Governor Brown to ask for deep cuts, five-year extension of taxes
Governor Jerry Brown proposed a budget today that relies on $12.5 billion in spending cuts and higher taxes over the next five years to solve the state budget deficit.  The Governor stated that "these cuts will be painful, requiring sacrifice from every sector of the state, but we have no choice.  For 10 years, we've had budget gimmicks and tricks that pushed us deep into debt. We must now return California to fiscal responsibility and get our state on the road to economic recovery and job growth."  The proposed budget makes an array of very deep cuts including $1.6 billion in Medi-Cal, $1.5 billion in CalWORKS, $500 million in reductions to both CSU and the University of California, $750 million in Developmental Services programs, $486 million in In-Home-Support Services and an 8 to 10 percent cut to state worker pay totaling as much as $308 million.  The total spending proposes in 2011-12 is $84.6 billion in general fund spending.   

The total budget gap is $25.4 billion with the need to maintain a $1 billion reserve.  If the Governor and legislature decide not to sell state office building which was a part of the current budget agreement, an additional one billion would need to be added to the shortfall.
Schools to Avoid Large Cuts - Acknowledging that schools have born the brunt of the cuts in the last several years, the Governor indicated it was his intension to keep K-12 schools funded at the same dollar level they received from the state this year, though that proposal is contingent on whether voters approve higher income taxes on the ballot.  He also intends to seek to shift greater functions to local governments, providing them funding through higher sales and vehicle taxes voters would pass and he wants to phase out funding for redevelopment agencies which would save $1.7 billion in 2011-12.
Tax Increase Proposed - The Governor will also ask voters in a June special election to approve higher tax rates on sales, vehicles and income for five years.  The budget will assume $12 billion in "revenue extensions and modifications," that also includes a stricter corporate tax benefit for out-of-state firms and the elimination of tax credits in "enterprise zones."  In his press conference outlining the budget, the Governor indicated that it is his intention to have all of the proposed cuts signed into law well prior to a public vote on extending the taxes and any measure that would be placed on the ballot would have to be approved no later than April.  The Governor was asked in his press conference what he would do if the tax extensions were not passed and his response was that he did not know, but you could look at the January budget and envision those cuts “times two.”
K-12 Budget Details

Proposition 98 Guarantee – The budget assumes that 2011-12 will be a Test 1 year.  The budget proposes to fund K-12 schools at a total of $49.7 billion.  The current year deferral of $1.7 billion is being maintained and an additional deferral of $2.1 billion is being added from the 2011-12 fiscal year into the 2012-13 fiscal year.  Should both deferrals be approved by the legislature, this would increase the total K-14 deferrals to approximately $10 billion.  
Cost-of-Living Adjustments – The budget does not include a cost of living adjustment (COLA) for any K-14 program in 2011-12.  The projected COLA is 1.67 percent which, if funded, would have provided an increase of $964 million.  The budget does propose the establishment of a deficit factor to cover this amount. 
Increased ADA Workload - The budget increases funding for student enrollment of $81.4 million as a result of an increase of 18,000 in projected ADA in the current year and an additional $357 million in 2011-12 to fund an additional 9,740 ADA. 

Special Education - The budget increases funding for special education by $7.4 million for special education enrollment growth.  Additionally, for the 2011-12 year only, the Governor proposes to fund the AB 3632 mental health program with funds diverted from the Proposition 63 program.  As for the cuts to AB 3632 made in the current year, there is no proposed backfill.
Mandates - The budget proposes on-going funding of $89.9 million for K‑14 mandates to provide level funding, relative to 2010‑11, for reimbursement of state‑mandated local costs. Current law suspends for three years those programs that were suspended during the 2010‑11 fiscal year. The Administration intends to continue to participate in the working group on mandate reform established pursuant to Chapter 724, Statutes of 2010, to look for other reforms and savings in the mandate process. 
CALPADS/CALTIDES Comprehensive Review - Future funding decisions for the California Longitudinal Pupil Achievement Data System (CALPADS) and the California Longitudinal Teacher Integrated Data Education System (CALTIDES) are pending a review of the program’s objectives, usefulness, longer term implications and compatibility with growing federal requirements. An interagency working group convened by the Governor’s Office will conduct this review prior to any further funding of either CALPADS or CALTIDES.  The budget does not make any decisions regarding funding restoration for these vetoed items from 2010-11 with the exception that the Department of Finance and the California Department of Education have indicated that there are resources available to fund CSIS for the remained of the 2010-11 fiscal year. 
Categorical Flexibility Extended – The budget proposes to extend the following components of flexibility by two additional years:

Categorical Program Flexibility - For the 2008‑09 through 2012‑13 fiscal years, local educational agencies were provided with broad flexibility to spend funds for approximately 40 K‑12 categorical programs for any educational purpose.  Under categorical flexibility, a district’s allocation for each program is based on its share of total program funding either in 2007‑08 or 2008‑09, with the earlier year being used for certain participation‑driven programs. Community College categorical program flexibility will also be extended as part of this proposal.  
Deferred Maintenance Program Matching Requirement - The requirement that districts set aside one‑half of 1 percent of their revenue limit funding for deferred maintenance was suspended for the 2008‑09 to 2012‑13 fiscal years.

Instructional Materials - Continues the use of standards‑aligned instructional materials adopted prior to July 1, 2008, providing fiscal relief from purchasing new instructional materials.

Class Size Reduction - Continues the existing reduction in penalties for not meeting the requirements of the Class Size Reduction program.  The budget also assumes a savings of $550 million due to the penalties assessed due to CSR flexibility.
School District Budget Reserves - Continues the authorization for districts to reduce their minimum budget reserve for economic uncertainty from 0.5 percent to 0.33 percent.
Routine Maintenance Contributions - Local educational agencies were authorized to reduce the amount that districts must deposit into a restricted routine maintenance account for the 2008‑09 through 2012‑13 fiscal years, from 3 percent of General Fund expenditures to 1 percent.

Elimination of the Office of the Secretary of Education (OSE) – The budget is reduced by  $1.9 million for OSE state operations and a shift of $274,000 to the State Board of Education state operations as part of streamlining government operations.  These adjustments result in an overall decrease of $1.6 million General Fund in 2011‑12, and $400,000 in the current year.
Child Care

The Governor borrowed from his social service realignment plan in constructing the budget saving and reform proposals for child care.  Child care funding reductions are broadly assigned to most all programs; with ultimate responsibility and authority to make specific program reduction decisions being given to local program administrators. 

The Governor's child care proposals achieve roughly $500 million in state savings. Major child care proposals include:

1. Restoration of CalWORKS Stage 3 - This includes use of federal and Proposition 98 reversion funding to fully comply with court decisions requiring reinstatement of the program in the current year and an increase of $256 million in 2011-12 funding.

2. 2011-12  Proposition 98 child care reductions - $716 million in Proposition 98 savings will be realized through:

· elimination of  services for 11- and 12-year-olds ($93 million in Prop. 98 and $34 million in CALWORKS Stage 1), 

· reducing family eligibility to 60 percent of the State Median Income from 75 percent of the State Median Income ($77 million in estimated savings), and 

· a 34.6% across-the-board reduction in most all CDE administered direct service programs (exempting state preschool) resulting in $538 million in total savings.

Higher Education 
The Governor’s Budget proposes reductions in each of the sectors of higher education to help resolve the budget deficit.  In addition, both the California State University and the California Community College system have student fee increases included in their proposed budgets.  

University of California - The Governor’s Budget proposes to decrease the University of California budget by $500 million in 2011-12.  These reductions are intended to minimize fee and enrollment impacts on students by targeting actions that lower the costs of instruction and administration. The Administration will work with the Office of the President and the Regents, as well as stakeholders (including representatives of students and employees), to determine the specific mix of measures that can best accomplish these objectives.  

California State University – The Governor’s Budget proposes to also decrease the California State University (CSU) budget by $500 million in 2011-12.  These reductions are intended to minimize fee and enrollment impacts on students by targeting actions that lower the costs of instruction and administration. The Administration will work with the Office of the Chancellor and the Trustees, as well as stakeholders (including representatives of students and employees), to determine the specific mix of measures that can best accomplish these objectives.

In addition, the Governor has incorporated in the CSU budget, the increased student fees for the 2011-12 that where approved by the CSU Trustees in November 2010.  The proposed budget factors in an increase of $221.6 million in student fee revenue in 2011‑12, including annualization of the 5‑percent mid‑year fee increase for all students and a 10‑percent fee increase for the budget year. Undergraduate fees thereby increase from $4,230 to $4,335 in the current year and up to $4,884 in the budget year.

California Community College - The Governor’s Budget proposes to decrease the 2011-12 California Community College (CCC) budget by $110 million as a result of increased local revenue from a $10 proposed fee increase.  The $10 proposed fee increase shifts CCC fees from $26 per credit unit to $36 per credit unit.  According to the Governor’s press materials, a full‑time CCC student would pay $1,080 per year for a full load — about one‑third of the average fees charged by comparable community colleges in the nation — and would still rank California as the lowest in the nation based on 2009 data. 

The Governor’s Budget also proposes to the decrease the CCC budget by $400 million in 2011‑12.  The $400 million decrease is proposed along with reforms to census accounting practices to provide better incentives for maximizing academic course sections available for students seeking vocational certificates and transfer to four‑year colleges within the diminished level of funding. Currently community college attendance accounting allows colleges to receive credit apportionment funding for student attendance after only 20% of a course is completed.  However, 16% of students on average do not finish credit courses they have enrolled in.  

Local Government Realignment

Background - The Governor’s realignment proposal is predicated on a belief that many of the transfers to and from state and local governments over the past three decades have created confusion, duplication of services, and inefficiencies.  Since the passage of Proposition 13, there has been a steady back‑and‑forth of revenue allocations and program responsibilities between the state and counties, blurring responsibility and driving up program costs. The Governor’s proposal is an attempt to reduce duplication by providing services at one level of government.  The long‑term goal is not to reduce services, but rather to provide services more efficiently and at less cost.  In addition to providing services at the most appropriate level of government, it is designed to provide a dedicated statewide source of funding.  When fully implemented, this proposal would restructure how and where more than $10 billion in a wide range of services are delivered. A reform effort of this magnitude will have to be phased in over a number of years.  
Timing - The timing for approval of this proposal is crucial and assumes a June special election. The Governor is proposing that the people determine whether current tax rates should be maintained for five years to fund critical, core services at the local level. It is anticipated that the Legislature will approve the programs to be realigned and the underlying funding structure by March.  The voters must be clear about what these funds will be used for and understand they are dedicated for specific programs at the local - not state - level.

Phase One – Phase one of the realignment will include a transfer of the following programs:  Fire and Emergency Services, Court Security, Vehicle License Fee Safety Program, Realign Adult Parole to the Counties, Realign Remaining Juvenile Justice Programs, Mental Health Services (including AB 3632), Substance Abuse Treatment, Foster Care and Child Welfare Services and Adult Protective Services.  
Mental Health Realignment - Of the various programs set for realignment, the one of most interest to school districts is the AB 3632 program.  Beginning in 2011‑12, this programs would be funded with Mental Health Services Act (Proposition 63) funds rather than General Fund, resulting in state savings of $861 million. This would be a one‑time use of Proposition 63 funds; beginning in 2012‑13, these programs, as well as community mental health services currently funded with 1991 realignment funds, will be funded through a permanent revenue source.
The use of this funding source assumes that the current $558 million maintenance‑of‑effort and non‑supplantation requirements of Proposition 63 would be amended through a vote of the Legislature, which can be done by a two‑thirds vote as long as the amendments are consistent with and further the intent of the Initiative.  The Administration believes that the continuation of these services at the local level with dedicated funding, along with the minimization of overhead at the state level, is consistent with the requirements of Proposition 63. The General Fund maintenance‑of‑effort requirement would be replaced with dedicated revenue generated by this proposal.
Redevelopment Reform

The Budget proposes a new approach to fund economic development activities at the local level and phases out the current funding mechanism for redevelopment agencies. This proposal will return billions in property tax revenues to schools, cities, and counties.  These funds will help sustain core functions including law enforcement, fire protection, and education.  While the proposal seeks to eliminate redevelopment agencies, the first call on the tax increment is to pay down the RDA debt and to honor contracts including the payment of tax increment funding that has been negotiated with school districts.

Positive Impact of Reform on Schools - In year one, the budget assumes a savings of $1.7 billion because the RDA savings will be utilized by the state to cover the cost of many programs being diverted to local agencies.  In year two and beyond, these property tax revenues will go directly to local government agencies, including schools.  An estimated $1 billion in property tax funds will accrue to schools and will not be counted against the Proposition 98 guarantee.  
The redevelopment reform proposal is outlined below: 
Change redevelopment funding:  The Budget proposes a new financing mechanism for economic development.  Specifically, the Budget proposes that the Constitution be amended to provide for 55‑percent voter approval for limited tax increases and bonding against local revenues for development projects such as are currently done by RDAs.  Voters in each affected jurisdiction must approve use of their tax revenues for these purposes.
Shift existing redevelopment taxes to core local services. The Budget prohibits existing agencies from creating new contracts or obligations effective upon enactment of urgency legislation. By July 1, existing agencies would be disestablished and successor local agencies would be required to use the property tax that RDAs would otherwise have received to retire RDA debts and contractual obligations in accordance with existing payment schedules. This is estimated to cost $2.2 billion in 2011‑12. Finance estimates $3 billion will remain after these debt service and contractual payments. From this remaining amount, one‑time payments estimated at $1.1 billion will be provided equal to the pass‑through payments that otherwise would be received. Of the remaining $1.9 billion the Governor’s Budget
