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August 26, 2009

TO:
Chief Executive Officers, Chief Business Officers, Chief Student Services Officers, Chief Instructional Officers

FROM:
Erik Skinner, Vice Chancellor, College Finance and Facilities Planning and 

Linda Michalowski, Vice Chancellor, Student Services and Special Programs

SUBJECT:
2009-10 Categorical Program Guidance Memorandum
In response to California’s fiscal crisis, Governor Schwarzenegger signed into law major revisions to the 2009-10 State Budget on July 28, 2009. For the California Community Colleges (CCC) these revisions imposed deep funding cuts and made significant policy changes in order to provide districts with greater flexibility to manage the funding reductions. This memo provides clarification and guidance for districts in regard to categorical programs.

Categorical Budget Cuts—Assembly Bill X4 1

Assembly Bill X4 1 revises the 2009-10 Budget Act and makes substantial cuts to most community college categorical programs.  AB X4 1 exempts two programs from cuts (1% increase to Student Financial Aid Administration and no cut to Foster and Kinship Care Education), fully eliminates one program (Physical Plant/Instructional Equipment), and makes a range of cuts to the other categorical programs.

In the revised Budget Act, categorical funding allocations are drawn from both state and federal funding. The federal funds, provided from American Recovery and Reinvestment Act State Stabilization (ARRA) monies, are assumed to total $130 million, resulting in program cuts of 15 to 32%. However, the ARRA allocations are only estimates at this time, and it is unclear what the final dollar amount of federal funds will be. The accompanying table, Attachment 1, lists all the CCC categorical programs and shows the breakout of the ARRA and state funds that total to the AB X4 1 amounts.

Please note that any shortfall in ARRA funds will be prorated across the ARRA allocations shown in Attachment 1. Due to uncertainty about the level of ARRA funding available, the August Advance Apportionment certification for each program is based on state funds only. These figures should not be relied upon to determine 2009-10 funding levels, as they reflect cuts that are deeper than we believe will ultimately be the case given the availability of ARRA funds.  It should further be noted, however, that ARRA funds are expected to be one-time and will not be available for 2010-11.  Once we know the final federal allocation, we will recertify each program’s 2009-10 allocation as part of a September/October Advance Apportionment.

Categorical Flexibility—Assembly Bill X4 2

In order to help districts manage the deep cuts described above, AB X4 2 (the education budget trailer bill) provides categorical flexibility for districts for some categorical programs; these are highlighted in the shaded area of Attachment 1.  A summary of the categorical flexibility language is as follows:

· Districts are allowed to redirect funds from any of the categorical programs in the shaded area to support any other categorical program funded in the state budget.

· Before exercising this flexibility, districts are required to discuss the redirection of funds at a regularly scheduled public meeting and take testimony from the public.

· Districts exercising this funding flexibility are relieved of all state statutory, regulatory, and provisional requirements associated with the twelve programs contained in the flexibility category.

· For categorical programs in the flexibility category, funding allocations for each district are set at the same amount received by the district in 2008-09, less the 2009-10 cut.

This allocation methodology, as well as the flexibility noted above, is locked in through 2012-13.  The complete categorical flexibility language from AB X4 2 is provided in Attachment 2.

Pending Cleanup Legislation

Please be advised that at the time this item was written, it appears that a cleanup bill will be introduced to remove ambiguity regarding the categorical funding allocations and flexibility provisions. The cleanup legislation will likely address the following issues:

· Identify in statute the specific allocations of state and ARRA funds to each categorical program.

· Exempt from the flexibility provisions funding directed to statewide and regional functions in the following programs: Transfer and Articulation; Economic and Workforce Development; and Academic Senate.

· Specify that SB 70 CTE funding is not subject to the flexibility provisions.

Frequently Asked Questions

Q1: When will the final ARRA funding allocations be known?
A1: The California Department of Finance is in charge of making the calculation. We understand that they are in the process of doing so at this time. We will provide further information on these funding levels as soon as it is available.

Q2: What does it mean for programs in the flexibility category to be “deemed in compliance” with statutory, regulatory, and provisional requirements?
A2: If a district chooses to exercise its authority to move funds from programs in the flexibility category, then the district will be relieved of responsibility to comply with any state statutes or regulations governing the program from which the funds are being moved and for all other programs in the flexibility category.  However, any funds that are not formally moved out of a program must be used for that program’s stated purpose.  For example, if a district moves half its Apprenticeship funds to another categorical program and retains the other half for Apprenticeship, then the funds that remain in Apprenticeship must be spent on apprenticeship training.  Districts that use flexibility will be required to report to the Chancellor’s Office the amount of funds transferred from each program and where the funds were transferred.  The Chancellor’s Office will then use this information to report to the Legislature, per the trailer bill reporting requirements, about how these funds were used.   The Chancellor’s Office will provide appropriate reporting forms to districts in the near future in order to collect this information.

Q3: In order to be relieved of state statutory, regulatory, and provisional requirements, are we required to take separate actions for each of the twelve categorical programs?
A3: No, transferring funds from any one of the categorical programs will result in the district being deemed in compliance for all twelve programs.

Q4: Can we use the flexibility provided to transfer funds out of a categorical program and into the district’s General Fund?
A4:  No, the language is clear that funds can only be transferred into other categorical programs included in the state budget.

Q5:  Can a district take a single action to move funds out of a program for all four years or is annual action required?

A5:  Because funds are appropriated for each categorical program on an annual basis, the district would need to take public action each year to transfer funds.
Q6: What are the requirements for the public hearing?

A6:  Because the law references “a regularly scheduled open public hearing,” a properly noticed open meeting of the local board of trustees would meet the requirement, provided there is an opportunity for public comment on the item before action is taken.  It is clear that the Legislature intended that any fund transfers be appropriately sunshined.

Q7:  Is there any regulatory flexibility with regard to programs that are not in the flexibility category?

A7:  Not at this time.  Except for the 12 programs included in the flexibility category, all current laws and regulations remain in effect.  With specific regard to the student services categorical programs, the Chancellor’s Office is reviewing its administrative guidelines to determine whether any sub-regulatory requirements can be lifted and administration streamlined.  Discussions to consider pursuing further administrative relief are planned.

Q8:  How will allocations be determined for programs not included in the flexibility category?

A8:  Each program (EOPS, CARE, CalWORKs and DSPS) is working within its advisory structures to determine how the budget cuts should affect normal allocation formulas.  More information will be forthcoming.

Q9:  If a district chooses to backfill cuts to any categorical program with district general funds, will the district be locked into a higher maintenance of effort obligation in future years?

A9:  No.  The maintenance of effort requirements are somewhat different for each categorical program and so there will need to be follow-up guidance specific to each program. This guidance will reflect the intent of the Chancellor's Office to enable districts to use district general fund resources to temporarily backfill cuts to categorical programs without having an impact on districts' future maintenance of effort requirements.  

Q10:  Can districts spend 2008-09 funds that were carried over for 2009-10 expenses?

A10:  Districts were given authority to carry over 2008-09 funds for specific categorical programs (EOPS, CARE, DSPS, Student Financial Aid Administration and Matriculation) until September 30, 2009.  All 2008-09 funds must be spent by that date.  To the extent the 2008-09 funds are able to pay salaries or other expenses that would otherwise have to be paid from 2009-10 funds, the carry-over funds may help districts manage their 2009-10 funding cuts.   However, districts should ensure that the 2008-09 funds are fully expended by the September 30, 2009 deadline.

Q11:  If a district transfers funds from one categorical program into another categorical program that is not in the flexibility category, do the transferred funds have to be spent in accordance with the existing rules for the receiving program?

A11:  Yes.

Q12:  Can a district use funds transferred from one categorical program to meet its match requirement for another categorical program?

A12:  No.  Districts are required to match categorical funds with general or non-state funds.  Since the flexibility provisions only allow selected categorical funds to be transferred to other categorical programs, these transferred funds cannot be used as a match in lieu of district general funds.
	Attachment 1: California Community Colleges - Categorical Funding*

	
	
	
	
	

	2009-10 

	
	
	
	
	
	Budget Act AB X4 1
	ARRA Federal Funds (est.)
	State General Funds
	Flexibility Allowed

	Categorical Programs
	
	
	
	
	
	

	Student Financial Aid Administration 
	
	        52,884,000 
	
	        52,884,000 
	No

	Foster Care Education Program
	
	           5,254,000 
	
	           5,254,000 
	No

	Fund for Student Success 
	
	
	           5,262,820 
	1,470,219
	           3,792,601 
	No

	CalWORKs  
	
	
	
	        37,043,000 
	10,348,318
	        26,694,682 
	No

	Student Success Initiative - Basic Skills
	        27,804,000 
	7,767,315
	        20,036,685 
	No

	Nursing Support
	
	
	
	        18,564,000 
	5,186,032
	        13,377,968 
	No 

	Disabled Students
	
	
	
	        96,057,240 
	26,834,514
	        69,222,726 
	No

	Extended Opportunity Programs & Services
	        89,188,000 
	24,915,526
	        64,272,474 
	No

	Cooperative Agencies Resources for Education
	        12,949,400 
	3,617,539
	           9,331,861 
	No

	Telecom & Technology Services
	
	        21,217,380 
	5,927,279
	        15,290,101 
	No

	Academic Senate 
	 
	 
	 
	              317,560 
	88,713
	              228,847 
	Yes

	Childcare Tax Bail Out
	 
	 
	           4,648,480 
	1,298,598
	           3,349,882 
	Yes

	Equal Employment Opportunity
	 
	           1,187,960 
	331,868
	              856,092 
	Yes

	Economic Development  
	 
	 
	        31,817,200 
	8,888,441
	        22,928,759 
	Yes

	Apprenticeship 
	 
	 
	 
	           9,955,880 
	2,781,271
	           7,174,609 
	Yes

	Part-time Faculty Office Hours 
	 
	           4,876,960 
	1,362,426
	           3,514,534 
	Yes

	Part-time Faculty Health Insurance 
	 
	              680,000 
	189,965
	              490,035 
	Yes

	Part-time Faculty Compensation 
	 
	        34,563,040 
	9,655,518
	        24,907,522 
	Yes

	Transfer Education and Articulation 
	 
	              968,320 
	270,510
	              697,810 
	Yes

	Matriculation - credit
	 
	 
	        55,231,760 
	15,429,524
	        39,802,236 
	Yes

	Matriculation - non-credit
	 
	 
	        13,017,000 
	3,636,424
	           9,380,576 
	Yes

	Physical Plant and Instructional Support 
	 
	 
	 
	Yes

	Career Technical Education**
	
	
	        48,000,000 
	
	        48,000,000 
	No

	Subtotal Categorical
	
	
	  571,488,000 
	130,000,000
	  441,488,000 
	

	*Unresolved issues: 1) specific allocations of ARRA and state funds to each categorical program; 2) status of statewide and regional projects; and 3) status of SB 70 CTE funding.

	

	** Reflects a shift in SB 1133 (2006 Prop. 98 Settlement Funds) to Budget Act

Flexibility provision applied to categorical programs in shaded area of table and allows funds to be moved from these programs into any categorical program.  Categorical programs under flexibility rules lock-in 2008-09 district allocation level, less the 2009-10 and any future cut, through 2012-13.



	

	
	


Attachment 2: Excerpt From Assembly Bill X4 2

SEC. 32. Section 84043 is added to the Education Code, to read:

84043. (a) (1) Notwithstanding any other provision of law, and unless otherwise prohibited under federal law, for the 2009–10 to 2012–13 fiscal years, inclusive, community college districts may use funding received, pursuant to subdivision (b), from any of the programs listed in paragraph (2) that are contained in Item 6870-101-0001 of Section 2.00 of the annual Budget Act, for the purposes of any of the programs contained in Schedule(2) and Schedules (4) to (23), inclusive, of Item 6870-101-0001 of Section 2.00 of the Budget Act of 2009.

(2)
(A) Apprenticeship.

(B) Matriculation.

(C) Academic Senate for the Community Colleges.

(D) Equal Employment Opportunity.

(E) Part-time Faculty Health Insurance.

(F) Part-time Faculty Compensation.

(G) Part-time Faculty Office Hours.

(H) Economic Development.

(I) Transfer Education and Articulation.

(J) Physical Plant and Instructional Support.

(K) Career Technical Education.

(L) Campus Childcare Tax Bailout.

    (b) For the 2009–10 to 2012–13 fiscal years, inclusive, the chancellor shall apportion from the amounts provided in the annual Budget Act for the programs enumerated in paragraph (2) of subdivision (a), an amount to a community college district, based on the same relative proportion that the district received in the 2008–09 fiscal year for the programs enumerated in paragraph (2) of subdivision (a). The amounts allocated shall be adjusted for any greater or lesser amount appropriated for the items enumerated in paragraph (2) of subdivision (a).

    (c) (1) This section does not obligate the state to refund or repay reductions made pursuant to this section. A decision by a district to reduce funding pursuant to this section for a state-mandated local program shall constitute a waiver of the subvention of funds that the district is otherwise entitled to pursuant to Section 6 of Article XIII B of the California Constitution on the amount so reduced.

    (2) If a community college district elects to use funding received pursuant to subdivision (b) in the manner authorized pursuant to subdivision (a), the governing board of the district shall, at a regularly scheduled open public hearing, take testimony from the public, discuss, and shall approve or disapprove the proposed use of funding.

    (3) (A) If a community college district elects to use funding received pursuant to subdivision (b) in the manner authorized pursuant to subdivision (a), the district shall continue to report the expenditures pursuant to this section by using the appropriate codes to indicate the activities for which these funds were expended using the existing standard reporting process as determined by the chancellor.

    (B) The chancellor shall collect the information in subparagraph (A) and shall provide that information to the Department of Finance and to the appropriate policy and budget committees of the Legislature on or before April 15, 2010, and annually thereafter by April 15 of each year, through

2014.

    (d) For the 2009–10 to 2012–13 fiscal years, inclusive, community college districts that elect to use funding in the manner authorized pursuant to subdivision (a) shall be deemed to be in compliance with the program and funding requirements contained in statutory, regulatory, and provisional language, associated with the programs enumerated in subdivision (a).
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