
Performance Incentives Act, was designed to achieve two purposes: alleviate state prison
overcrowding and establish a system of performance-based funding that shared state
General Fund savings with county probation departments that demonstrated success in
reducing the number of adult felony probationers committed to state prison. Critical to
the success of the SB 678 program is the requirement that county probation departments
reinvest their share of the savings in further implementation of evidence-based probation
programs and practices.

SB 678 grants have been very successful in decreasing probation failure rates.

The county funding level grew from $89.2 million in 2011-12 to $138.9 million in 2012-13
due to improved performance in the prevention of probation failures in 2011 compared
to 2010. Over these two years, it is estimated that SB 678 prevented over 15,000
prison admissions.

2011 PUBLIC SAFETY REALIGNMENT

At the beginning of 2011, lower-level offenders represented about half of the

prison population. The number of these offenders had increased dramatically in part
because of major reductions in county adult probation departments due to severe county
budget constraints. The large number of short-term, lower-level offenders and parole
violators in prison resulted in overloaded reception centers, inefficient prison operations,
and diminished rehabilitation efforts. Parole violators returned to prison for short stays

of six months or less. Reception centers processed between 250,000 and 300,000
individual offenders annually. The constant cycling of parole violators and short-term
offenders contributed greatly to prison overcrowding and created a situation where many
inmates were housed in gyms and day rooms which, coupled with unprecedented state
budget shortfalls, made rehabilitation virtually impossible.
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As part of his first budget, Governor Brown proposed 2011 Public Safety Realignment
which encompassed a number of law enforcement and health and human services
programs that are interrelated in the community. Programs and funding were

transferred to counties where locally elected officials could tailor programs to meet
community needs. The biggest reform component of 2011 Realignment was contained
in Chapter 15, Statutes of 2011 (AB 109)—the transfer of jurisdiction for lower-level,
non-violent, non-serious, non-sex offenders to the counties; the realignment of most of
parole to the counties as Post Release Community Supervision; and the requirement that
virtually all parole violators serve any parole violation term in county jail. Critical support
services such as substance use disorder programs, drug courts, and mental health
treatment were also realigned to the counties. The majority of funding for 2011 Public
Safety Realignment comes from a portion of the state sales tax (1.0625 cents) which is
directed to all 2011 realigned programs and is constitutionally protected. Counties receive
almost $1 billion each year for the Community Corrections Program associated with

AB 109 and their local correctional system.

AB 109 has reduced the state's prison population by an estimated 25,000 inmates.

Realignment was a logical way of responding to a court-ordered population cap,

plus research shows that services along with programs delivered at the local level result
in more effective supervision, reduced recidivism and incarceration, and better utilization
of limited resources. In addition, county probation had proven its ability to supervise
this population and keep a large number of offenders out of state prison through the
implementation of SB 678. Realignment has strengthened the state and local criminal
justice partnership and creates a strong incentive for rehabilitation and evidence-based
programs to reduce recidivism.

THE BLUEPRINT

A year after 2011 Realignment, the Administration released a report entitled “The Future
of California Corrections” —essentially a Blueprint for reducing the cost of the state’s
prison system by over a billion dollars while improving operations through an overhaul

of the inmate classification system and implementing uniform staffing standards for
each prison. The Blueprint also significantly expanded rehabilitation in prisons through
programs and housing improvements to better suit the prison population that remained
after 2011 Realignment.
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The Department provides academic and vocational education, substance use disorder
treatment, cognitive behavioral therapy programs, transitional services, and employment
programs aimed at reducing recidivism and promoting positive behavior within the
institutional setting.

Through the Blueprint, the Department is increasing the percentage of inmates served
in rehabilitative programs to 70 percent of the Department’s target population prior to
their release. According to a report by the Office of Inspector General in October 2013,
while continuing to ramp-up the programming plan authorized by the Blueprint,

the Department served 42 percent of the target population in 2012-13. An inmate is
included in the target population if an assessment indicates a high or moderate risk

to reoffend and a higher or medium need for rehabilitative services. The Department
remains committed to training effective managers and developing a workforce that
understands both public safety and the rehabilitation needs of inmates.

A major component of the Blueprint is the establishment of 13 reentry hubs in
designated prisons. Reentry hubs provide relevant services to inmates who are within
four years of release and who demonstrate a willingness to maintain appropriate
behavior to take advantage of this programming. Four hubs are currently in operation
and the remainder will be activated in 2014. Reentry hubs provide the following array
of programs:

o Career technical education programs focusing on inmates with 13 to 48 months left
to serve.

«  Cognitive behavioral therapy programs to address inmates’ needs as identified
through an assessment tool. These programs are a priority for inmates serving their
last year of incarceration.

e Substance use disorder treatment programs for inmates with 6 to 12 months left
to serve. Research shows that in-custody treatment during the last six months of
incarceration, combined with services in the community after release, results in a
significant reduction in recidivism.

«  Employment training that includes job-readiness skills prior to release, as well
as linkages to one-stop career centers and other social service agencies in the
offender’s county of residence. Lack of employment is one of the greatest barriers
to successful reintegration into society.
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o The Cal ID project assists eligible inmates in obtaining state-issued identification
cards to satisfy federal requirements for employment documentation and to allow
them to be eligible for public assistance programs, such as Medi-Cal and CalFresh.
The first Cal ID cards arrived at institutions in December 2013.

The Blueprint also added 159 academic teachers and 98 vocational instructors in the
Department over a two-year period. Academic programming focuses on increasing

an inmate's reading ability to at least a ninth grade level. For inmates reading at ninth
grade level or higher, the focus is on helping the inmate obtain a GED. College programs
continue to be offered through the voluntary education program. The vocational programs
target inmates with a need for employment services who are closer to release.

Chapter 699, Statutes of 2013 (AB 218), requires that state and local agencies determine
a job applicant’s minimum qualifications before obtaining and considering information

regarding an applicant’s conviction history on an employment application. This will have a
positive impact for offenders seeking employment after being released from jail or prison.

INMATE HEALTH CARE AND MENTAL HEALTH SERVICES

The state has demonstrated a significant financial commitment to improving the
Department’s delivery of health care services to inmates. The cost per inmate has
increased from approximately $7,500 annually in 2005-06 to slightly above $16,000
annually in 2012-13 as displayed in Figure SAF-02. Funding has been used to provide

Figure SAF-02

Historical Health Care Costs Per Inmate
(Dollars in millions except cost per inmate)

Actual Expenditures Estimated Expenditures

2005-06 2006-07° 201213 2013-14 2014-15

Medical Services' $943 $1,196 $1,518 $1,663 $1,671
Medical Care Cost per Inmate $5,803 $7,183 $12,280 $13,585 $13,845
Mental Health Services' $238 $329 $321 $393 $399
Mental Health Care Cost per Inmate $1,463 $1,976 $2,596 $3,214 $3,304
Dental Services' $51 $66 $144 $153 $153
Dental Care Cost per Inmate $313 $398 $1,163 $1,248 $1,266
Total Health Care Cost $1,231 $1,591 $1,982 $2,209 $2,222
Total Health Care Cost per Inmate $7,580 $9,558 $16,039 $18,048 $18,415

" Dollars reflect administration and ancillary services

2 First year of Receivership
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the federal Receiver, appointed to oversee inmate medical care, with resources to
operate a constitutionally adequate medical services program. In addition, resources
have been devoted to implementing the mental health care staffing plan. Since 2008,

the Department has completed over $1 billion in health care-related projects. Moreover,
there are still many health care projects under development and once completed will
bring the state’s total investment in prison health care-related improvements to more than
$2 billion. The funds dedicated to health care services programs result in inmates having
continued access to mental health, medical, and dental care that is consistent with the
standards and scope of services appropriate within a custodial environment.

PRI1SON CONSTRUCTION

As the state faced lawsuits regarding the provision of health and mental health care

in prison, additional housing and treatment space was necessary. Chapter 7, Statutes
of 2007 (AB 900), provided the initial authority for this expansion. However, AB 900
was later amended by Chapter 42, Statutes of 2012 (SB 1022), to repeal approximately
$4.1 billion of lease revenue bond financing authority originally appropriated for the
construction of various state prison facilities that were no longer needed because of the
implementation of realignment and the adoption of the Blueprint. SB 1022 maintained
total AB 900 lease revenue bond financing authority of approximately $2.1 billion for
design and construction of state prison facilities that include the California Health Care
Facility (CHCF) and the adjacent DeWitt Nelson Correctional Annex, located in Stockton,
and several other medical and mental health projects throughout the state, including
the projects in the Health Care Facility Improvement Program. A number of projects
authorized with the remaining AB 900 lease revenue bond financing authority have
already been completed and occupied, and several other projects are in construction
and will be completed in 2014 and 2015. The CHCF began occupancy in July 2013,

the DeWitt Nelson Correctional Annex is scheduled to begin occupancy in March 2014,
and the Central California Women's Facility Enhanced Outpatient Program Treatment
and Office Space project is scheduled to begin occupancy in June 2015. In addition,
approximately 20 projects in the Health Care Facility Improvement Program are in the
design phase, and it is anticipated the remaining projects will be initiated during 2014.

The 2012 Budget Act included an additional $810 million of lease revenue bond financing
authority for the design and construction of three new level I dormitory housing facilities
at existing prisons. Two of these new dormitory housing facilities will be located
adjacent to Mule Creek State Prison in lone, and the third is to be located at Richard J.
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Donovan Correctional Facility in San Diego. Solicitation of design-build proposals is
currently underway. It is anticipated the design-build contracts will be awarded in early
2014 and construction will be completed in spring 2016.

WHO Is IN STATE PRISON?

As the Department changes its operations and programming in prison, it is important
to understand who is currently housed in the state system. With the responsibility for
lower-level offenders transferred to the counties, the state prison system houses a
significantly different mix of offenders than prior to 2011 Realignment.

The population distribution by age and gender has remained fairly consistent over the
past two years. Inmates over the age of 50 increased from a total of 18 percent of the
population on June 30, 2011 to 20 percent on June 30, 2013. The female population has
declined from 6 percent of the total population on June 30, 2011, to 4 percent of the total
population on June 30, 2013.

The charts below provide comparisons of the more significant changes in the prison
population since 2011 Realignment.

COMMITMENT CRIME

In the past two years, the most significant change in the population by commitment
crime has occurred in the Crimes Against Persons category. On June 30, 2011,
as shown in Figure SAF-03, 59 percent of the prison population was serving a sentence

Drug

Crimes

72

Property
Crimes

Figure SAF-03
Comparison of Commitment Crime Before and After 2011 Realignment
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categorized as Crimes Against Persons; whereas on June 30, 2013, this population
subset was 70 percent. This indicates that the state is now housing a higher proportion of
violent offenders.

SENTENCE TYPE

In the past two years, there has been a significant decrease in the percentage of inmates
serving a determinate sentence. On June 30, 2011, 55 percent of the population had a
determinate sentence and as of June 30, 2013, the number had declined to 45 percent.
Conversely, there has been an increase in the percentage of inmates sentenced to life in
prison (lifers) and second-strike offenders over the same period of time. The percentages
have increased by 4 percent and 5 percent, respectively. See Figure SAF-04 for all
sentence categories.

Figure SAF-04
Comparison of Sentence Type Before and After 2011 Realignment
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Recent admissions data provide an indication of a change at the local level, specifically
in the significant increase in admissions for second-strike convictions for non-violent,
non-serious felonies. This uptick in second-strike admissions for non-violent

and non-serious crimes has reversed a nearly 20-year decline in admissions for

these offenders. This has a significant impact on the state prison population because
offenders serving a second-strike receive sentences that are double the normal length
for the commitment offense and they are limited to 20 percent credit earnings while
incarcerated (the average inmate receives 50 percent credit).
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MEETING THE COURT-ORDERED PoOPULATION CAP

For over two decades, California’s prison system has faced many challenges with
overcrowding, the need for General Fund resources, and lawsuits related to the
provision of health and mental health services in prison. The population increased

from approximately 60,000 inmates in 1986 to an all-time high of 173,479 in 2006.

In 2011, notwithstanding the significant progress made in providing medical and mental
health services and reducing the prison population, the United States Supreme Court
upheld a lower court ruling that the Department reduce population in its institutions

to 137.5 percent of the system’s design capacity by June 30, 2013. This deadline was
subsequently extended to December 31, 2013.

To comply with the federal court order and avoid the early release of offenders,

the Administration proposed legislation in September 2013 for an increased capacity
solution to meet the 137.5 percent target by the end of December 2013. At the same
time, the Administration petitioned the court for an extension of time to meet the
court-imposed cap.

Chapter 310, Statutes of 2013 (SB 105), provided the statutory changes and funding
necessary for the Department to comply with the court mandate by December 2013.
SB 105 appropriated $315 million that could be used in different ways, depending

on whether or for how long the federal court extended the deadline for meeting the
population cap.

If no extension were granted, the funding would be used for in-state contracts for
community correctional facility or jail beds, a contract with the private California City
correctional facility, and additional out-of-state capacity. All of these actions would be in
addition to those assumed in the Blueprint.

If a sufficient time extension were granted and all funding not used for capacity, the first
$75 million of any savings would be transferred into the Recidivism Reduction Fund
created by SB 105. Savings beyond the $75 million would be split, with half going to the
Recidivism Reduction Fund and half going to the General Fund.

In late September, the federal court ordered a meet-and-confer process, provided an
extension to January 27, 2014 for the state to comply, and also blocked the state from
sending additional inmates to out-of-state correctional facilities beyond the currently
contracted 8,988 beds. Subsequently, the federal court granted the state an extension
until April 18, 2014 to meet the population cap.
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In building the Budget, the Administration has assumed the court will grant a two-year
extension to meet the cap. Based on this assumption, SB 105 expenditures are
anticipated to be $228 million in 2013-14 for a savings of $87 million. This funding allows
the Department to house additional inmates in contract facilities—5,633 in California and
maintain its current population in out-of-state facilities (6,292 additional out-of-state beds
above the Blueprint by June 30, 2014). The Recidivism Reduction Fund is expected to
have $81.1 million available for expenditure in 2014-15. If no extension beyond April 2014
is granted, it is estimated that the $315 million appropriated in SB 105 will be used to
meet the population cap through contracting for bed space. The expenditures proposed
from the Recidivism Reduction Fund would also need to be reconsidered if the extension
is not granted.

Additionally, SB 105 suspended the planned closure of the California Rehabilitation
Center (CRC) pending the Administration’s review of the need for the facility to comply
with the court-imposed population cap. The Blueprint proposed closure of this facility
upon completion of three authorized infill projects which are expected to be activated
in 2016. The Blueprint estimated the ongoing cost of CRC to be $160 million annually,
not including facility repairs and maintenance.

Lastly, SB 105 made changes to the SB 678 funding formula thereby increasing payments
to local probation departments by $86 million in 2014-15. SB 105 changed the calculation
for the payments to counties so that it is now based on the amount the state saves by
avoiding incarcerations in contracted facilities, which is estimated to be $29,491 per

bed in 2013-14. As a result of SB 105, it is estimated that payments to county probation
departments will be approximately $128 million General Fund in 2014-15 as opposed

to the $42 million that was anticipated based on prior law. These additional payments

are anticipated to greatly assist county probation departments in continuing to reduce
recidivism among felony probationers, therefore reducing the prison population.

COMPLYING WITH THE COURT-IMPOSED CAP TO AvOID FARLY RELEASE

Notwithstanding the efforts identified above, the state’s prison population is projected to
be above the court-imposed cap. Consequently, additional efforts are necessary to meet
the cap so that any early release will be avoided.

EFFORTS CURRENTLY UNDERWAY

The following two policies are currently being implemented and will reduce the state's
prison population.
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Three Strikes Reform—Proposition 36, the Three Strikes Reform Act of 2012,

was approved by California voters in 2012. It restructures sentencing for third-strike
offenders whose current conviction is for a non-serious, non-violent offense from

an indeterminate (life) term to a determinate (non-life) term. Repeat offenders
convicted and sentenced prior to the passage of Proposition 36 who are currently
serving a life term pursuant to the “Three Strikes” law may petition the court for
resentencing in accordance with the amended provisions of the statutes. The law
requires that the court review the petitioners’ criminal conviction history, including
the types of crimes committed, the extent of injury to the victim, the length of prior
prison commitments, and the time that was passed since the crime was committed.

There are approximately 8,000 offenders currently serving a life term in prison
pursuant to the “Three Strikes"” law and of these, approximately 2,800 are eligible for
resentencing under Proposition 36. To date, nearly 1,300 of those eligible have been
resentenced and released from prison. It is anticipated that there will be an additional
1,000 to 1,500 releases pursuant to Proposition 36.

Youth Offender Parole Hearings— Chapter 312, Statutes of 2013 (SB 260), requires
the Board of Parole Hearings to conduct youth offender parole hearings to consider
release for specified offenders who were convicted of a crime prior to their 18"
birthday and sentenced to state prison. An inmate is eligible for a youth offender
parole hearing during the 15" year of their sentence if the person received a
determinate sentence; 20" year if the person received a sentence that was less
than 25 years-to-life; and during the 25" year if the person received a sentence of
25 years-to-life. Those immediately eligible for a youthful offender parole hearing
on January 1, 2014 are required to have their hearing completed by July 1, 2015.
The Department estimates that approximately 200 inmates could be released as a
result of SB 260. Prior to this legislation, the judicial system did not provide a review
mechanism for cases in which a youth was charged as an adult.

In addition to implementing SB 260, the Board of Parole Hearings will reduce their
suitability hearing timeline for inmates sentenced to life in prison from 180 days to 120
days by streamlining the hearing preparation process, which is intended to further reduce
the state’s prison population to comply with the court-imposed cap.

COURT-ORDERED EFFORTS

In June 2013, the federal court ordered certain measures be implemented to reduce
the prison population and waived all restrictive statutes and regulations that would

GOVERNOR’S BUDGET SUMMARY - 2014-15



PuBLIC SAFETY

inhibit compliance. The Administration will immediately begin implementation of the
following measures ordered by the court:

¢ Medical Parole—Chapter 405, Statutes of 2010 (SB 1399), authorized the state’s
existing Medical Parole Program. Since January 2011, the Board has heard 63
requests for medical parole and issued 56 grants. The Court has ordered an
expansion of the Medical Parole Program to cover more inmates with severe physical
or cognitive conditions.

o Elderly Parole—A process will be established whereby inmates who are 60 years
of age or older and have served a minimum of twenty-five years of their sentence
will be referred to the Board of Parole Hearings to determine suitability for parole.
Certain categories of inmates will be excluded. An eligible inmate would only be
granted parole if the Board finds he or she does not pose an unreasonable risk to
public safety.

e Credit Enhancements—Under current law, non-violent second-strike inmates have a
credit earning limitation of 20 percent. These non-violent second-strike inmates will
now be eligible to earn good-time credits at 33.3 percent, and will be eligible to earn
milestone credits for completing rehabilitative programs. Credit enhancements will
be awarded on a prospective basis only. Offenders released under these provisions
will be on state parole until such time as they would otherwise have been released
to county jurisdiction under Post Release Community Supervision. Any parole
revocations would be served in state prison.

REcCIDIVISM REDUCTION

The Administration continues to recognize that reentry programs and other rehabilitative
services are a valuable means for transitioning offenders back into the community and
preventing recidivism. Therefore, the Budget proposes the following program expansions
to be funded through the Recidivism Reduction Fund:

o Additional Substance Use Disorder Treatment in State Prison—$11.8 million to
expand substance use disorder treatment to 10 non-reentry hub institutions,
with expansion to the remaining 11 institutions planned for 2015-16. Another
$9.7 million to provide substance use disorder treatment and other cognitive
behavioral therapy programs at in-state contracted facilities.
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o Integrated Services for Mentally lll Parolees—$11.3 million is proposed to allow the
Department to expand the number of program slots from 600 to 900 in 2014-15.
This is a comprehensive treatment model which provides varied levels of care,
supportive and transitional housing, and an array of mental health rehabilitative
services to assist with the development of independent living.

REENTRY

The Budget proposes the activation of the Northern California Reentry Facility, as well as
an appropriation to support reentry facilities in the community. It is critical to partner with
local communities so there is an easier and more successful transition to the community
when the inmate is released.

«  State Reentry Hub — Northern California Reentry Facility—The Department plans
to use this 600 bed facility in Stockton for reentry though it will take more than two
years to make the needed renovations to move inmates into this facility. Statutory
changes are needed to reclassify the facility's purpose and allow male inmates to be
housed in the facility. $8.3 million from the Recidivism Reduction Fund will be used
for design of the facility.

o  State Reentry In the Community—The Administration proposes that $40 million
from the Recidivism Reduction Fund be used for a variety of reentry programs for
inmates within one year of release from prison. It is anticipated that there are many
different and effective models that can be considered. Programs could be located
in a county jail or in an appropriate state, local, or private community facility. These
should be smaller facilities that offer appropriate services such as work training,
education, practical living skills, as well as substance use disorder and mental
health treatment. Having facilities in the community will also allow the state and
county probation to partner in linking these inmates to services in the community
upon release.

Existing statute authorizes inmates who are within 60 days of release to be housed in a
county jail facility for transition purposes. In the 2013 Budget Act, funding was designated
for contracting with four counties for a pilot jail reentry program. This pilot requires a

risk and needs assessment for each inmate, individualized treatment plans, specified
programming, such as GED classes, job readiness, and cognitive behavioral therapy.
Currently, one county is in contract with the Department and a second county has
expressed interest. To expand the use of the currently authorized jail reentry program,
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the Budget proposes legislation to extend the time period for up to one year prior
to release.

CoMMUNITY HEALTH CARE SERVICES

The intersection of state offenders reintegrating into the community with lower-level
offenders staying in the community on alternative sanctions, or some kind of supervision,
demonstrates the importance of the support services necessary to stop the cycling

of offenders through the jail and prison system. It was this intersection that led the
Administration to support additional expansion of state-funded health care programs.
These programs are an integral component of recidivism reduction.

HEALTH CARE SERVICES

California has taken a very proactive role in implementing the federal Affordable Care Act.
As part of the 2013 Budget Act, the state agreed to expand Medi-Cal benefits to

childless adults. It is assumed that a significant number of the county indigent health
population will now be covered by Medi-Cal. A large number of this expanded caseload
intersects with those in the criminal justice system. While the federal government will not
pay for medical care within a locked prison or jail, services provided in the community are
allowable for reimbursement and access to these services will improve health outcomes
and assist in recidivism reduction.

Chapter 646, Statutes of 2013 (AB 720), expands the state’s ongoing efforts to promote
increased access to health care for offenders released from jail by suspending rather
than terminating benefits if incarcerated for a year or less and by encouraging counties to
determine eligibility for health care prior to release from jail.

As part of the implementation of the federal Affordable Care Act, California has expanded
both benefits and eligibility for mental health and substance use disorder services.
Consumers with income up to 400 percent of the federal poverty level will be eligible

for federal subsidies to support the expanded mental health and substance use

disorder benefits.

MENTAL HEALTH SERVICES AND SUBSTANCE USE DISORDER TREATMENT

Under the state expansion of Medi-Cal, managed care plans will now offer psychotherapy,
psychological testing, outpatient services to monitor drug therapy, outpatient laboratory
drugs and psychiatric consultation to non-specialty benefits. These services should allow
clients to stabilize and avoid more costly services.
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Counties continue to be responsible for specialty mental health services under 1991
and 2011 Realignment as well as the Mental Health Services Act (Proposition 63).

Each county is required under the Mental Health Services Act to consider ways to
provide services similar to those established pursuant to the Mentally |ll Offender Crime
Reduction Grant Program for offenders who are in the community but not incarcerated.

Previously all eligible Medi-Cal beneficiaries could receive outpatient drug-free

treatment and treatment for opioid addiction through the county-administered Drug
Medi-Cal Program. Beginning January 1, 2014, the state has agreed to fund an expanded
set of services for individuals enrolled in Medi-Cal. The additional services are annual
Screening and Brief Intervention and Referral to Treatment, inpatient detoxification
services and intensive outpatient treatment, and residentially based substance use
disorder treatment.

The costs of expanded mental health and substance use disorder benefits are projected
to be $61.3 million General Fund in 2013-14 and $197.9 million General Fund in 2014-15.
This investment will improve mental health and substance use disorder service parity,
increase access to preventative care for low-income populations, and decrease county
costs for indigent care. These services also give counties another source of treatment
services for persons on Probation or Post Release Community Supervision.

MENTAL HEALTH WELLNESS

The 2013 Budget Act also included $206.2 million ($142.5 million General Fund)

for Mental Health Wellness to strengthen local mental health services. This investment
includes funding for at least 25 mobile crisis teams, 600 additional triage personnel,
additional peer support crisis training, and increasing crisis stabilization and crisis
residential treatment capacity by 2,000 beds. One of the primary goals of this funding

is to increase access to intervention and treatment services to reduce recidivism and
mitigate future public safety costs. Applicants for funding must describe community
linkages, including linkages with local law enforcement. Applications are due to the State
Treasurer’s Office January 22, 2014 and it is anticipated that the first grants will go out by
May 2014.

THE COMMUNITY CORRECTIONS SYSTEM

The Department'’s primary public safety responsibility is the operation of a secure and
safe prison system that provides rehabilitative programs aimed at reducing recidivism.
The state must meet the court-ordered population cap of 137.5 percent of capacity and
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the Administration is committed to meeting that target, as outlined previously, without
early release.

The state must be cognizant of the issues local government faces in its community
corrections system. History demonstrates that actions taken by the state—such as

the property tax shift of the early 1990s that exacerbated budget reductions in
counties—can contribute to the increase of offenders sent to state prison. On the other
hand, investment in smart justice programs at the local level, like those implemented as a
result of SB 678, can assist in decreasing the prison population.

AB 109 and the Community Corrections Program was a massive change for the

local correctional system, and the state has allocated close to $1 billion annually for

its implementation. Other state resources have also been allocated for basic law
enforcement services such as juvenile justice and the Citizens' Option for Public
Safety program, and more recently for expanded mental health and substance use
disorder programs. The Budget includes $27.5 million in 2014-15 for cities for front line
law enforcement activities.

It is incumbent upon each county, using these additional resources plus their own,

to develop programs tailored to meet the needs of its community. Working through the
Community Corrections Partnership (CCP), each county is collaborating across program
jurisdictions and developing programs aimed at maintaining, and even increasing public
safety and using its resources most effectively and efficiently to reduce recidivism.

The CCPs are chaired by the Chief Probation Officer and membership is comprised of
the presiding judge of the superior court, a county supervisor or the chief administrative
officer, the district attorney, the public defender, the sheriff, the chief of police, the heads
of the various county departments, and community representatives. The CCPs were first
authorized to provide recommendations for the expenditure of SB 678 funds, and have
since played an integral role in making recommendations to the county boards of
supervisors on the implementation of 2011 Public Safety Realignment.

AB 109 gave local governments tools to more effectively manage their criminal justice
populations, including split sentences and alternative sanctions, enhanced credit earnings,
and the ability to contract with the state for fire camp beds. Since the implementation

of AB 109, statutes have been enacted to authorize medical parole; provide enhanced
credit earnings for participation in work and job training programs; allow milestone credits
for education and vocational training, life skills, parenting and substance use disorder
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treatment; and authorize County Boards of Parole to release someone on county parole
for three rather than two years.

Counties began the implementation of AB 109 from very different places. Some counties
had many community-based programs and were already diverting offenders from

state prison or local jail. Others had resources sufficient only to operate the jail and
probation supervision. With this county variation, it will take time and effort to change
the system.

To assist in this effort, the state appropriated $25 million in 2011-12 to support hiring,
retention, training, and data improvements in the counties. In each year since 2011-12,
$7.9 million has been appropriated for the CCPs to support ongoing change efforts at

the local level. In 2013-14 and 2014-15, this appropriation comes with a requirement

to report to the Board of State and Community Corrections on the outcomes adopted

in each county’s CCP plan and progress in meeting those outcomes. Finally, $1 million
was appropriated in both 2011-12 and 2012-13 to be split between the California State
Association of Counties (CSAC), the California State Sheriffs” Association (CSSA), and the
Chief Probation Officers of California (CPOC) for statewide training efforts. These
statewide organizations have sponsored three conferences to share information about the
implementation of AB 109 and what works in the community.

Change is happening. CSAC has completed several “smart justice” videos showcasing
effective new county programs. For example, in Merced County, an “All Dads Matter”
program helps at-risk dads and kids maintain connections. In Glenn County, there is a
collaboration of several county departments (the Community Re-Entry Work program)
that teaches job skills, provides training, and helps offenders get back on their feet.

Each year, CSAC also honors innovative programs and this year, Tehama County was
recognized for its AB 109 Auto Shop— Changing Lives in which the county has developed
its own auto shop where offenders are trained and provide auto repair for the county’s
fleet vehicles.

CPOC reports that of the 23,000 completions of terms through September 2013:

e 93 percent of those starting Post Release Community Supervision appeared as
expected within three days of release from state prison;

e« 60 percent completed Post Release Community Supervision with no return to
custody and had their supervision terminated between 6 and 12 months; and,

GOVERNOR’S BUDGET SUMMARY - 2014-15



PuBLIC SAFETY

e 90 percent of those currently on Post Release Community Supervision are actively
supervised and not wanted on a warrant.

County Probation has told of many individual successes with offenders going to
residential substance use disorder treatment programs, stepping down to a day reporting
center and becoming gainfully employed. Many of these individual success stories have
the same theme—the right treatment program, links to family and the community,

and more stable housing and employment.

Sheriffs have continued and initiated many in-custody programs that begin the important
link to services in the community before release. The Board of State and Community
Corrections expects to release the results of a jail program survey in January 2014 so
information on best practices can be available statewide.

2014-15 BUDGET PROPOSALS

Notwithstanding these success stories, counties continue to face challenges in operating
their community corrections programs. The state has made both a sizable financial
investment and enacted statutory changes that allow counties to be successful in the
implementation of AB 109. While additional direct resources for AB 109 are not possible,
there are additional changes that the state can make to facilitate success at the local level.

SPLIT SENTENCES

Under Realignment, judges are authorized to impose a straight sentence of time in jail
or a split sentence of incarceration followed by a mandatory term of supervision for
offenders convicted of a non-serious, non-violent, non-sex offense. Through the first
year of implementation, CPOC indicated that about 23 percent of the 21,500 felony
offenders sentenced to local jail received a split sentence. Use of split sentences varies
widely among counties from a high of almost 89 percent to a low of about 6 percent.
The 10 largest counties had a usage of 20 percent. Research shows that when a person
is released from incarceration, a reentry plan with structured supervision and programs
provides the best opportunity to lower recidivism rates.

The Administration proposes legislation to require that any county jail felony sentence
will be a split sentence unless the court finds it to be in the interests of justice based
on facts in the particular case to impose a straight sentence. The use of split sentences
is important for public safety and recidivism reduction so offenders have access to
appropriate treatment services. Increased use of split sentences will also help relieve
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jail overcrowding. The Administration is committed to working with criminal justice policy
makers and practitioners to resolve any issues regarding the imposition of split sentences.

JAIL FACILITIES

There are 123 county jail facilities with a rated capacity between 70,000 and 80,000
depending on how many jail units are staffed. Thirty-five jails operate under an
imposed population cap. Twenty-five jails currently in operation were built before
the 1980s, including one from the 1940s, and four from the 1950s. Forty-seven jails
were constructed in the 1980s and 1990s and have not been upgraded since their
initial construction. Twenty-six jails of this time period have been remodeled.

In 2007, as a part of AB 900 and in response to the critical need for increased jail
capacity, the state authorized $1.2 billion in state lease revenue bond financing primarily
for increased capacity and to alleviate overcrowding. This funding was authorized in
two phases and counties were required to provide a 25 percent match in phase 1 and

a 10 percent match in phase 2. Funding has been allocated to 21 counties and when all
construction is completed, over 9,000 jail beds will be added. Funding went primarily to
those counties operating under a population cap.

Chapter 42, Statutes of 2012 (SB 1022), authorized the Adult Local Criminal Justice
Facilities Construction Program. SB 1022 authorized an additional $500 million in lease
revenue bond financing for the acquisition, design, and construction of adult local criminal
justice facilities. However, this funding is primarily available to build “better” beds and
treatment and programming space versus increasing capacity. SB 1022 specified that
counties seeking to replace or upgrade outdated facilities and provide alternatives to
incarceration, including mental health and substance use disorder treatment, would

be considered. The Board of State and Community Corrections anticipates making
conditional awards in January 2014. The funding will provide space for GED and
substance use disorder classes, day reporting centers, transitional housing and upgraded
jail space.

Notwithstanding the state's investment of $1.7 billion for jail construction, there remains
a significant need for better space in which to house local offenders. Old jails do not lend
themselves to the kinds of treatment and programming space needed to run effective
in-custody programs that lead to success once an offender is released.

The Administration proposes that another $500 million be authorized for
SB 1022-type facilities. There will be a 10-percent county match requirement.
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Though progress has been made in adding capacity where it is most critical, county

jails remain crowded and it is important that they be used most effectively. While
circumstances vary significantly among the counties, careful consideration must be given
to who occupies each jail bed. The pre-trial population in California’s jails varies widely
by county. Based on the Board of State and Community Correction’s Jail Profile Survey
from the 2" Quarter of 2013, the percentage of pre-trial inmates varies from a high of

83 percent to a low of around 50 percent for larger counties. The statewide average is
63 percent, down from a high of 71 percent in 2010.

Any application for additional construction funding for jails should include, as a priority,
documentation that the county uses a risk assessment instrument to determine who to
release pending trial. This can increase public safety and help relieve overcrowding in jails.

LoNG TERM OFFENDERS IN COUNTY JAIL

AB 109 was implemented based on state or county jurisdiction due to crime, not time.
This has resulted in offenders serving longer terms in county jails.

A jail survey done by CSSA in February 2013, indicates that a significant number of
inmates received sentences over five years, with the longest sentence being 43 years

in Los Angeles County. The most common crime for long-term sentences was drug
trafficking though there were some convicted of multiple thefts with priors, driving under
the influence with priors, or multiple counts of felony child abuse. As part of the 2013-14
May Revision, the Administration proposed a population neutral offender swap to deal
with the long-term offender issue, but it was not enacted.

The Administration agrees that overly-long sentences are not appropriate for

county facilities. However, any significant change in time served in county jail would
have a dramatic impact on the state prison population which is not tenable given the
federal court order for the state to meet a 137.5 percent population cap. It would
also significantly alter the assumptions used in developing the funding model for the
Community Corrections Program grant.

Given the need to strike a balance between who is in jail and who is in prison,

the Administration proposes that sentences over 10 years be served in state prison.
Based on pre-Realignment information, this population would be approximately 300
offenders on an annual basis. This change can be implemented only if the Administration
is successful in its efforts to meet its court-ordered population cap as outlined previously
in this Chapter. It will also be important to have ongoing discussions to understand
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how charging practices may influence the number of offenders sentenced to more than
10 years.

FIRE CAMPS — ANOTHER ALTERNATIVE FOR LONG-TERM OFFENDERS

After AB 109 was enacted, the state developed a proposal whereby counties could
contract with the Department to send longer-term offenders to state fire camps at

the rate of $46.19 per day. Offenders had to meet all of the criteria regarding who is
appropriate to be in a fire camp and pass all the same training requirements. Historically,
local offenders had not been eligible to be housed in a state fire camp. Contracts for fire
camp beds have been executed with three counties totaling up to 780 beds; however,
the Department currently has fewer than 100 local inmates in fire camps.

Because of the ongoing concerns regarding longer-term offenders, the Department has
agreed to reduce the daily rate to $10 per day in a camp and $81 per day while offenders
are being trained. There is no cost to the General Fund and this should offer a better
incentive for counties to participate in the fire camp program.

CoMMUNITY CORRECTIONS GRANT ALLOCATION FOR 2014-15

As part of the implementation of AB 109, the Department of Finance developed a
model to determine the level of total state funding for this program. The model was
based on average daily population totals as well as jail, supervision, programming,
and treatment costs.

The Administration strongly believes that those who have to make this program work at
the local level should determine the allocation of resources among counties. CSAC took
on this responsibility along with a representative group of County Administrative Officers.

The allocation for 2011-12 was based primarily on population because that was the

only factor for which data were available. A two-year formula was developed for
2012-13 and 2013-14. For these two years, each county receives at least double what it
received in 2011-12. With the exception of Los Angeles County, which maintained the
same share of funds as it received the prior year, each county receives the best result
from among the following three categories: county population 18 to 64, an adjusted
average daily population or a formula weighted by caseload, population and SB 678
success rate. A formula was also developed for the distribution of 2012-13 growth funds
in September 2013.
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When AB 109 was first implemented, the Administration proposed that a permanent
base of funding for each county be established in 2014-15. By then, most of the
offenders going onto Post Release Community Supervision would be out of state prison
and the program “fully implemented.” However, it is premature to make such a final
decision at this point and more information is needed regarding the implementation of
evidence-based practices. Therefore, it is proposed that the allocation continue to be
flexible for the next several years.

CSAC is working toward development of a formula that is driven by reliable and
consistent data and statistically relevant factors. The formula should encourage the use
of incentives and evidence-based practices, reward efforts to improve outcomes such
as recidivism reduction, and allow for maximum local control and flexibility. The ongoing
allocation of resources requires a thoughtful and balanced approach given the critical
impact on public safety.

STAKEHOLDER MEETINGS — SB 105

SB 105 charged the Administration to immediately begin discussions with stakeholders
"“to assess the state prison system, including capacity needs, prison population levels,
recidivism rates and factors affecting crime levels, and to develop recommendations on
balanced solutions that are cost effective and protect public safety.” An interim report is
due to the Legislature by April 1, 2014.

The Governor tasked the Chair of the Board of State and Community Corrections with
leading this effort and several meetings have already been held with more scheduled.
The Administration is interested in the ideas of a broad spectrum of individuals and
groups interested in the criminal justice system.

The stakeholders have stressed the need for more mental health services and substance
use disorder treatment in the community. The expansion of the federal Affordable Care
Act will accomplish this.

The expanded use of split sentences has been frequently mentioned with an emphasis
on having appropriate services available. Stakeholder discussions identify a clear
interrelationship of programs available in the community that lead to success when

an offender is no longer in custody. Access to employment opportunities, supportive
housing and services are consistent themes of the discussions.
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In the past three years, there has been dramatic progress in meeting a number of
interrelated public safety goals—responsibly reducing the overall prison population,
better managing offenders at the local level, and continued measurable improvements
in public safety and in the lives of individuals. The Administration remains committed
to a continuing strong partnership with local government to strengthen and improve
California’s public safety system.
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CORRECTIONS AND REHABILITATION

he California Department of Corrections and Rehabilitation incarcerates the most
violent felons, supervises them when they are released on parole, and provides
rehabilitation programs to help them reintegrate into the community. The Department
provides safe and secure detention facilities and necessary support services to inmates,
including food, clothing, academic and vocational training, as well as health care services.
The Budget proposes total funding of $9.8 billion ($9.5 billion General Fund and
$320 million other funds) for the Department in 2014-15.

The state’s prison population is higher than projected in the 2013 Budget Act. The 2013
Budget Act projected an overall adult inmate average daily population of 128,885 in
2013-14. The average daily adult inmate population is now projected to increase by

4.7 percent to 134,986 in 2013-14 and by 6.9 percent to 137,788 in 2014-15 compared to
the Budget Act projection.

The 2013 Budget Act projected an overall parolee average daily population of 42,495 in
2013-14. The average daily parolee population is now projected to increase by 8.1 percent
10 45,934 in 2013-14 and to decrease by 13.7 percent to 36,652 in 2014-15. The decline
in the parole population is a result of Chapter 15, Statutes of 2011 (AB 109), which shifted
the responsibility of certain parolees to counties.

The Division of Juvenile Justice's average daily ward population is increasing in 2013-14
and decreasing in 2014-15 when compared to the 2013 Budget Act projections.
Specifically, the ward population is projected to increase by 32 in 2013-14 and
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decrease by 34 in 2014-15, for a total population of 711 in 2013-14 and 645 in 2014-15.
The 2013-14 population is higher than was projected in the 2013 Budget Act due to an
increase in juvenile court first admissions and parole violator admissions compared to
projected levels.

SB 105

The federal Three-Judge Panel has extended the deadline for meeting the population cap
of 137.5 percent until April 18, 2014. Chapter 310, Statutes of 2013 (SB 105), provides
the statutory changes and funding necessary for the Department to house inmates

in contracted facilities and improve recidivism reduction efforts to avoid early release

and comply with the court-imposed population cap. SB 105 appropriated $315 million
General Fund in 2013-14. Please reference the Public Safety Chapter for an overview

of how the state’s court-imposed population cap intersects with the local community
corrections system.

At the time the Budget was developed, negotiations regarding the deadline for
achieving a population below 137.5 percent were still ongoing. The Budget is based
on an assumption that the deadline for meeting the population cap will be extended by
two years.

SB 105 provides that if any portion of the $315 million is unspent at the end of 2013-14,
the first $75 million is to be deposited in the Recidivism Reduction Fund and any
additional savings is to be split equally between the Recidivism Reduction Fund and

the General Fund. The Budget estimates $87.2 million in SB 105 savings, of which

$81.1 million will be transferred to the Recidivism Reduction Fund and $6.1 million to the
General Fund. However, if there are no further extensions to the population cap deadline,
this funding will be used for increased capacity to avoid the early release of inmates.

The Budget proposes expenditure of the $81.1 million anticipated to be available in the
Recidivism Reduction Fund on the following programs, which will be reconsidered if the
two-year extension is not granted:

o  State Reentry in the Community—3$40 million for inmates within one year of release
from prison, either through reentry programs provided in jails or residential reentry
services provided in facilities within the community.

o Substance Use Disorder Treatment—$11.8 million to expand substance use disorder
treatment to 10 non-reentry hub institutions, with expansion to the remaining 11
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institutions planned for 2015-16. An additional $9.7 million to provide substance use
disorder treatment and other cognitive behavioral therapy programs at the contracted
facilities funded through SB 105.

« Integrated Services for Mentally Il Parolees (ISMIP)—An increase of $11.3 million
to allow the Department to expand the ISMIP program from 600 to 900 slots in
2014-15. The ISMIP program is a comprehensive treatment model which provides
varied levels of care, supportive/transitional housing, and an array of mental health
rehabilitative services to assist with the development of independent living skills in
the least restrictive environment possible.

e Northern California Reentry Facility—$8.3 million for design of a new project
to renovate the existing buildings, which will become an additional reentry hub
when activated.

ENDING COURT OVERSIGHT OF
CALIFORNIA’S PRISON SYSTEM

The Budget reflects continued commitment to ending court oversight of the state
prison system. The Department and the federal receivership (Receiver) overseeing
medical services continue to move the correctional health care system toward
consistently meeting the standards and scope of services appropriate within a
custodial environment. However, challenges have been identified and the Budget
proposes solutions to address these issues.

The court overseeing the Plata v. Brown litigation issued an order on September 5, 2012,
providing the framework for the state to regain control of the Department’s medical
services program. The order states that if an institution receives a score above 75 percent
in a medical inspection completed by the Office of the Inspector General, the institution
will be reviewed by three court-appointed medical experts, and if at least two of the
three court experts find that the institution is providing adequate care, the institution
shall be deemed to be in substantial compliance. Recent reports by the court experts
have highlighted their concerns with cleanliness and sanitation at certain institutions.
Accordingly, the Budget includes an increase of $14.5 million General Fund in 2014-15
to establish a statewide janitorial contract with the California Prison Industry Authority to
remedy the cleanliness issues cited in the medical experts’ reports.
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The Armstrong v. Brown lawsuit involves the Department’s compliance with the
Americans with Disabilities Act. The Court ordered a remedial plan that requires specific
activities be completed so the Department is providing reasonable modification or
accommodation for offenders with disabilities, including effective communication and
equal access to programs and services. The Receiver was not previously subject to the
remedial plan in the Armstrong v. Brown lawsuit, but in August 2012, the Receiver signed
a memorandum of understanding with the Prison Law Office plaintiffs’ representatives,
which requires the California Correctional Health Care Services to comply with the
provisions of the remedial plan. The remedial plan includes detailed instructions for
tracking, investigating, and resolving allegations of non-compliance with the Americans
with Disabilities Act requirements, the Armstrong v. Brown remedial plan, and prior court
orders associated with this lawsuit. The Budget includes an increase of $4.1 million
General Fund in 2014-15 for the California Correctional Health Care Services to achieve
compliance with the Armstrong v. Brown remedial plan.

In addition to newly identified operational challenges, the volume and complexity of the
Department’s class action lawsuits continue to increase. The Budget includes additional
resources to place the Department in a better position to defend and seek affirmative
relief in these high profile and complex cases, which drive hundreds of millions of dollars
in costs to the state. The Department will contract with the Office of the Attorney
General to establish a larger litigation team that is solely dedicated to the Department’s
class action lawsuits, resulting in an increase of $1.4 million General Fund in 2014-15.

Additional adjustments included in the Budget that demonstrate the Administration’s
commitment to ending court oversight and regaining control of the state’s prison
system include:

« Adding positions to manage the Health Care Facility Improvement Program
construction projects.

» Adding positions to the Office of the Inspector General to complete medical reviews
in a similar manner to the medical reviews completed by the Plata v. Brown court
appointed experts.

«  Establishing a baseline budget for health care pharmaceutical costs consistent with
actual and projected expenditures.
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Significant Adjustments:

o Academy—An increase of $61.7 million General Fund to expand the Basic
Correctional Officer Academy capacity from 720 to 3,400 cadets. This augmentation
will allow the Department to fill an increasing number of vacancies in its Correctional
Officer classification due to retirements and other attrition. To facilitate an increase
in the number of cadets, the Academy will transition from 16 weeks to 12 weeks
with the final four weeks of training to be provided at the institutions. The 2014-15
adjustment builds upon Academy expansion efforts commencing in 2013-14.

e Drug and Contraband Interdiction—An increase of $14 million General Fund to
establish an enhanced drug and contraband interdiction program. This program
will reduce illegal drugs and contraband entering prisons and will enable the
Department to reduce inmate violence, increase safety for staff and inmates,
and promote a drug-free rehabilitative environment. This program will complement
the expansion of substance use disorder treatment to non-reentry hubs by prioritizing
placement of inmates who test positive for illicit drug use to substance use disorder
treatment programs.

*  Workers' Compensation—An increase of $75 million General Fund to
address increasing workers’ compensation costs. From 2009-10 to 2012-13,
the Department’s costs grew by nearly $90 million due to increases in open claims,
cost of living adjustments, retirement and medical benefits, and State Compensation
Insurance Fund fees. Workers’ compensation costs are anticipated to stabilize in
future years due to enhanced cost containment strategies.

o Deferred Maintenance—The Budget provides $100 million to various state agencies
to address critical infrastructure deferred maintenance needs. Of this amount,
$20 million will be allocated to the Department.
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