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Executive Summary

More than a decade ago, in 1996, the California State University (CSU) trustees adopted a policy to reduce the need
for remediation to no more than 10 percent of incoming freshmen by 2007." In 1998, the state outlawed K-12 social
promotion, requiring schools to retain any student performing below grade-level proficiency.” Results to date are

not encouraging.

In the fall of 2007, only 44 percent of incoming CSU freshmen were proficient in both reading and math.” Of
that cohort of students, 37 percent needed remediation in math, and 46 percent needed remediation in read-
ing.* As of 2006, the most recent year for which complete data were available, at least 3o percent of University of
California (UC) freshmen, 60 percent of CSU freshmen, and up to 9o percent of California Community College
(CCC) freshmen required remediation—more than 655,000 students in all. Empirical evidence spanning two
decades indicates that approximately 41 percent of those students, nearly 270,000 college freshmen, likely will
not earn their degrees.

This study estimates the annual direct and indirect costs of inadequate education to students, schools, and the state
for a single cohort of college freshmen requiring remedial instruction across all California public postsecondary sys-
tems, both two- and four-year. It finds that the total estimated annual cost ranges from $3.9 to $13.9 billion annually,
driven largely by lost individual earnings associated with lower educational attainment and the related social costs.
There is no way to predict how many of the estimated 255,000 community college students unlikely to earn a degree
because they are in a remedial education plan to pursue four-year bachelor’s degrees. Therefore, this study uses low
and high projections and finds that the annual estimated cost of inadequate academic preparation includes:

$274 million in direct remediation costs to California public postsecondary institutions.

$107 to $447 million in direct remediation costs to California businesses.

$1.110 $5.5 billion in diminished annual earnings to college students, which corresponds with:
$24.5 million to $1.27 billion in reduced annual federal spending on California.

$194 million to $1.05 billion in reduced state and local tax receipts.

$1.9 to $ 5.4, billion in increased health care, crime, and social welfare costs.
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Those annual projections are conservative because they 1) donotinclude special-admit students; 2) assume students
take and complete only one remedial course each in a given year; and 3) include only freshmen. Moreover, the pro-
jected costs to students and society are understated since they do not account for the fact that students” entry into the
workforce is delayed because remedial classes do not count toward a college degree.

A bipartisan coalition of California lawmakers and education leaders headed by Governor Arnold Schwarzenegger
vowed last year that 2008 would be the year of education reform.’ With a projected state budget deficit as high as
$20 billion, the governor and other stakeholders now want to postpone much-needed improvements.® California
can no longer afford its “promote now, pay later” approach to academic preparation. On average, only four out of 10
students achieve grade-level proficiency or higher in English language arts on the California Standards Test (CST).
About seven out of 10 students pass the California High School Exit Examination (CAHSEE) in English language arts
on their first try as sophomores, but barely two out of 10 high school juniors are deemed college-ready in this core
subject according to the California State University's Farly Assessment Program (EAP).

The state also does not track the effectiveness or costs of numerous remedial education and prevention programs;
nor does it require independent, annual evaluations of their effectiveness. Postsecondary K-12 outreach efforts to
prevent the need for remedial education are so loosely defined it is difficult to identify the programs they encompass
from year to year. Likewise, the California Department of Education (CDE) does not report on remedial-education-
related programs, making it practically impossible to isolate all the corresponding funding embedded within well
over 100 regular and categorical educational programs. Another complication concerns terminology. While educa-
tion experts distinguish between "remedial education” and "developmental education” official state and institution
reports do not.” Therefore, this study uses the broader term “remedial education” when referring to courses and
services for undergraduates who are not prepared for college-level work.

This study finds that an ounce of prevention today can save pounds of remediation-related costs tomorrow. Specific
recommendations include:
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Do not wait until the 11th grade to measure college readiness. Use the existing CST "advanced” performance
marker to gauge students’ four-year college-readiness trajectory throughout the education pipeline, begin-
ning in second grade, and eliminate redundant assessments.

Replace confusing state and federal measures of growth toward K-12 proficiency with a single statistical
forecasting model that can reliably track individual student, student subgroup, and schoolwide progress
toward proficiency.

Add teeth to California’s existing ban on social promotion and bring accountability to
postsecondary remedial education. Redirect all current funding for disparate elementary, secondary, and
postsecondary remedial education and related prevention programs—as well as funding for redundant
assessments and associated preparation services—toward “money-back-guarantee” remediation grants
for individual students.

Such a system would replace ineffective programs and mandates with powerful incentives to improve basic skills and
college-readiness rates. It would also promote a competitive, data-driven network of remedial education providers
free to develop a variety of effective strategies that could be replicated statewide.



What Is Remedial Education?

In this study, the term remedial education refers to course work for undergraduates lacking the necessary skills to
perform college-level work at their postsecondary institutions.” Institutions may classify such course work as “basic
skills,” “compensatory,” or even "developmental,” although the latter term, strictly speaking, should be distinct from
remedial education. Students in developmental education courses have learning disabilities or differences that
require specialized instruction. Enrollment in developmental course work, therefore, would ideally be kept distinct
from enrollment in remedial education. Regardless of enrollment in developmental course work, those students

should receive the programs and services they need to keep them performing at a postsecondary level.

Additionally, remedial education is not simply a review. Most, ifnotall, postsecondary educators likely refresh mate-
rial their students have covered but may have forgotten. Remediation, on the other hand, is providing students with
the skills they have not mastered before coming to college.



California Leads the Nation

More than three-quarters of American colleges and universities now offer remedial courses in reading, writing, or
math because significant numbers of high school graduates arrive unprepared.” When mandated testing began in
the 1980s, about 30 percent of entering freshmen in most states needed at least some remediation.™® Today, some
60 percent of community college freshmen and one-quarter of freshmen at four-year public institutions nationwide
complete at least one remedial course.” The proportion of postsecondary institutions with students averaging a full
year or more of remediation has also increased—to 4.0 percent, up from 33 percent in 1995."* California remediation
rates are higher.

At California State University institutions, more than 60 percent of first-time freshmen required remedial courses in
English, mathematics, or both in 2006." As many as 9o percent of California community college freshmen needed
remediation in math, and 75 percent needed remediation in English.' This is an alarming increase since 1989, when
38 percent of California freshmen needed remediation in English, and 23 percent needed it in math.'s

Some education researchers blame student apathy for growing remediation rates.'® A majority of California teach-
ers and principals also cited a lack of motivation as the leading impediment to effective high school remediation for
students who failed the required California High School Exit Examination in 2006." Other experts believe school
officials are too quick to blame student apathy for poor performance.

Laurence Steinberg, a psychology professor at Temple University, conducted a large-scale study of student study hab-
its throughout the 1980s and early 1990s. Bad study habits and negative peer pressure, he found, certainly do affect
student effort in school. Yet when schools “hesitate to give students bad grades, hold them back or fail to graduate
them,” Steinberg explains, students "believe with some accuracy there are no real consequences of doing poorly in

school . .. [and] choose the path of least resistance.™®

The rates of remedial education in California and across the country are increasing, and so are the stakes for society
and students, who are aware of the problem. Nearly nine out of 10 high school respondents to the annual State of Our
Nation’s Youth survey say they would work harder if their schools demanded more, set higher standards, and raised
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At California State University institutions,
more than 60 percent of first-time fresh-
men required remedial courses in knglish,

mathematics, or both in 2006.

expectations. Ninety percent of students also said they want more opportunities to take challenging classes." "The
good old times in high schools are being replaced by good old hard work,” says Peter Hart, whose company conducted
the survey. “There’s recognition among students that they have to be more ready to compete.™ That recognition is
reflected in the growing number of high school students who want a college degree.

An average of 8o percent of high school sophomores across all racial subgroups expects to earn a four-year postsec-
ondary degree, nearly twice as many as two decades ago. Two-thirds of sophomores from the lowest socioeconomic
quartile plan to earn a college degree, a threefold increase since 1980.* Responses from students in all high school
grades and across all socioeconomic groups show that nine out of 10 aspire to college. Almost six out of 10 enroll the
semester after graduation, and others head off to college just a few years later.* Students are also enrolling in more
challenging coursework.

The Census Bureau finds that nearly one out of every four students nationwide is in a gifted or advanced academic
class, up from one in five a decade ago.*® Public-high-school transcripts also indicate that more college-bound
students from all socioeconomic backgrounds are completing college-prep, academic curricula than 20 years
ago.** More high school graduates are also passing Advanced Placement (AP) tests today than in 2000, 15 percent
compared to 10 percent.*> At 20 percent, California has one of the highest AP participation rates in the country,
with students scoring at levels indicating a high probability of college success.*

Even though more U.S. high school students than ever before are completing purportedly rigorous courses, the College
Board reports that about half of all entering freshmen take at least one remedial class, and many more drop out because
they are not prepared.”” CSU, which accepts the top third of high school graduates, acknowledges that more than
6o percent of its first-time freshmen need at least one remedial course, adding, “These 25,000 freshmen all have taken
the required college preparatory curriculum and earned at least a B grade point average in high school. The cost in time
and money to these students and to the state is substantial. Moreover, these students are confused by seemingly having
done the right things in high school only to find out after admission to the CSU that they need further preparation.™
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One undergraduate voiced her frustration in a recent San Diego Union-Tribune article. "I took alot of AP classes in
high school, so I thought [ was prepared.” Upon learning she would have to take remedial writing her freshman year,
“I'was, like, mad. It's frustrating,” she explained, "because you think you're doing well and find out you're not up to
the standard.”

Thus students appear to be doing their part, but as researchers from the National Center for Public Policy and Higher
Education sum up, “[E]ducators and policymakers have not fulfilled their side of the bargain.” The consequences
of such failure are grave.

Some researchers predict that the current generation will be the first in American history to be less literate than the
preceding generation.” “Ignorance in the United States isn't just bliss, it's widespread,” New York Times columnist
Bob Herbert wrote recently. He explained,

Arecent survey of teenagers by the education advocacy group Common Core found that a quarter could not
identify Adolf Hitler, a third did not know that the Bill of Rights guaranteed freedom of speech and religion,
and fewer than half knew that the Civil War took place between 1850 and 19o0. . . . [N]early 20 percent
of respondents did not know who the U.S. fought in World War II. Eleven percent thought that Dwight
Eisenhower was the president forced from office by the Watergate scandal. Another 11 percent thought it
was Harry Truman. We've got work to do.*

Recent research also shows an alarming decline in basic quantitative and comprehension skills among college
graduates. Nationwide, most college graduates can add the prices of a sandwich and a salad; however, 20 percent
of graduates from four-year institutions and 3o percent of graduates from two-year institutions lack a "basic” level
of quantitative skills sufficient to calculate how much gasoline is needed to make it to the next filling station.” The
average literacy among college-educated Americans has also declined sharply since 1992. As of 2003, only 25 per-
cent of college graduates had “proficient” comprehension skills, which the government defines as "using printed and
written information to function in society, to achieve one’s goals,

and to develop one’s knowledge and potential.” A significant lack of Even though more U.S. high school

preparation before students enter college and the inability of post- students than ever before are completing
secondary institutions to remediate those students are principal purportedly rigorous courses, the College
contributing factors, according to researchers.® Board reports that about half of all enter-

ing freshmen take at least one remedial

The competitiveness of the U.S. workforce is also projected to class, and many more drop out because
decline unless educational achievement improves. Educational they are not prepared.
attainment among U.S. workers between 24, and 34 years old has )
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“Unless we improve our educational
system, many individual Americans will
find that a middle-class life is hopelessly
beyond their reach.”

-Thomas ]. Tierney, Chairman and
Co-Founder, Bridgespan Group

slipped in recent years; the United States now ranks behind Canada, Japan, South Korea, Finland, Norway, Sweden,
and Belgium.® Out of every 100 ninth graders, only 18 nationwide and 17 in California have achieved a college degree
10 years later.*® “Rather than forcefully addressing the needs of the future,” says Thomas J. Tierney, chairman and
co-founder of the Bridgespan Group, “we are resting on the achievements of the past.”™ Such complacency comes
at a time when California, and the country, can least afford it. Thomas ]. Donohue, president and CEO of the U.S.
Chamber of Commerce, concludes, “To maintain a competitive business environment in America, we need to have
an accountable educational environment. We simply cannot have one without the other. For the American Dream to
thrive, it will require economic prosperity and opportunity for every American—and that requires a quality education

that prepares our youth for the challenges of today and tomorrow.™

Research has long shown the connection between education and higher individual earnings. Six out of 10 of the fast-
est-growing jobs in the coming decade will require a bachelor’s degree, compared to only two out of 10 in 1959.%
Tierney believes that soon every new job will require some postsecondary education. "We must face up to our current
educational underperformance—and turn it around,” he warns. "[Ulnless we improve our educational system, many
individual Americans will find that a middle-class life is hopelessly beyond their reach.™°

If the trend Tierney describes holds, college-degree attain- “These 25,000 freshmen all have taken the
ment could decline, along with average per-capita income required college preparatory curriculum and
and economic growth. By 2020, one-third of states could  earned at least a B grade point average in high
experience a decline in average per-capita income of  school. The cost in time and money to these stu-

$400; California’s decline could be as steep as $2,500.In - den s and to the state is substantial. Moreover,

contrast, raising educational performance across student e < dents are confused by seemingly having

groups could result in a 17 to 24, percent improvement in done the right thmgs in high school only toﬁnd
out after admission to the CSU that they need
further preparation.”
-College Board

&

college-degree attainment by 2020, which translates into
an $825increase in average per-capitaincome.* Increasing
the national average education level by a single year could
translate into as much as a 15 percent gain in economic

11
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Nationwide, most college graduates can

add the prices of a sandwich and a salad;

however, 20 percent of graduates from

four-year institutions and 3o percent of

graduates from two-year institutions lack a

“basic” level of quantitative skills sutficient

to calculate how much gasoline is needed

to make it to the next filling station.

growth.#* To put such growth into perspective, if
U.S. literacy and skills resembled those in Sweden,
routinely a leader in the international student
achievement rankings across avariety of subjects, the
United States’ gross domestic product (GDP) could
increase by more than $460 billion. That increase
would translate into $162 billion more in federal,
state, and local tax receipts nationwide.*’

As it stands, college-educated immigrants have histori-
cally helped California meet the growing demand for
highly skilled workers. To meet the state’s projected

12

near-term workforce needs, however, migration rates
would have to double. That scenario is highly unlikely,
making production of home-grown talent an urgent
public policy concern. California’s weak educational
system also has national repercussions. The state
enrolls the largest share of the country’s public-school
students at 14, percent, roughly equivalent to the com-
bined student populations of Texas and New York.#
Meanwhile, California’s gross state product (GSP)
accounts for 13 percent of the national GDP.*® Insofar
as educational achievement and economic vitality are
linked, as California goes, so goes the nation.



An Ounce of Prevention Is Worth
Pounds of Remediation

Much of the remedial education debate in recent years has focused on whether, and to what extent, remedial educa-
tion should take place at two-year colleges instead of four-year, baccalaureate-granting institutions.*” A growing num-
ber of four-year postsecondary institutions are outsourcing remedial education because they simply cannot afford to
provide large numbers of unprepared students with the services they need to perform college-level work.+*

Different states address the issue of college remediation in various ways. Arizona and Connecticut prohibit reme-
dial courses at public postsecondary institutions. In the late 1990s, the City University of New York (CUNY) system
joined a growing number of public postsecondary systems that do not offer remedial courses at their four-year insti-
tutions. Along with Texas, Tennessee, and Utah, California limits

The essential question, of course, the amount of time students can spend taking remedial classes.

is whether remediation can make up for Florida students who must repeat courses pay for their own reme-
years of defective preparation. The evidence diation. Minnesota briefly allowed colleges to bill high schools for

. - . _ ) , L "
is not encouraging. “Despite assistance their graduates’ remediation costs.
offered through remediation, students

. - . The essential question, of course, is whether remediation can make
enrolled in remediation are less likely to

: ; : up for years of defective preparation. The evidence is not encour-
earn a degree or certificate, " according to
the U.S. Department of Education.

&

aging. "Despite assistance offered through remediation, students
enrolled in remediation are less likely to earn a degree or certificate,”
according to the U.S. Department of Education. Nationwide, 69 per-
cent of students who do not enroll in remedial courses earn formal degrees, compared to 27 percent of students who took
one or two remedial mathematics courses, 39 percent of students who took only one remedial course in a subject other
than math or reading, and 41 to 57 percent of students who took any other combination of remedial courses. The U.S.
Department of Education adds, "Regardless of the combination of remedial coursework, students who completed any
remedial courses were less likely to earn a degree or certificate than students who had no remediation.™°

Atthe margins, college remediation may help students master basic knowledge and skills; however, itis no substitute

for a rigorous education beginning in elementary school. Northwestern University sociologist James E. Rosenbaum

13
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High schools and postsecondary institutions
cannot provide students with years” worth of

education in just a matter of semesters.

explains, “Many high school graduates lack basic gth grade academic skills . . . . Community college administrators
report that many of their students must take basic reading and arithmetic courses at an 8th grade level. These "college
students’ are taking 8th grade courses, and they may have to cover several years of high school curricula for which they
will not receive college credits.”'

Put another way, high schools and postsecondary institutions cannot provide students with years’ worth of educa-
tion in just a matter of semesters. Rosenbaum’s observations underscore the need for a profound public policy
shift in California:

Educators should not give up on academics, but they cannot count on large numbers of students who have
fallen several years below grade level after ten years of school to close that gap in the last two years of high
school, even if schools make large new efforts. Indeed, improved academic instruction would probably be
better directed at the early years of elementary schools, since the gap tends to grow over the school career,
and early prevention is probably easier than fixing the problem after it has become severe.5*

The CSU trustees resolved in 1996 to reduce the need for English and math remediation to no more than 10 percent
each by 2007.53 Two years later, the state legislature outlawed K-12 social promotion and required schools to retain

any student performing below grade-level proficiency.5t As of the fall of 2006, more than 60 percent of first-time

14
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At more than one in 10 affluent suburban
schools statewide, a majority of students
in at least one grade were not proficient in

English language arts or math in 2006.

CSU freshmen needed at least one remedial course, even though CSU freshmen are typically in the top third of
their graduating high school class.’ A closer look at California’s historical college remediation rates and at the past
achievement results of the freshman cohort of 2007 as they moved along the K—12 education pipeline reveals that a
10 percent remediation rate was hardly realistic. It was also unlikely that such a low remediation rate would be

attainable in the UC system, let alone the community college system.

High schools are under fire from prominent American business leaders who have launched expansive reform
efforts toimprove secondary school performance. AT&T chief executive Randall Stephenson, for example, recently
criticized high school dropout rates as high as 5o percent in some communities. “[f I had a business that half the
product we turned out was defective or you couldn’t put into the marketplace, I would shut that business down. "
Likewise, Microsoft founder Bill Gates has called high schools "obsolete,” adding, "By obsolete, I mean our high
schools—even when they're working as designed—cannot teach all our students what they need to know today.”
Gates concludes, "When [ compare our high schools with what I see when I'm traveling abroad, | am terrified for

our work force of tomorrow.™
Despite legitimate criticism of American high school performance, focusing remediation prevention efforts on the

final stretch of the K-12 education pipeline may be a case of too little, too late. According to Rosenbaum, intensifying
efforts to improve secondary students” achievement “seems to be a noble and uncontroversial goal. However, by high

15
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Demographics do not destine students for

remedial education.

school, higher achievement has been schools’ goal for ten years, yet many students are two, three, or more years below
grade level in achievement.”® Other California programs, such as the 1998 ban on social promotion, do focus on the
earlier grades. In light of chronically high college remediation rates, they are not having a widespread impact.?

A common excuse for high remediation rates is that growing numbers of students from historically disadvantaged
socioeconomic backgrounds are enrolling in college. Demographics, however, do not destine students for remedial
education. Research shows that 96 percent of low-income students attend postsecondary institutions at the same
rates as middle- and high-income students if they are adequately prepared, and 83 percent of those students attend
four-year colleges or universities. In fact, students from the lowest two socioeconomic status (SES) quintiles who
also have the most intense, highest-quality high school curricula earn bachelor’s degrees at a higher rate than most
students from the top SES quintile.®

Absent high-quality elementary education, many students are unlikely in high school to raise their academic
performance sufficiently to be prepared for college. The Legislative Analyst’s Office (LAO) cites evidence from the
National Research Council (NRC) that “disadvantaged, low-achieving ninth graders typically do not significantly raise
their skill levels by twelfth grade. The NRC report cites one study showing that only 15 percent of students identified
as weak readers in eighth grade had progressed to an intermediate or advanced level by twelfth grade. The report
concludes that, by eighth grade, most low-achieving students had lost their belief that they could make significant
progress in school.” The LAO adds, “Thus, it makes sense to address the achievement problem before high school,

when students are more engaged and when academic deficits are smaller.”®

There is broad consensus, however, that alarming numbers of California students across socioeconomic subgroups are
ill-prepared for college. At more than one in 10 affluent suburban schools statewide, a majority of students in at least
one grade were not proficient in English language arts or math in 2006. At hundreds more high schools, students who
tested proficient on the CSTwere not deemed college-ready on the Farly Assessment Program. Previous research, includ-
ing Stanford University's comprehensive Getting Down to Facts reports, corroborates those findings.®* The following
sections consider efforts to address such poor preparation and reduce the need for college remediation in California.

16



Postsecondary Outreach and
K—12 Collaboration

Outreach programs typically target students before they enter eighth grade to help ensure they are performing at
grade level and are on track for college. These programs are intended to increase opportunities for disadvantaged stu-
dents and provide a solid academic foundation for at-risk students. Such efforts have been a priority since the 1960s
as part of Lyndon Johnson’s War on Poverty. During the 1998 reauthorization of the Higher Education Act of 1965,
Congress and the U.S. Department of Education created Gaining Early Awareness and Readiness for Undergraduate
Programs (GEAR UP). GEAR UP encourages community partnerships that can direct resources to college prepara-
tion, tutoring, and mentoring, especially for low-income students. Today, there are more than 1,000 such outreach
programs nationwide.**
"...the Legislature has minimal

California funds 20 major outreach programs, also known as academic information on the effectiveness and
preparation programs, administered by the CSU and UC systems, includ- efficiency of UC and CSU outreach
ingsome thatwere instituted 25 years ago. Since 1997, the state has spent

programs. In part, this is because

an estimated $1.2 billion in 2007 inflation-adjusted dollars on outreach . .
the universities are often the ones

programs. Current funding to the CSU and UC systems for their outreach ‘ ‘ ‘
) a6 g charged with evaluating the effective-
programs is $57 million.* The LAO, however, raises numerous concerns.

. . . . ness of their own programs, and thus
[TThe term outreach can take on many different meanings depending f preg

. . . o have little incentive t ritical in
on the context of the discussion. This often makes it difficult to clearly ave little incentive to be critical i

define the state’s outreach efforts. For example, over the years UC and the evaluations.

CSU have repeatedly changed their definition of outreach, and have -Legislative Analyst's Office

reclassified which programs fall under their definition.”® @

In its most recent review, the LAO reiterates its conclusion from previous reports that "...the Legislature has mini-
mal information on the effectiveness and efficiency of UC and CSU outreach programs. In part, this is because the
universities are often the ones charged with evaluating the effectiveness of their own programs, and thus have little
incentive to be critical in the evaluations.”*® The LAO also questions the effectiveness of existing outreach programs
given that remediation rates are rising, many programs are redundant, and there is negligible accountability regard-
ingwhether at-risk students are receiving the assistance they need.””

17
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Elementary, Secondary, and
Postsecondary Standards Alignment

A recent but popular strategy for improving college preparation is better collaboration between secondary and post-
secondary schools to promote more clearly aligned academic standards.®® “State assessment directors rightly point
out that their tests were never designed to measure college readiness,” says David Conley, director of the Standards
for Success program at the University of Oregon. “While states have raised academic standards, they have rarely
considered how their standards contribute to improved student success in college.”® To address that issue, several

multi-state efforts are underway.

Californiais one of four states now participatingin the Quality in Undergraduate Education (QUE) program. Launched
in 1997, QUE is made up of faculty from selected four-year and two-year public postsecondary institutions who are
creating voluntary, outcomes-oriented standards in six disciplines: biology, chemistry, English, history, mathemat-
ics, and physics.” In 2001, Achieve, Inc., the Education Trust, the Fordham Foundation, and the National Alliance
of Business formed a national coalition called the American Diploma Project (ADP), with support from the Hewlett
Foundation. ADP’s network of 3o states, including California, is working to improve high schools” Other reform strat-
egies encourage broader collaboration among elementary, secondary, and postsecondary institutions. The National
Association of System Heads (NASH) and the Education Trust, for example, have assembled a network of leaders from
22 states who represent the K-12 sector and state university systems, including the CSU and UC systems, to imple-

ment statewide K—16 (kindergarten through postsecondaly) improvement strategies.”

P16 initiatives (preschool through postsecondary) are underway in 3o states and are a primary component of align-
ment efforts. These initiatives focus on what is often called the "education pipeline,” an idea that dates back to the
1980s.” Common to both K—16 and P—16 efforts nationwide is the desire to ease the transition from high school to col-
lege and reduce remediation.” In December 2004, California Superintendent of Public Instruction Jack O’Connell
launched the Superintendent’s P-16 Council, which brings together education, business, and community leaders,
including representatives from the state legislature; the UC, CSU, and CCC systems; and local school districts.”

The immediate focus of the council is improving high school student achievement. "[L]ess than 10 percent of

California’s high schools have reached the optimum level of 8oo on the Academic Performance Index (API),”
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Less than 10 percent of California’s
high schools have reached the optimum

level of 8oo on the Academic Performance

Index (API).

Superintendent O’Connell explains, "and during the past five years, California’s high schools have met their annual
API growth targets about 40 percent of the time. In 2004, 210 of California’s 1,059 comprehensive high schools were
state-monitored high schools, indicating unsatisfactory performance in reaching annual academic growth ‘wurgets.”?6

High school graduation requirements are another important college alignment vehicle.”” All public-high-school
students are now required to pass the California High School Exit Examination (CAHSEE) to graduate.” Despite
the poor performance of many California high schools, about seven out of 10 students pass the CAHSEE.? Current
state funding for intensive instruction and related services for students who do not pass the CAHSEE, including

the administration and evaluation of follow-up tests, is $83.9 million.*

Fourteen states, including California, have fully aligned California lacks college-aligned high school

social studies graduation requirements. Yet California graduation requirements in English, math,
lacks college-aligned high school graduation requirements and foreign languages, and it has only partial
in English, math, and foreign languages, and it has only alignment in science.

partial alignment in science. California does align all of its &

honors/college-prep diploma requirements in those sub-
jects with college admissions requirements. In fact, it is one of only four states out of the 25 states currently offering

aspecial honors/college-prep diploma to do so.”

While no state requires high school students to complete a curriculum aligned with state-set college admissions
requirements, some states offer an optional aligned curriculum, and Indiana, Oklahoma, and South Dakota plan to
make a college-aligned high school curriculum mandatory.** The Education Commission of the States reports that a
growing number of states are embedding "courses that are aligned with college admissions requirements, which are
generally more challenging than the state- or district-mandated high school graduation requirements.” States are
also using a variety of assessment strategies with college-readiness indicators in standard college placement exams,

such as the SAT and the ACT, and even pre-ACT tests (EXPLORE and PLAN), as well as their own state tests."
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Another effort is the Early Assessment Program (FAP).% The EAP began in 2000 as a collaborative effort by
the State Board of Education (SBE), the California Department of Education (CDE), and the CSU system at
the request of the California Education Round Table. It is designed to help students improve their skills dur-
ing their senior year of high school so they are prepared to perform college-level work once they graduate.’
The EAP Early Assessment of Readiness for College English and Early Assessment of Readiness for College
Mathematics are optional exams for high school juniors administered during the spring semester as part of the
required California Standards Test.* The EAP exams are designed to inform students whether they are ready
for college-level work in those core subjects. Results are sent to the students’ schools at the beginning of their
senior year so those not yet ready for college-level work can improve their performance to help avoid the need
for remedial courses later.*” Qualifying students are eligible to enroll in college-level courses at CSU without
having to take placement tests.

The first FAP exams were administered in the 2002—03 Despite the growth in the number of students
school year at 100 high schools, and the program was opting to participate in the EAP, the proportion

expanded statewide the following school year. From of students deemed college-ready has remained

2004 t0 2006, the number of students opting to take EAP steady at just under 25 percent in English language

English language arts increased 37 percent (from 153,090 arts and slightly more than halfin math.
to 210,000 students), and the number of students opting .
. B

to take EAP math increased 17 percent (from 115,000 to

134,000 students).* Despite the growth in the number of students opting to participate in the FAP, the proportion
of students deemed college-ready has remained steady at just under 25 percent in English language arts and slightly

more than halfin math.®

In addition to adjusting their senior-year courses, students may receive additional help, which includes access to the
online CSU Diagnostic Writing Service and materials from the Mathematics Diagnostic Testing Project. Students may
also take a specially designed writing course that is aligned with California state standards and designed for college-
level English.%° In 2005-06, CSU received $5.1 million in state general funds for 11th grade assessment and scoring,
high school outreach, development and implementation of the 12th grade Expository Reading and Writing Course,
and teacher professional development.”

California Community Colleges, meanwhile, received $33.1 million for the Student Success Initiative, designed
to improve outcomes for students not adequately prepared for college-level work, with additional counseling and
academic assessment, specialized services referrals, study skills evaluation, and course selection advising.?* An
additional $21.2 million in state general funds supports enrollment growth in numerous categorical programs,
including basic skills programs and services.”
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Replacing Social Promotion with
Standards-Based Promotion

The CDE does not report on remedial education or related college-readiness programs, making it practically
impossible to isolate corresponding funding embedded within more than 100 educational programs. In 1998,
however, the state outlawed K-12 social promotion and

The CDE does not report on remedial education or  required schools to retain any student performing below
related college readiness programs. grade-level proficiency.”* Since January 1999, school

& district governing boards have had to adopt standards-

based promotion policies. The promotion or retention

of students between the second and fourth grades is based largely on reading proficiency. The promotion or
retention of students between the fourth and eighth grades also includes English language arts and mathematics
proficiency. Parents must be notified as early as possible about students’ promotion or retention, be apprised of
remedial education opportunities, and have the right to appeal. Students who fail to meet grade-level proficiency
requirements can be promoted if their regular classroom teachers provide a written explanation detailing the

reasons retention would be inappropriate for them.?

Opposition to retaining students remains strong within the K-12 education community. There are reports
of school principals interfering with teachers’ decisions to hold students back. "The principal won't let me,
and says it's too damaging for their self-esteem,” one Oakland middle school teacher told the San Francisco
Chronicle on the condition of anonymity. "My students can’t spell the word ‘school.” I have to buy books that
are two and three grades below them so they can understand the text. But if | hold them back, I know [ will get
fired.”* Writing for the Los Angeles Daily News, Los

Angeles Unified School District teacher Paul Kujawsky “Notably, the counselors don’t discuss

believes the harshest blow to students’ self-esteem is the shame and stress of falling further behind

lack of preparation, not retention: “Notably, the coun- in school, or qfﬁnallyleaving school unable to

selors don't discuss the shame and stress of falling read. write or calculate well [Retention] isn’t

further behind in school, or of finally leaving school ‘ L .
punishment; it’s just proper placement.
-Paul Kujawsky

&

unable to read, write or calculate well. . . . [Retention]
isn’t punishment; it’s just proper placement.”
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For all the outreach, alignment, and other

efforts to bolster basic skills and college

readiness, remediation rates remain high

across all California postsecondary systems.

Kujawsky also details how LAUSD elementary schools
skirt the state’s prohibition on social promotion.
Students are graded on a scale of 1 to 4, progressing
from not proficient (1) to partially proficient (2) to pro-
ficient (3) to advanced (4); however, students can be

retained only if they score 1s. Kujawsky concludes,

The system pushes students up the ladder,
capable ornot. Atsome point, everyonereaches
the limit of his or her ability to pretend that
these students have been properly educated.
I doubt this is what the Legislature intended
when it thought it had outlawed social promo-
tion. [ have colleagues who wear T-shirts with
the slogan, “Failure is not an option.” To which
one can only respond: “Sure, if ‘success’ is

defined loosely enough.™”

For all the outreach, alignment, and other efforts to
bolster basic skills and college readiness, remediation
rates remain high across all California postsecondary
systems. Significantly, nine out of 10 freshmen are
California residents, so the state’s college remedia-
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tion rates cannot be blamed on out-of-state students.?”
UC remediation rates are between 3o and 35 percent,
according to the LAO, although the UC system does not
officially report any remedial instruction.”” The CSU
remediation rate exceeds 60 percent, and remediation
rates for the CCC system are as high as 9o percent.'*°
Students who have passed annual state assessments
and received good grades throughout elementary and
secondary school are stunned when they wind up in
remedial classes in college.

“This is the thing,” says one undergraduate. “I've
always done well in grammar, and I've always done well
in English. I got As throughout high school, and I was
placed in the lowest English [course in the community
college].”" As the San Diego Union-Tribune recently
editorialized, "It's a cruel fiction that starts as early as
elementary school...”**

The following section takes a deeper look at how the
state’s current elementary and secondary proficiency
assessments mislead students and their parents about
their preparedness for college.



K—12 “Proficiency” and College

Readiness: California’s Great Divide

Historical data indicated that achieving the CSU trustees’ 1996 goal of reducing remediation to 10 percent of the fresh-
men entering CSU in 2007 was unlikely.** This section focuses on English because research shows that the need for
remedial readingis perhaps the most serious barrier to degree completion, with only 17 to 3o percent of students enrolled
in remedial reading courses earning formal degrees. Remedial reading is also associated with higher rates of total reme-
diation."** Remediation rates have averaged around half of all entering California freshmen over the past decade. As
of 2006, just over one-quarter of white, non-Latino freshmen needed English remediation (26 percent). Alarmingly,
more African American freshmen needed remediation in English (63 percent) than Mexican American (62 percent)
and other Latino (59 percent) freshmen, who typically represent the largest proportion of English language learners.'*s

Figure 1: Statewide CSU First-Time Freshman Remedial English Rates, Fall 1997 to Fall 2006
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Source: Author’s figure based on data from California State University, “Fall 2006 Final Regularly Admitted First-Time Freshmen
Proficiency Systemwide.”
Notes: 1. Remediation rates include only English.

2. For readability, only the largest student subgroups are represented in the figure.
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A growing body of research documents the misalignment between secondary and postsecondary education, even
in states like California with K-12 academic content standards.’*® The state’s measure of student proficiency is the
California Standards Test (CST). The CST is a standards-based test that measures grade-level student achievement
against state content standards, and it has been completely aligned with those standards since 2003."? Performance
on the CST is supposed to indicate whether students possess the grade-appropriate skills placing them on a trajec-
tory for admission to a four-year college. Thus the likelihood that students will need remediation should be apparent
long before they enter college. And yet, according to CST proficiency assessments, alarming numbers of students
continue to miss state performance benchmarks year afteryear. Additionally, many students are deemed “proficient”
on the GST but are not college-ready.

Turning to the most commonly used state K-12 proﬁciency assessments in recent years, it is clear that a signiﬁcant
proportion of the freshmen entering college in 2007 was not on track for college-level work. Those data are available
beginningin the 2002-03 school year, when the freshmen entering college in 2007 would have been in eighth grade.
(CST math scores cannot be used in proficiency comparisons because high school students take different math sub-
ject tests.) 198 Statewide Stanford-9 (SAT79) reading scores, the assessment used prior to the CST, are available back
to the 1999—00 school year, when the freshman cohort of 2007 would have been in fifth grade.

Neither CST English language arts proficiency rates nor the proportion of students at or above the 5oth National
Percentile Rank (NPR) in SAT-greading forthe freshman cohort of 2007 is encouraging.'*? Student test scores dipped
appreciably between 2001-02 and 2002-03, when the CST replaced the SAT-9. Even at their highest performance
levels, less than two-thirds of non-socioeconomically disadvantaged students did better than average in SAT-g
reading. Less than half of all students and only slightly more than one-quarter of socioeconomically disadvantaged
students ever did better than average in SAT-g reading.

What the CST results reveal beginning in the 2002-03 school year is that a majority of students across economic
subgroups who would enter college in 2007 never achieved proficiency in English language arts. Overall, slightly
more than one-third of all students tested proficient or above on the CST English language arts assessment,
plummeting to only one-fifth of socioeconomically disadvantaged students.”® Fewer than half of non—
socioeconomically disadvantaged students ever achieved proficiency. Regardless of the assessment used, most
students in the freshman cohort of 2007 were not performing well long before they ever reached high school.
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Figure 2: CST English Language Arts and SAT-9 Reading Results for the Freshman Cohort
of 2007,1999—2006
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Source:  Author’s figure based on data from the California Department of Education.
Notes: 1. SED stands for socioeconomically disadvantaged, and Non-SED stands for non—socioeconomically disadvantaged.
2. NPR stands for national percentile rank.
3. Test results are not available prior to 1999. SAT-9 Reading was used through 2001—02. In 2002—-03, the CST was used.
For more information on those assessments, see note 109.

Most students in the freshman cohort of
2007 were not performing well long before

they ever reached high school.
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The low proportion of students testing at grade-level proficiency may convince some policy makers that the state
standards are too high, putting California at a disadvantage compared to other states. Research does in fact document
wide disparities among state definitions of proficiency, with Massachusetts ranking first, and California among the
top 10. For example, the proficiency difference between a fourth grader in near-worst Tennessee and that of a fourth
grader in top-ranked Massachusetts amounts to four whole grade levels."" Lowering California academic standards,
however, would not help but rather would cripple California students, who increasingly must compete with peers
from other states as well as other countries for college admission and for jobs. Teaching quality, not high academic
content standards is the more likely culprit in California.

The state’s high school exit exam, meanwhile, Research on grade-level proficiency in affluent public
measures middle school competency, not schools statewide reveals wildly inconsistent peaks and
12th grade high school proficiency. valleys in student performance across all grades, despite

& the fact that at those schools most, if not all, teachers are

state certified. At those schools less than one-third of stu-
dents are socioeconomically disadvantaged, and few are English language learners or have disabilities. All California
public schools use a state-approved curriculum as well as state-approved textbooks. Only the teachers differ, which
suggests a wide variance in teacher quality, rather than a problem with California’s academic content standards."
The content-standards-aligned CST is a straightforward, binary test, meaning that either students are receiving the

instruction they need to reach grade-level proficiency in the core subjects tested or they are not.

The state’s high school exit exam, meanwhile, measures middle school competency, not 12th grade high school
proficiency. Large gaps exist between the percentages of students who pass English language arts on the CAHSEE,
score proficient on the CST, and are deemed college-ready on the EAP. The CAHSEE is first administered in 10th
grade to “identify students who are not developing skills that are essential for life after high school” and to help them
“significantly” improve their skills. Proficiency on the 11th grade CST is supposed to indicate that students have
acquired the skills they need for entry into a four-year college. Turning to the freshman cohort of 2007, corresponding
FAP college-readiness rates indicate that neither the

CAHSEE nor the CST is living up to its stated intention. More than three-fourths of the entire freshman

cohort of 2007 passed the CAHSEE in 10th grade,

the earliest that students can take the exam.

More than three-fourths of the entire freshman cohort of
2007 passed the CAHSEE in 10th grade, the earliest that

students can take the exam. The following year, however, The following year, however, fewer than half of

fewer than half of those students scored at proficient or those students scored at proficient or higher levels

higher levels on the CST, and only one-fifth of them were on the GST, and only one-fifth of them
deemed college-ready on the EAP. Those discrepancies were deemed college-ready on the EAP.
B
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are even more pronounced for socioeconomically disadvantaged students. Nearly three-fourths of socioeconomically
disadvantaged students passed the CAHSEE in 10th grade, but the following year only one-third scored proficient or
higher on the CST, and less than one-tenth were deemed college-ready.

There was an average 20-percentage-point difference across student subgroups between 11th-grade CST proficiency
and FAP college-readiness in English language arts. The average gap between 10th grade CAHSEE passing rates and
FAP college-readiness rates in English language arts across student subgroups was nearly three times as high, at
61 percentage points. Less than two in 10 of all students from the freshman cohort of 2007 were deemed college-
ready. Among socioeconomically disadvantaged students, not even one in 10 was deemed college-ready, compared to

one in five non—socioeconomically disadvantaged students.

Figure 3: English Language Arts CST, EAP, and CAHSEE Results for the Freshman Cohort of 2007
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Sources: Author’s figure based on data from the California Department of Education and California State University.
Notes: 1. SED stands for socioeconomically disadvantaged, and Non-SED stands for non—socioeconomically disadvantaged.

2. Taking the EAP, which is embedded in the CST, is optional for high school juniors. CST proficiency and EAP college readiness
percentages are for the 2005—06 school year, when the freshman cohort of 2007 was in 11th grade. The percentage of students
passingthe CAHSEEis forthe 2004—o5 school year, when the freshman cohort of 2007 wasin1oth grade (the first time students
may take the high school exit exam).
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This pattern is not unique to the freshmen entering college in 2007. At many high schools statewide where the
majority of students are not socioeconomically disadvantaged and the majority of students are scoring at grade-level
proficiency in English language arts on the CST, an alarming proportion of students is not deemed college-ready
according to the EAP."s Considering just the 157 California high schools where less than 33 percent of students were
socioeonomically disadvantaged and at least 9o percent

of 11th graders took both the CST and the EAP English EAP college-readiness and CST advanced rates in

language arts exam, not one had an FAP college-ready English language arts for 11th graders statewide
rate higher than the 11th grade CST English “proficient”

rate in 2006. In fact, the CST English language arts pro-

are also closely matched across socioeconomic

subgroups. Those similarities suggest that for high
ficient rate averaged 26 percentage points higher than

he EAP coll 4 . school English language arts, the CST advanced
the college-ready rate."

performance benchmark is a better indicator of

college readiness than the proficient benchmark.

&

In contrast, the average EAP college-readiness rate at
those same 157 high schools was within four percentage
points of the 11th grade CST English "advanced” rate in 2006. In English language arts, the rates for 11th grade EAP
college readiness and GST advanced matched at 12 schools; at 29 more high schools the CST advanced rates exceeded
the EAP college-ready rate in English language arts. EAP college-readiness and CST advanced rates in English
language arts for 11th graders statewide are also closely matched across socioeconomic subgroups. Those similarities
suggest that for high school English language arts, the CST advanced performance benchmark is a better indicator of
college readiness than the proficient benchmark.

Such wild discrepancies between what the K-12 community deems “proficient” and what the higher education
community deems “college-ready”—especially among socioeconomically disadvantaged students—contribute to
California’s high remediation rates because students are led to believe they are on track for college-level work, when
in fact they are more likely to be heading for remedial classes. Discovering this harsh reality at the beginning of their
senior year of high school hardly gives students enough time to prepare for the rigors of college.

This lack of preparation so far along the California education pipeline is cause for serious reevaluation of existing

efforts toward academic preparation, remediation prevention, postsecondary outreach, and K-12 alignment. The
following section projects the cost of such poor academic preparation to schools, students, and the state.
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Figure 4.: Percentage of 11th Graders Statewide Scoring EAP College-Ready and CST Advanced in

English Language Arts, 2006—07
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Notes: 1. SED stands for socioeconomically disadvantaged, and Non-SED stands for non—socioeconomically disadvantaged.
2. Taking the EAP, which is embedded in the GST, is optional for high school juniors.
3. GST advanced and EAP college-readiness percentages are for the 2006—o07 school year. Those percentages are nearly identical
to the 2005—06 school year results across all student socioeconomic subgroups.
4. Inthe 2006—07 school year, three out of four 11th graders, on average, across all student socioeconomic subgroups participated
in the optional EAP exam: SED students, 74, percent; all students, 78 percent; and non-SED students, 81 percent. Participation
had increased an average of three percentage points across all student subgroups compared to the 2005—06 school year.

Such wild discrepancies between what the K—12 community deems “proficient” and what the higher

education community deems “college-ready"—especially among socioeconomically disadvantaged

students—contribute to California’s high remediation rates, because students are led to believe they are

on track for college-level work, when in fact they are more likely to be heading for remedial classes.

&
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Because GSU schools, and more recently

community colleges, receive the same

funding for students whether they are

enrolled in remedial or regular courses,

Such funding also removes
incentives to pressure elementary and sec-
ondary schools to prepare students better and

avoid the need for remediation altogether.




The High Price of Poor Preparation

in California

Assessing the exact annual cost of remedial education in California, and across the country, is complicated for sev-
eral reasons. Temple University's Laurence Steinberg explains that “we still know precious little about how much
the nation spends on postsecondary remediation, about the content of such courses, about the prevalence of such
instruction, or about the characteristics of students who enroll in such classes. . . . it is virtually impossible to make
sensible policy recommendations.™? In addition to the direct costs to schools of remediating students not prepared
for college work, students pay for their lack of preparation in lower individual earnings. Those diminished earnings
translate into diminished state and local income tax revenues and lower federal spending for the state.

Inadequate accountability is a chronic problem in California. Available remedial education assessments and pro-
gram evaluations are inconclusive and not wholly reliable. The LAO, for example, has routinely noted the impropriety
of putting institutions receiving funding for remedial education programs in charge of evaluating the effectiveness
of those programs."® State funding to postsecondary institutions for remedial education is opaque and inconsistent,
and introduces perverse incentives. Because CSU schools, and more recently community colleges, receive the same
funding for students whether they are enrolled in remedial or regular courses, there is a powerful incentive to accept
students regardless of their preparation and little incentive to remediate students in a timely manner. Such funding
also removes incentives to pressure elementary and secondary schools to prepare students better and avoid the need
for remediation altogether. UC schools, on the other hand, receive no additional funding for remedial education,
which introduces incentives to mainstream students in regular courses for which they may not be prepared rather
than lose funding."?

Despite those and other challenges, remedial education cost estimates are possible.”** Using national data from
2004, the Alliance for Excellent Education found that the annual cost of remediation just in the CCC system was more
than $135 million, plus an additional $553 million in annual economic losses from students” diminished earning
power."* Adjusted for inflation, those figures amount to $150 million and $615 million, respectively, in 2007 dollars.
In an earlier analysis, Dean David W. Breneman of the Curry School of Education calculated that the annual cost
of remedial education at the CCC system in 1993-94, was as much as $30o million, approximately $4.34 million in
2007 dollars. Breneman also noted that in 1995 CSU staff estimated that their annual remedial education costs at
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Existing estimates for the combined cost

of providing remedial education in the

CCC and CSU systems range from $162 to

$4.47 million annually in 2007 dollars.

19 campuses amounted to $9.3 million, roughly
$12.8 million in 2007 dollars. However, "an official in
the Chancellor’s office reported in a phone conversation
that he thought the number was an underestimate,”
according to Breneman, who added, “but he had no
way of knowing by how much.” Cost estimates were
unavailable for the UC system because it does not
officially report any remedial instruction. Depending
on the severity of students’ academic deficiencies,
some UC campuses enroll them in community college
remedial courses, while others mainstream them into

regular courses.'*

Thus, existing estimates for the combined cost of
providing remedial education in the CCC and CSU
systems range from $162 to $447 million annually
in 2007 dollars. In addition to the direct annual
costs to postsecondary institutions of providing
remedial instruction, inadequate education results

in numerous ongoing costs to students and society.
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Students who enroll in any remedial course are
less likely to complete their college degrees, which
diminishes their eventual earnings. Diminished
earnings translate into smaller local, state, and
federal tax collections. Businesses also pay a steep
price for inadequately educated employees who lack
basic skills. Those costs approached an estimated
$17 billion nationwide in 2000 and include the costs
of training, technology expenditures to compensate
for the lack of basic skills, and lost productivity.'**
Research also shows that inadequate education and
related diminished earnings are associated with
increased public health, crime, and welfare costs."*!

To get a more comprehensive picture, the analyses that
follow estimate the annual direct and indirect costs
of inadequate education to students, schools, and the
state for a single cohort of college freshmen requiring
remedial instruction across all California public
postsecondary systems, both two- and four-year.



Cost to Postsecondary Institutions of Providing Remedial Education

Cost to Postsecondary Institutions of
Providing Remedial Education

Data available as of 2007 indicate that 55 percent of regularly admitted CSU freshmen, 23,849 students, need at least
one remedial course in some subject, not just math or English." Approximately 75 percent of California Community
College freshmen, 620,707, need remediation in English. 26 This analysis uses this rate instead of the higher 9o percent
community college remediation rate in math because, as noted previously, the need for remedial reading is a leading
barrierto degree completion and is associated with higher rates of total remediation."” As noted, the latest published UC
remediation estimates range from 3o to 35 percent.”® This analysis uses the lower 3o percent figure, 11,351 students, as
a conservative estimate. Thus the total estimate of California freshmen needing remediation annuallyis 655,907."%

This is a conservative ﬁgure because 1) it does not include special-admit students; 2) it assumes each student takes
and completes only one remedial course in a given year; and 3) it includes only freshmen. For example, community
college students do not necessarily have to take remedial coursework their freshman year. The calculation there-
fore excludes more than 191,000 undergraduates who are not classified as freshmen but are enrolled in non-credit
community college courses, which do not count toward a

degree.”™ Thus, the annual remedial education cost pro- It is also reasonable to question why tazpayers
jections are likely understated. should be expected to pay twice for basic skills

undergraduates should have mastered by high

Absent publicly reported figures on per-student remedial school graduation.

education costs, average educational fees (tuition) and &

annual student course loads are used to estimate direct
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annual freshman remediation costs to CCC, CSU, and UC institutions.” The direct annual remediation cost for an

%2 To put that amount in perspective, $274 million represents 2.3 per-
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estimated 655,907 freshmen is $274 million.
cent of all 20072008 state spending for higher education.”” However, K-12 education spending, at 40 percent,
historically represents the largest share of California budgetary spending, twice as much as health care, and more
than three times higher education, criminal justice, and social services put together."* It is therefore reasonable to
question why students are not prepared for college in the first place. Moreover, insofar as additional postsecondary
funds must be diverted to remedial education, it is also reasonable to question why taxpayers should be expected to

pay twice for basic skills undergraduates should have mastered by high school graduation.
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Cost to Students Requiring Remediation:
Diminished Annual Farnings

On average, about 41 percent of students enrolled in remedial courses are unlikely to earn a degree." Not earning a
college degree reduces a high school graduate’s earnings. According the U.S. Bureau of Labor Statistics and the U.S.
Census Bureau, in 2006 the average annual individual earnings for those 25 to 64 with some college but no degree
were $38,799; for those with two-year associate’s degrees, $41,920; and for those with four-year bachelor’s degrees,
$ 59.382. 136 The difference in average annual individual earnings between those with some college but no degree and
those with a two-year college degree is $3,121. In comparison, the difference between those with some college but no
degree and those with a fourfyear college degree is $20, 563—more than sixand a half times greater than the two-year-
college-degree difference.

An estimated 268,922 college freshmen out of the 655,907 enrolled in remedial education, 41 percent, likely will
not complete their degrees. The following cost projections assume that all 14,432 CSU and UC students unlikely to
earn a degree because they are in remedial education intend to pursue a four-year bachelor’s degree. The failure to
earn that degree translates into a $20, 563 reduction in average annual earnings (the difference between the annual
earnings of individuals with bachelor’s degrees [$59,382] and the annual earnings of individuals with some college
but no degree [$36,7991).

There is no way to estimate how many of the 254.490 community college students unlikely to earn a degree because
they are in remedial education plan to pursue four-year bachelor’s degrees. Therefore, this and subsequent calcu-
lations use low and high estimates. The low estimates assume that all of the 254,490 community college students
plan to pursue two-year associate’s degrees. The high estimates assume they all plan to pursue four-year bachelor’s
degrees. On the low estimate, if all 254.490 community college students unlikely to earn a degree because they are
in remedial education actually did earn their associate’s degrees, and all 14.432 CSU and UC students unlikely to
earn a degree because they are in remedial education did earn their bachelor’s degrees, their combined annual earn-
ings would be $11.5 billion. On the high estimate, if all 268,922 college freshmen unlikely to earn degrees because
they are in remedial education actually did earn bachelor’s degrees, their combined annual earnings would be nearly
$16billion.” In contrast, ifnone of the 268,922 freshmen in remedial courses earn degrees, their combined annual earnings

amount to only $10.4, billion, which represents a combined annual earnings loss of between $1.1 billion and $5.5 billion.™
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Thus, depending on how many community college students enrolled in remedial education who do not complete
their degrees intend to pursue a four-year degree, the estimated combined loss in annual earnings is between
$1.1 and $5.5 billion. Assumptions about the type of college degree not completed significantly affect the estimates
of costs to students, as well as other costs to society— treated in the following sections—that are based on annual indi-
vidual earnings. It should be borne in mind, however, that the projected costs to students and society are understated
because they do not account for students’ delayed entry into the workforce because they are enrolled in remedial
classes that do not count toward a college degree.
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Cost to Society of
Inadequate Education

The estimated freshman remediation cost to California public postsecondary institutions of $274 million represents
an actual cost. The combined projected earnings loss to those individual freshmen, however, represents an annual-
ized cost. That is, the freshmen currently enrolled in remedial education and likely to leave college before complet-
ing a degree are still in school, and so the combined $1.1 to $5.5 billion projected loss in individual earnings will
not be realized in the current year. Nor will it necessarily

. B '
be realized the first year after they leave college. Instead, etter educated persons pay more in taxes and

that figure is derived by annualizing the average difference they alleviate the pressure for government
spending on health, crime and welfare.

&

in lifetime individual earnings between individuals with
two- or fourfyear college degrees and those with some col-

lege but no degree.

The broader costs to society of inadequate education are also annualized projections that depend heavily on indi-
vidual earnings. According to two experts associated with the California Dropout Research Project, Clive Belfield of
Queens College, City University of New York, and Henry Levin of Columbia University Teachers College,

Increasingly, a good education is becoming critical for individuals to prosper and to participate as produc-
tive citizens. Social science research has compellingly shown that an individual's income is strongly influ-
enced by their schooling . . . . In addition, evidence is accumulating that persons with more education are
healthier, they are less likely to be involved in criminal activities, and they are less likely to be on welfare. . ..
Better educated persons pay more in taxes and they alleviate the pressure for government spending on health,
crime and welfare. . . . Thus, there is a fiscal benefit to the taxpayer from each new high school and college
graduate. . . . [tis therefore in a state’s best interest to ensure all children receive an adequate education.™

The value of such annualized estimates is that they provide a conceptual framework for grasping the magnitude of
the costs of not adequately preparing students for college. Consider just the costs incurred by the single cohort of
more than 250,000 freshmen currently enrolled in remedial education who likely will not earn a degree. Ideally,
those students will be in the adult workforce between the ages of 21 and 65 when they retire. Over that 44-year
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period, their estimated earnings loss will amount to between $48.4 and $242 billion in current, unadjusted dollars
($1.1 and $5.5 billion diminished annual individual earnings losses x 44 years). In addition, the cumulative cost to
California public postsecondary institutions of providing a single remedial education course per year to each of the
estimated 656,000 unprepared freshmen over a 44-year period amounts to $12.1 billion in current, unadjusted
dollars ($274 million x 44,).

The sections that follow examine the several costs to society associated with inadequate education that Belfield and
Levin identify, namely, direct tax losses at various levels, along with increased health care, crime, and welfare costs.
Because the tax losses projected below are based on annualized earnings losses, they too—along with other related
public spending examined in the following sections—represent annualized, not actual, costs. Most research on the
social costs of inadequate education focuses on the differences between high school dropouts and students who earn
a high school diploma.'* The analyses below compare the fiscal impact of students with some college but no degree
and students who earn a college degree. Those fiscal impacts are presented as ranges because they depend on whether
students forgo two-year associate’s degrees or four-year bachelor’s degrees.

Reduced Federal Income Tax Receipts Mean Lower Federal Spending on California. To estimate the
effect of individuals” education levels and their corresponding annual earnings on federal and state income taxes,
the following analysis uses the 2006 income data cited in the previous section from the Current Population Survey
2007 and the TAXSIM tax calculator administered by the National Bureau of Economic Research.'" The effects on
local and other state taxes are derived using the methodology developed by Belfield and Levin to estimate the eco-
nomic losses to California from high school dropouts.'**

Individuals with some college but no degree earn, on average, $38,799 annually and pay $4,145 in federal income
taxes; individuals with two-year associate’s degrees earn $4.1,920 and pay $4.895 in federal income taxes; individuals
with four-year bachelor’s degrees earn $59,382 and pay $9,261 in federal income taxes.

As with the previous estimates of diminished earnings, the following analysis assumes that all 14,432 CSU and UC
students unlikely to earn a degree because they are in remedial education intend to pursue a four-year bachelor’s
degree. Again, there is no way to determine how many of the 2 54.490 community college students unlikely to earn a
degree because they are in remedial education plan to pursue four-year degrees. The low estimate therefore assumes
that all of those students plan to earn two-year associate’s degrees, and the high estimate assumes they all plan to earn
four-year bachelor’s degrees.

On the low estimate, if all 254,490 community college students in remedial courses did earn their two-year associ-
ate’s degrees, and all 14,432 CSU and UC students in remedial education did earn their four-year bachelor’s degrees,
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the combined annual federal income tax receipts would amount to $1 .4 billion. 43 On the high estimate, ifall 268,922
college freshmen in remedial courses did earn four-year bachelor’s degrees, the combined annual federal income
tax receipts would amount to $2. 5 billion."** In contrast, if none of the 268,922 college freshmen in remedial courses
were to earn degrees, the combined annual federal income tax receipts would amount to only $1.1 billion. These fig-
ures represent an annual federal income tax loss of between $264 million and $1.4, billion.'#5

For every dollar Californians send to Washington, D.C., each year the state receives an average of $o.93 back in
federal spending.'#® Thus, lower federal income tax receipts translate into lower federal spending on California. On
the low estimate, with 254,490 community college students completing associate’s degrees and 14,432 CSU and UC
students completing bachelor’s degrees, corresponding annual federal spending amounts to $1.3 billion. On the high
estimate, with all 268,922 college freshmen earning bachelor’s degrees, corresponding annual federal spending
amounts to $2.3 billion."” In contrast, if none of the 268,922 college freshmen in remedial courses were to earn
degrees, corresponding annual federal spending in California would be only $1 billion. These figures represent an
annual federal spending loss of between $24.5 million and $1.27 billion."*

Reduced Annual Earnings Lowers State Income Tax Receipts. To calculate the effect of individuals’ edu-
cation levels and their corresponding annual earnings on California state income taxes, the following analysis also
uses 2006 earnings and income tax data from the Current Population Survey 2007 and TAXSIM. Individuals with
some college but no degree earn $38,799 annually and pay $1,177 in state income taxes; individuals with two-year
associate’s degrees earn $41,920 and pay $1,427 in state income taxes; individuals with four-year bachelor’s degrees
earn $59,382 and pay $2,987 in state income taxes.

As with the previous calculations, this calculation assumes that all 14,432 CSU and UC students unlikely to earn a
degree because they are in remedial education intend to pursue a four-year bachelor’s degree. On the low estimate,
if all 254..490 community college students in remedial courses did earn their two-year associate’s degrees, and all
14.432 CGSU and UC students in remedial education did earn their four-year bachelor’s degrees, the combined annual
state income tax receipts would amount to $406 million. On the high estimate, with all 268,922 college freshmen
earning bachelor’s degrees, the combined annual state income tax receipts would amount to $803 million. In contrast,
if none of the 268,922 college freshmen in remedial courses were to earn degrees, corresponding annual state income
tax receipts would amount to $317 million, which represents annual state income tax losses between $go million and
$487 million."

Lower Education Levels Reduce State Sales, Excise, Corporate, and Local Property Taxes. In their

analysis of the fiscal effects of dropouts in California, Belfield and Levin also include forgone state sales, excise, and
corporate taxes. They exclude local property taxes because no research exists concerning the effect of education
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level on property tax payments.'s® Cecilia Rouse of Princeton University notes, however, that individuals with higher
incomes are more likely to own property and therefore pay property taxes. In her analysis for the National Bureau of
Economic Research, she explains that,

... property tax revenues likely form a non-trivial component of the social losses arising from inadequate
education. . .. Given that over go percent of educational revenues come from state and local sources, the
increased contributions to these taxes that would result from improved education are very important as
one considers the costs and benefits of educational improvements or interventions.'s'

State and local contributions accounted for 9o.3 percent of California’s $69 billion K-12 education budget in 2007,
70.6 percent from all state sources ($49 billion) and 19.7 percent from local property taxes ($14, billion)."* Given
the sizable contribution local property taxes make to K-12 education, this calculation includes the projected annual
property tax losses potentially associated with lower education levels.

Belfield and Levin calculate state sales, excise, and corporate tax losses as a proportion of total California tax
collections, which in 2007 are as follows: income taxes, 46.5 percent; sales taxes, 28.5 percent; selective sales or
excise taxes—which are taxes on specific goods or activities, including gasoline, tobacco, alcohol, and gambling—
6.8 percent; corporate taxes, 9.7 percent; and other taxes, 6.6 percent.’” This analysis also includes local property
taxes as a proportion of total California tax collections, 2.0 percent.

Belfield and Levin explain that this methodology may overstate some tax losses and understate others because it
assumes that the share of those taxes each individual pays matches the proportion each contributes to overall state
tax collections. The losses in local property taxes may also be overestimated for two reasons. First, the calculation
assumes those taxes are a function of individual income based on education level, which, again, has not been estab-
lished in the scientific literature; however, as Rouse points out, higher education and income levels may reasonably
be associated with an increased likelihood of property ownership. Second, total property tax payments are based on
housing value, regardless of whether those payments are made singly or jointly.

Finally, this calculation assumes that all students who do not complete college degrees own homes and therefore
pay direct property taxes. It does not include the indirect contributions made by renters. Those limitations are
mitigated by the fact that local property taxes account for just two percent of total California state tax collections;
however, given the large share they contribute to K12 education revenue, inclusion of potential forgone local
property taxes is an important illustration of the potential annual cost to the K-12 system itself when students are

not adequately educated.
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Table 1 summarizes the estimated effects on annual state income, sales, excise, corporate, and local property
taxes under various scenarios. The first scenario calculates the effect of 268,922 college freshmen unlikely to earn
degrees because they are enrolled in remedial classes. The second scenario estimates the effectif all 254,490 com-
munity college students in remedial courses did earn their two-year associate’s degrees, and all 14,432 CSU and UC
students in remedial courses did earn their four-year bachelor’s degrees. The third scenario estimates the effect if
all 268,922 college freshmen unlikely to earn degrees because they are enrolled in remedial classes did earn four-
year bachelor’s degrees.

Table 1: The Combined Annual Effect of Education Level on State Tax Collection by Source (in $ millions)

Income Sales Excise Corporate  Property Other State
Tax Tax Tax Tax Tax Tax Total
Scenario 1 $317 $194 $46 $66 $14 $45 $682
Scenario 2 $406 $24.9 $59 $85 $18 $506 $6875
Scenario 3 $803 $492 $118 $168 $35 $114 $1,730

Sources: Author’s table based on 2006 earnings and income tax data from the Current Population Survey 2007, TAXSIM, and the
Federation of Tax Administrators.

The estimated annual cost of inadequate education to Californians in terms of forgone state tax collections is signiti-
cant, between $193 million (Scenario 2, $875 million, minus Scenario 1, $662 million) and $1.05 billion annually
(Scenario 3, $1.730 billion, minus Scenario 1, $682 million).

Lower Education Levels are Associated with Higher Health and Medical Costs. A significant body of
research indicates that increased levels of education are strongly correlated with healthier behaviors and improved
overall health."* Diminished incomes associated with lower education levels increase the likelihood that individu-
als will rely on publicly subsidized health care programs such as Medicaid, or Medi-Cal as it is called in California,
and Medicare, which is available to individuals under 65 who qualify for Social Security Disability Insurance (SSDD).
Belfield and Levin note that no reliable data exist correlating education levels and within-family services such as the
State’s Children’s Health Insurance Program (SCHIP).'s This exclusion, as well as the exclusion of health care pro-
grams for families, children, and communities, underestimates the total cost of the failure to achieve a college degree
associated with enrollment in remedial course work.

Researchers from the Center for Benefit-Cost Studies of Education at Teachers College, Columbia University, hypoth-

esize that "if there is a causal link between educational attainment and disability, the public sector will save money
by reducing enrollment in Medicare among persons under the age of 65. [t may also reduce expenditures among

43



The High Price of Failure in California

Medicaid beneficiaries by reducing the number of severely ill enrollees.” This reduction could have a significant cost
impact since the cost per disabled participant is about three times higher than the cost per non-disabled partici-
pant.’s” Over the course of an adult’s working lifetime, roughly 44 years from age 21to 605, the health and medical care
savings from improving education levels are significant.

National data indicate that average lifetime per-capita (not per-enrollee) public health care costs for individu-
als with some college but no degree are more than four times as high as for those with a college degree: $12,9oo
compared to $3,100 for men, and $15,900 compared to $3,600 for women."** Based on these data, each col-
lege student who completes a degree could yield a potential average lifetime savings of $11,o5o. If the 268,922
California freshmen unlikely to complete college degrees because of enrollment in remedial course work actu-
ally did earn their degrees, the potential lifetime savings could be nearly $3 billion. That works out to roughly
$66 million a year when annualized over 44 years. Available state-level data indicate that these costs are prob-
ably much higher.

Turning to California health care programs, Medi-Cal enrolls 6.6 million people and is the country’s largest
Medicaid program. Nearly one in five Californians under the age of 65 receives health care through Medi-Cal. At
17 percent, Medi-Cal accounts for the second largest share of the state general fund after K12 education. Since 1998,
Medi-Cal costs have doubled, and Medi-Cal spending has grown about three times faster than general inflation. Medi-
Cal spending for adults has grown the most in the past decade, at a combined compound annual rate of § percent—
7.3 percent for adults with disabilities and 0.7 percent for adults without disabilities.’s?

Medi-Cal spending was $37 billion in 2007. Approximately $14.4, billion came from the general fund (39 percent),

$2 billion from other state funds (five percent), and $20.5 billion came from federal funds (56 percent). 160

Calculating
the effect of individual education and corresponding income levels on Medi-Cal is complicated because Medi-Cal
serves families, children, and those over 65, the typical retirement age, and because state-level data on Medi-Cal
participation by education level are unavailable. One way to calculate the projected annual impact of individual edu-

cation is by using available national data.

National data indicate that individuals with some college but no degree account for three percent of Medicaid and
Medicare enrollment, and college graduates account for one percent.”® By failing to reduce the need for college reme-
diation—and thus to improve the likelihood that college students will earn degrees—California forgoes significant
potential savings. Reported annual average Medi-Cal spending per beneficiary is $5,257. Medi-Cal is means-tested,
so increased individual income through improved educational attainment could reduce the number of eligible par-
ticipants.'®* Thus, if the 268,922 college freshmen unlikely to earn a degree because they are enrolled in remedial
courses actually did earn degrees, associate’s or bachelor’s, they would likely exceed the income threshold, resulting

in an estimated annual savings of more than $1.4 billion.'*”
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The same calculation for the 268,922 college freshmen can be done using the average annual Medi-Cal cost, not
spending, of $2,873 per adult without disabilities, which yields an estimated annual savings of $773 million. If we
use the average annual Medi-Cal cost of $1 5,073 per child or adult with a disability, the estimated annual savings is
$4.1 billion."* Thus, depending on the calculation, failing to improving education levels just for this one fresh-
man cohort from some college to actual degree attainment results in projected annual Medi-Cal costs ranging from
$773 million to $4..1 billion. Given the rising cost of health care and the rapid increase in Medi-Cal enrollment, those
savings will likely be much higher in future years.

Lower Education Levels Are Associated with Increased Crime and Related Costs. More than half of
all inmates do not have a high school diploma when they enter the prison system. Research suggests that increasing
education levels holds great potential for reducing crime and incarceration rates.* Such a reduction is a pressing
public policy concern for the state. The California Department of Corrections and Rehabilitation budget alone has
almost doubled in real, inﬂationfadjusted terms to $9.7 billion, up from about $ 5.2 billionadecade ago.'66 The state’s
inmate population now exceeds 170,000, with approximately 130,000 more parolees, and today 31 of the state’s 33
prisons exceed their capacity.'*’

The human cost to victims of crime is incalculable. The economic costs to society are more tangible. Maintenance
of the criminal justice system, incarceration and oversight of parolees, compensation to victims of crime, and crime
prevention programs account for most of those costs.'®® All told, Californians pay approximately $14.1 billion annually
to support the judicial and criminal justice system, excluding the $102 billion in federal funding for undocumented
felons.'® Thatamountincludes $3.4 billion forthe Judicial Branch, excludingthe Commission on Judicial Performance
and the Judges’ Retirement System; $737 million for the Department of Justice; and $290 million in criminal justice
local assistance.

The Victim Compensation and Government Claims Board also has a Restitution Fund of around $120 million that
supports the Victim Compensation Program; however, increased claims and program expansions could make
it insolvent as early as 2011."° Other costs to society of crime include steps individuals take to prevent becoming
victims of crime, such as purchasing home security systems and buying property insurance and other forms of
insurance to assist if they do become crime victims. Additionally, higher incarceration rates lower the regular labor
force and reduce tax collections.”” Given the growth in labor costs associated with running California prisons and
court-mandated programs for inmates, including expanded health care programs, incarceration costs are expected
to increase in the near term.'”

National data indicate that the percentage of state prison inmates with some college but no degree is around four
times as high as that of inmates with at least a college degree across offense categories: violent crime, 8.6 percent

45



The High Price of Failure in California

compared to 2.2 percent; property crime, 9.6 percent compared to 2.5 percent; drug offenses, 8.9 percent compared
to 2.3 percent; and public order offenses, 9.4 percent compared to 2.5 percent.”” Comprehensive per-capita crime
costs are not available, but an estimate of those costs can be derived as a portion of the $14.1 billion judicial and crimi-
nal justice system budget. At 69 percent, the California Department of Corrections and Rehabilitation represents the
largest share of the budget. Maintaining the Judicial Branch represents the next highest share at 24, percent, followed
by the Department of Justice at five percent. Criminal justice local assistance accounts for the remaining two percent
of the budget.

Asof 2007, the annual incarceration cost per prisonerin Californiawas $43,149; total incarceration costs correspond
to the California Department of Corrections and Rehabilitation budget share of 69 percent.'”* Per-capita funding
corresponding to the 24 percent Judicial Branch share is roughly $15,124; to the five percent Department of Justice
share, $3,276; and to the two percent criminal justice local assistance share, $1,290. Thus, the total estimated annual
per-inmate crime cost for California is $62,84.2.

To estimate the impact of reducing crime and associated costs forthe 268,922 California college freshmen unlikely
to earn a degree because they are enrolled in remedial course work, this analysis uses the average national incar-
ceration rates by education level detailed above. This methodology does not take into account the cost variances of
different types of crimes, nor can it identify potential inmates by gender, an important distinction because men
tend to commit more crimes overall as well as more expensive crimes. The fact that incarceration rates by the
education levels examined here remain fairly constant across more and less expensive types of crime, however,
minimizes potential overestimates.

Higher education levels are associated with a significant reduction in incarceration rates; they drop from an average
of 9.1 percent of inmates with some college but no degree to 2.4 percent of inmates with a college degree or more.
Applying those incarceration rates to the 268,922 California college freshmen unlikely to earn a degree because they
are enrolled in remedial course work yields an estimated 24..472 potential inmates at 9.1 percent. To bring that rate
down to 2.4 percent, or 6,454 potential inmates, 18,018 of those freshmen would have to earn college degrees, saving
an estimated $62,842 each in annual incarceration and associated costs, for a combined annual savings of approxi-
mately $1.13 billion.

Lower Education Levels Are Associated with Higher Welfare Program Participation. The cost of
increased welfare program participation because of lower education levels is smaller than the costs associated with
health care and crime. Belfield and Levin explain that welfare benefits are time-limited; children and the elderly
receive large portions of welfare benefits; and research has not established what effect if any education levels have
on federal welfare program participation. Research has, however, established a strong relationship between lower
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The estimated annual weltare savings
achievable by improving the education
levels of the 268,922 Calitornia freshmen
unlikely to earn degrees because of
remedial education enrollment is between

$38 million and $129 million.

education levels and participation in three welfare programs: cash assistance through Temporary Assistance to Needy
Families (TANF), housing assistance, and food stamps.'

The previous analyses estimate social costs when college students do not complete their degrees. Participation by
education level is not reported for all of those public assistance programs, only for food stamps. For this reason, food
stamp participation rates by education level are used in this analysis for both TANF and housing assistance participa-
tion as well. While those resulting calculations help improve the accuracy of cost estimates, they may overestimate
participation in some programs and underestimate participation in others.

The closest comparison for all of those programs isolates participation by high school graduates and college graduates.
[tdoesinclude a distinct participation category for some college but no degree. Because welfare program participation
is so heavily influenced by income level, it is important to distinguish those categories in a finer level of detail. For
example, the average annual income difference between a high school graduate and a student with some college but
no degree is nearly $4,800; while the income difference between a high school graduate and a college graduate is
nearly $7,900.7

The data indicate that food stamp participation rates decline as education levels rise. Individuals with some college

but no degree represent five percent of food stamp program participants. Individuals with an associate’s degree
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represent four percent of all participants; the figure drops to only one percent for individuals with bachelor’s
degrees.'” California provides program participants estimated average annual support of $5,154, for TANF, $1,232 for
food stamps, and $5,656 per household for housing assistance.' The failure to improve the education levels of just
the 268,922 college freshmen unlikely to earn a college degree because of their enrollment in remedial course work

translates into significant public welfare costs.

Applying the welfare participation rates for the food stamp program to those 268,922 students with some college but
unlikely to earn degrees, an estimated five percent, or 13,446, would participate in at least one program. To reduce
welfare participation to the lowest level of one percent, or 2,689 enrollees, all 268,922 of those students would have
to earn bachelor’s degrees. Thus, on the high estimate for this analysis, welfare participation would be reduced by
10,757 (13,446 minus 2,689). On the low estimate, the 254,490 community college students enrolled in remedial
education would earn their associate’s degrees, reducing their corresponding welfare program participation rate
from five percent to four percent, or from 12,724, enrollees to 10,180 (areduction of 2,544 enrollees). Also on this esti-
mate, the 14,432 CSU and UC students enrolled in remedial education would earn their bachelor’s degrees, reducing
their corresponding welfare program participation rate from five percent to one percent, or from 722 enrollees to 144
(areduction of 578 enrollees). Thus, under the high estimate, welfare rolls are reduced by 10,757, and under the low
estimate they are reduced by 3,122. The estimated annual savings are summarized in Table 2.

Table 2: Estimated Annual Welfare Savings, by Program (in $ millions)

Number of
Estimate = Fewer Enrollees Food Stamps TANF Housing Total
Low 3,122 $4, $16 $18 $38
High 10,757 $13 $55 $61 $129

Sources: Author’s table based on data from Clive Belfield and Henry Levin, The Economic Losses from High School Dropouts in California,
2007; and the College Board, 2007.

Thus, depending upon the number of freshmen who complete bachelor’s degrees and in how many welfare pro-
grams students eventually enroll, the estimated annual welfare savings achievable by improving the education levels
of the 268,922 California freshmen unlikely to earn degrees because of remedial education enrollment is between
$38 million and $129 million.
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The Cost of Poor Preparation to
California Businesses and the Economy

There is growing concern that students are poorly prepared in the basic skills needed for the workforce. AT&T, for
example, wants to return 5,000 customer service jobs from India to the United States but has only managed to fill
about 1,400 positions. "We're having trouble finding the numbers that we need with the skills that are required to
do these jobs,” explained AT&T Chief Executive Randall Stephenson. “I know you don’t like hearing that, but that's

the way it is.”?

The American labor force is increasingly reliant on foreign students for innovation and productivity. In fact, in

180

some areas of math and science, foreign students earn more than one-third of U.S. advanced degrees.” One recent
national survey of employers representing a combined workforce of more than two million U.S. employees found that
nearly half of respondents consider new hires with two-
year college degrees deficient in English. A full quarter of As one employer concluded, “If corporate
employers responded that new hires with four-year college .
o i America produced end-products equal to the

degrees are deficient in English. ]
end-products of the public school system,

our economy would collapse.”

&

This poor preparation impairs new hires’ written commu-
nication. Employersreport, “Spelling errors, improper use
of grammar, and the misuse of words were common in written reports, PowerPoint presentations, and email mes-
sages.”™ Employers report that most of their instructions, policies, and other such materials must be written at a
middle school level, and one financial firm even reported that an employee “invented” her own filing system because
she could not alphabetize folders. As one employer concluded, “If corporate America produced end-products equal
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to the end-products of the public school system, our economy would collapse.

Recent reports also underscore growing alarm among employers about the impact of declining educational quality on
the competitiveness of the American workforce. In fact, students’ knowledge and skills are so weak that the United
States fails to rank among the world's leaders in any area of achievement with regard to educational output." Most of
America’s business community believes schools are failing to prepare students for the rigors of the workforce, accord-

ingto the U.S. Chamber of Commerce."* Another national survey finds that a majority of employers consider new hires
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ill prepared in both basic and technical skills, and as many as nine out of 10 respondents think K—12 schools are doing a
poor job at preparing students for the workplace." Such prominent business leaders as Apple Inc. CEO Steve Jobs and

Microsoft Corporation chairman Bill Gates also openly criticized public school performance in 2007."

Not surprisingly, growing numbers of U.S. employers report increased spending for training across all employee
groups, not just executives. Close to two-thirds of this training is for basic skills (32 percent) and technical skills
(3o percent), including problem-solving, basic or advanced mathematics, basic reading and writing—all of which are
considered standard skills for high-performance workforces.*”

Tracking the cost to businesses of such remedial training is challenging for several reasons. One is that formal train-
ing costs are typically reported within company units, not companywide."® Informal remedial training is not tracked
atall, and even when such costs are tracked, they understate the larger costs of lost productivity.

A final challenge for the present analysis is that no surveys of California businesses exist detailing the annual
costs of remediating poorly prepared employees. A 2006 national survey found that the median cost to the U.S.
businesses surveyed just for training unprepared workers was $500 per employee.'™ That figure is about five
times as high as the figures reported in surveys of businesses in Michigan and Alabama, $9o.43 and $111.10,
respectively. The $500 national cost figure is likely

higher because it includes nearly equal shares of tech-  Students’knowledge and skills are so weak that
nical training and basic training. The Michigan and  the United States fails to rank among the world’s
Alabama estimates include only basic training and asso-  [eaders in any area of achievement with regard to
ciated technology expenses, which make those figures educational output.

more broadly applicable to a variety of industries across B

states. Using these lower cost estimates, however, likely

underestimates the true cost to California businesses in more technical fields. For example, the manufactur-
ing industry represents the largest employment sector in California, followed by the professional, scientific,
and technical services sector. Together, these two industry sectors employ close to three million people, nearly
one-quarter of the state’s workforce."?°

To calculate the most accurate estimate possible of direct annual costs to California businesses of unprepared
workers, this analysis uses the national figure to generate a high estimate and a derived figure from the Alabama and
Michigan surveys to generate a low estimate. This analysis uses the averages of the reported Alabama and Michigan
per-employee costs, adjusts them for 2007 dollars, and weights them to reflect California’s higher cost of living.""
The estimated annual cost derived for California businesses based on those figures differs from the Alabama and
Michigan estimatesin one otherrespect. Given employers’ dissatisfaction with workforce quality, itwould certainlybe
reasonable to apply per-employee remediation costs to California’s entire workforce of 13.4 million paid employees,
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FEmployers already express dissatistaction

with new hires who hold college degrees.

as the Alabama and Michigan analyses do."* Nevertheless, this analysis focuses only on the cost of a single cohort of
college freshmen needing remediation. [t is therefore a much more conservative estimate.

Unlike the previous analyses, however, the cost to California businesses is not affected by students” annual individual
earnings, which are heavily influenced by college degree attainment. For this reason, in estimating the cost to
businesses of remediating unprepared workers, this analysis assumes that all 655,907 freshmen needing college
remediation will require some workforce remediation, not just the 268,922 unlikely to earn their degrees. There is
adanger that including all those students could overstate the annual cost to California businesses. This possibility is
mitigated by the fact that employers already express dissatisfaction with new hires who hold college degrees, as well
as by the fact that enrollment in remedial course work itself indicates weaker preparation relative to other students
entering the workforce. There are also no available aggregate data on the effectiveness of remedial course work in
California to suggest that students receiving it are at least as workforce-ready as their peers who did not.

The Alabama and Michigan surveys identify two direct annual costs businesses incur when employees lack necessary
knowledge and skills to perform their jobs: the cost of providing basic skills training and of purchasing additional
technology to compensate for workers’ deficiencies. It should be noted that calculating the direct cost of basic skills
training likelyunderstates the actual cost to businesses because it assumes workers requiring basic skills training are
already productive employees, and that additional training is a routine expense of doing business. In reality, work-
ers needing remedial training frequently exhibit poor job performance. As Christopher Hammonds, author of the

Alabama study, explains,

One employer provided the example of employees in their construction company who serve as construction
workers but have difficulty with basic math associated with the job such as adding and subtracting fractions,
converting from inches to feet, and understanding angles. In short, employees who lack basic skills may not
individually produce enough return to cover the costs of their own employment. These losses are masked by
the overall productivity of other employees. Nonetheless, they represent a real loss to the state’s business

community in terms of lost productivity.'?*
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Poor preparation of just the current
cohort of California freshmen enrolled in
remedial classes is projected to cost
California businesses between $107 and

$4.47 million annually.

Purchasing technology to compensate for poor basic skills includes such things as acquiring sophisticated cash
registers because workers cannot add or subtract well enough to make change. Some businesses buy touch-screen
computers with pictures so workers do not have to be able to read. Even now-commonplace items such as spell-check
and inventory control systems are purchased, at least in part, because workers lack the English reading and math
skills to perform those tasks themselves. 9

Using the low estimate based on the Michigan and Alabama studies, poor preparation costs California businesses
an average of $163 per employee each year, $25 in basic skills training, and another $138 in compensatory technol-
ogy purchases. According to the high estimate based on the adjusted national per-employee cost, poor preparation
costs California businesses an average of $661 per employee. Thus poor preparation of just the current cohort of
California freshmen enrolled in remedial classes is projected to cost California businesses between $107 and
$447 million annually.

Table 3: Estimated Annual Direct Costs to California Businesses of Poor Preparation

Number of
Estimate  Freshmen in Remedial Education Per-Employee Cost Total Cost
Low 655,907 $163 $106,912,841
High 655.907 $681 $446.672,667

Sources: See corresponding endnotes in the relevant sections of the text.

Notes: 1. Dollar amounts represent averages based on costs reported by U.S., Michigan, and Alabama businesses.
2. Amounts are given in 2007 inﬂationfadjusted dollars.
3. Amounts have been adjusted to reflect California’s fourth quarter 2007 cost of living.

Even the high estimate likely underestimates the full cost to California businesses of a single cohort of students in
remedial education because the direct costs of remedial training do not include indirect costs associated with lost

productivity and diminished national and global competitiveness.

Thus, the total estimated cost to California students, schools, and society of inadequate education resulting in the
need for remediation amounts to $3.9 to $13.9 billion annually.
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Table 4.: Summary of All Estimated Annual Costs Associated with Current Cohort of Freshmen in
Remedial Education

Annual Costs To: Description Low High
Schools-postsecondary Direct remediation $274,000,000 $274,000,000
Students Diminished annual earnings $1,100,000,000  $5,500,000,000
Society Diminished federal spending on California $245,000,000 $1,272,000,000
Society Diminished state income tax receipts $90,000,000 $4.87,000,000
Society Diminished state sales tax receipts $55,000,000 $298,000,000
Society Diminished state excise taxes $13,000,000 $72,000,000
Society Diminished state corporate tax receipts $19,000,000 $102,000,000
Society Diminished property tax receipts $4,000,000 $21,000,000
Society Diminished “other” state tax receipts $13,000,000 $69,000,000
Society Higher Medi-Cal costs $773,000,000  $4.,100,000,000
Society Higher crime costs $1,130,000,000 $1,130,000,000
Society Higher food-stamp costs $4,000,000 $13,000,000
Society Higher TANF costs $16,000,000 $55,000,000
Society Higher housing-assistance costs $18,000,000 $61,000,000
Society Direct remediation costs to businesses $107,000,000 $447,000,000
Total $3.861,000,000 $13,901,000,000

Sources: See corresponding endnotes in the relevant sections of the text.
Notes: 1. High and low cost estimates to schools and California businesses are based on the entire cohort of freshmen enrolled in
remedial classes, 655,907 students.

2. High and low estimates for the costs to students and the remaining costs to society are based on the 268,922 freshmen enrolled
inremedial classes who are unlikely to earn college degrees. Not earning a degree influences individual annual earnings, which
in turn affects tax receipts and the costs of publicly funded health care, crime, and welfare program participation.

3. Lower diminished earnings also diminish federal income tax receipts, by an amount estimated to be between $300 million and
$1.4,billion for the 268,922 freshmen enrolled in remedial classes who are unlikely to earn college degrees. Lower federal income
tax receipts translate into lower federal spending on California, which is included in the table. The forgone federal income tax
receipts are excluded to avoid double counting, as this analysis is concerned with the annual fiscal impact on the state.

If those students were better prepared, those costs would turn into savings; however, it is reasonable to ask whether
the cost of keeping the 266,922 freshmen unlikely to earn their degrees in school another year outweighs the cost of
not earning a degree. If all of those students remained in school, the estimated state and local cost would amount to
justunder $931 million per year. However, if that one year’s remediation enabled them to go on to earn their degree,
the resulting savings would still be an estimated $2.9 to $13 billion annually, far outweighing the cost of keeping
students in school and working toward a degree.
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Table 5: State and Local Expenditures for Students Staying in School an Additional Year

CCC CSU UC Totals
Number of Freshmen 254,490 9.776 4,654 268,922
Annual Cost per Student $3.590 $10.539 $22.518
State and Local Share $2,980 $8.,747 $18,690
Totals $758,303.466 $85,532,571 $86,981,299 $930,817,335

Source: Author’s table based on data from Clive Belfield and Henry Levin, The Economic Losses from High School Dropouts in
California, 2007; tuition figures reported by The Chronicle of Higher Education’s Almanac 200708, the Western Interstate
Commission of Higher Education, and the College Board.

Notes: 1. Number of Freshmen represents the freshmen unlikely to earn a degree because of their enrollment in remedial course work.

2. Annual Cost per Student represents the full cost, not just tuition price, for an additional year of school.
3. State and Local Share represents 83 percent of the total annual cost.

Should current freshman remediation rates remain constant over time, as they appear to have done over the
past decade, along with degree-completion rates for students enrolled in remedial education, then the $3.9 to
$13.9 billion combined actual and annualized cost figure for freshmen needing remediation can at least bring the
high cost of inadequate college preparation into perspective. This framework is constructive generally since at
40 percent, K-12 education spending historically represents the largest share of California’s annual budgetary
spending, twice as much as annual spending on health care, and more than three times annual spending on higher
education, criminal justice, and social services.'%% It is therefore reasonable to question why students are not prepared
for college in the first place. Moreover, insofar as additional postsecondary funds must be diverted to remedial
education, it is also reasonable to question why California taxpayers and employers should be expected to pay twice
for basic skills undergraduates should have mastered by high school graduation.

This conceptual framework also helps provide the appropriate sense of urgency concerning necessary elementary,
secondary, and postsecondary education reforms given California’s current fiscal emergency."* Yet poor prepara-
tion costs California more than money. Temple University's Laurence Steinberg explains that the scope of remedial
education in colleges and universities “is symptomatic of the ‘promote now, pay later’ philosophy that has dominated
educational practice in this country for the last quarter-century.” Steinberg adds,

Any analysis of the cost of postsecondary remediation must also ask what impact the existence of such wide-
spread remedial opportunity has on the scholastic motivation of high school students and, by extension, on
the academic climate of their schools. Providing remedial education in such basic academic skills as read-
ing, writing, and mathematics to entering college students has trivialized the significance of the high school
diploma, diminished the meaning of college admission, eroded the value of a college degree, and drained
resources away from bona fide college-level instruction.'?”
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Conclusion: California Can No Longer

Aftord the Rising Price of Failure

Freshman remediation rates improved slightly in math from 2006 to 2007, down from 37.5 percent to 37.2 percent;
however, they worsened slightly in English, up from 45.3 percent to 46.2 percent.”’ Elementary and secondary
student performance over the past decade suggested that achieving the goal of a 10 percent college remediation rate
by 2007 was unlikely. In fact, in the fall of 2007, more than one-third of entering freshmen were not proficient in
math, and just under half were not proficient in English."

Such unpreparedness among a single cohort of freshmen conservatively costs students, schools, and the pub-
lic at large up to $13.9 billion annually. Culprits include inadequate elementary and secondary preparation, a
staggering disconnect between what the K-12 and postsecondary communities deem “proficient,” the failure
to enforce California’s decade-old ban on social promotion, and an untenable dearth of information about the
effectiveness of current remedial and prevention programs at all levels. The California Department of Education
does not report on K-12 remediation effectiveness, and
the Legislative Analyst’s Office has been critical of over- /- fornia can no longer afford its “promote now,
sight and evaluations of postsecondary institutions’ pay later” approach to academic preparation.

&

remedial education programs.

Today California ranks 48th in basic reading and math skills.**> A bipartisan coalition of California lawmakers
and education leaders headed by Governor Arnold Schwarzenegger vowed last year that 2008 would be the year of
education reform.*> With a projected state budget deficit as high as $20 billion, however, the governor and other
stakeholders now want to postpone much-needed improvements.*** California can no longer afford its “promote
now, pay later” approach to academic preparation. An ounce of prevention today can save pounds of remediation-
related costs tomorrow. The following recommendations are fiscally and educationally responsible improvements
to existing policy that do not require costly program overhauls.
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tion amounts to




Recommendations for Slashing the

High Price of Failure

Annually Assess College Readiness, not K—12 “Proficiency.” Preparation is the best remedial prevention
strategy. College readiness should therefore be the measure of K—12 student achievement.?** Assessments also should
not be delayed until 11th grade. Research suggests the CST "advanced” performance marker is a reliable grade-level
measure of four-year-college readiness.*** Existing CST performance levels could simply be amended: "advanced”
would become “college-ready”; "proficient” would become “approaches college-ready”; “basic” would become “below
college-ready”; and "below basic™ and "far below basic” would be eliminated altogether. A single enhanced CST would
make redundant both the CAHSEE, an unreliable indicator of high school skills mastery, and the optional EAP.>5

As soon as high school students test college-ready in a given subject, they can focus on other subject areas in need of
improvement for the remainder of their high school years and/or they can take more advanced, specialized courses. As
with the current California High School Proficiency Examination, as soon as students test college-ready in all required
courses, they may opt, with their parents’ permission, to enroll in a two- or fourfyear postsecondary institution, or
they may continue in high school taking more advanced, specialized courses for college credit. To bolster student
preparation, the CST could be augmented with input from the business, armed services, and community college
communities to encompass two-year-college and workforce readiness. Twenty-one states currently define workforce
readiness, and 35 states give the option of a standard high school diploma with a concentration or specialization in a

career-technical field.>°®

Use Statistical Forecasting to Track Annual Achievement. Aligning annual student achievement with
college readiness enables parents and educators to identify student deficiencies in core subjects early on and target
interventions more effectively. To ensure that students’ progress is on track for college-level work beginning at
the earliest stages of the education pipeline, a statistical forecasting model should replace the existing Academic
Performance Index (API).*7 Businesses use statistical forecasting to determine whether they will make annual
earnings targets. Airlines use it to project ﬂight arrival times, and weather agencies use it to track trajectories of
hurricanes. Take a seventh grade studentwho is testingat only 40 percent college-readyin English in 2007. Statistical
forecasting shows that student, his parents, and his teachers where he will be in 2012 at his current trajectory as well
as how much he needs to improve to be on track for four-year college.
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Figure 5: Sample Statistical Forecasting Snapshot
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Source: Author’s figure inspired by the statistical forecasting recommendation of Caroline M. Hoxby, “Inadequate Yearly Progress,”
Education Next, Summer 2005, pp. 47-51.

There are numerous advantages to statistical forecasting. It provides a reliable and easily comprehensible gauge of
student-level academic progress that can also be used to chart annual academic progress for student subgroups as
well as schools, both of which are measurements required under the federal No Child Left Behind (NCLB) Act.*®
Such early identification is essential, because 85 percent of students in eighth grade identified as weak readers, for
example, do not progress to proficient or advanced levels by 12th grade.**? Statistical forecasting of annual grade-level
college readiness uses students, not schools, as the core measure of progress. It streamlines the current system of
multiple, disjointed state and federal academic achievement assessments, and gives students, parents, and educators
clear, meaningful information in a cost-effective way. Statistical forecasting of grade-level college readiness would
alsofacilitate more precise targeting of limited public resources and would provide much-needed transparency about

the effectiveness of early interventions.

According to the existing law banning social promotion, parents of students who are not rated “proficient” on the

CST or who are judged to be at risk of being retained are supposed to receive timely notification early in the school
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year. Snapshots like the one in Figure 5 should accompany the letters to those parents, along with notification that
their children are immediately eligible for “money-back-guarantee” remediation grants, described below, to pay for
necessary subject-area tutoring services.

Implement “Money-Back-Guarantee” K—-12 and Postsecondary Remediation Grants. Replace the
current patchwork system of interventions, programs, and college remedial classes with K-12 and postsecondary
money-back-guarantee remediation grants. Such programs would enable timely and highly targeted interventions
that would help reduce the need later on for more costly postsecondary remedial education classes. Funding for
the grant program and for annual, independent audits could come from redundant remedial programs, K-12
annual proficiency assessments, and related services. The two programs would work in similar ways. Parents
whose children test below college-readiness levels on annual assessments and undergraduates who do not pass
subject-area college placement tests would be eligible to apply for K-12 or postsecondary money-back-guarantee
remediation grants. Letters notifying parents and undergraduates of their eligibility and directing them to the
designated grant oversight agency, such as the State Controller’s Office, should accompany test results. Any
qualified provider, including but not limited to elementary, secondary, and postsecondary institutions, wishing
to offer remedial education classes and services would fill out a simple affidavit describing its programs and costs
for inclusion on the designated grant agency’s website. Parents or undergraduates would choose their preferred
provider and work together to develop a customized education plan, complete with timelines, measurable
objectives, and costs. Once both parties agree to the tutoring plan, they would submit their application to the
designated grant agency.

Require Contracts and Annual Evaluations. Applications for both the K-12 and postsecondary money-
back-guarantee remediation grants should contain contracts that the parents or undergraduates and providers
must sign. Providers would stipulate that they will meet the objectives of the tutoring plans they offer at the stated
price. Parents would stipulate that their children will attend all required classes and/or tutoring sessions and
complete all assignments; undergraduates would make the same stipulation for themselves. All parties would
agree that if they do not live up to those stipulations, they will repay their half of the grant. Grant funds would be
paid in regular installments to providers, co-signed by parents or undergraduates. The final installment will be
disbursed once the State Controller’s Office, or other designated agency, receives a completed program evalua-
tion, which includes a parent/undergraduate satisfaction survey. An external, independent auditor, such as the
LAO or a private firm, could compile annual reports based on those evaluations. Initial audit findings would be
made available to each provider, which could submit a formal response for inclusion in the final remediation grant
program audits. No annual general fund appropriations should be made without receipt and review of the program
audits. To promote transparency the final audits must be publicly released. Money-back-guarantee remediation
grant audits should contain the following information:
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1) The number of students tested; the number of K—12 students who scored below college-ready on annual
assessments or of undergraduates who did not pass college placement exams; and the number of eligible
grant applicants, by grade level, subject area, and school or postsecondary institution. (The number of stu-
dents who need remedial services in more than one subject should be identified so that the total number of
students needing remediation is not inflated.)

2) The number and value of grants awarded by grade level, subject area, school or postsecondary institution,
and chosen provider.

3) The number and value of grants denied—along with explanations for the denials—by grade level, subject
area, school or postsecondary institution, and chosen provider.

4) The number of grant recipients who completed, and the number who did not complete, remedial services,
by grade level, subject area, school or postsecondary institution, and chosen provider.

5) An evaluation summary for each provider.

6) The aggregate number of parents or undergraduates required to repay grants, along with total amounts
repaid and outstanding.

7)  Alistof providers required to repay grants, along with amounts owed or repaid.

8) Alist of providers that have not submitted required evaluations, along with the number of outstanding eval-
uations they owe; the number of students served, by grade level, subject area, and school or postsecondary
institution; and the corresponding grant funding awarded.

9) The number of students who received grants in the current year who also received grants in previous years,
by grade level, subject area, school or postsecondary institution, and chosen provider. For undergraduates,
how many grant recipients passed placement exams after receiving tutoring services and went on to matric-

ulate in regular classes.

There are several advantages to redirecting remedial education resources in the form of grants. Students receive the
individualized attention they need to achieve college readiness. Parents, undergraduates, and providers have power-
ful incentives to work together and succeed because they have signed contracts making them personally responsible
for grant funding. Providers also have to compete for students, which improves the overall quality of remedial ser-
vices California students receive. A grant system also encourages innovation, because parents and undergraduates
are not limited to the programs, courses, and services their schools or postsecondary institutions provide. Schools
and postsecondary institutions are also free to design specialized services because grant funding is based on individ-
ual students’ needs, not one-size-fits-all program mandates or categorical funding regulations. With such freedom,
districts could authorize intensive charter schools, and public/private partnerships could combine academics with
real-world applications to improve students’ skills and help keep them motivated. Annual, publicly reported evalua-
tions also promote best practices and communication among all providers to help ensure that parents and students
have access to high-quality programs that will help prepare students for college.
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