The Governor's Budget Proposal for Mid-Year 2008-09 and 2009-10

This 18-month proposal is the response to the freefall of state tax revenues.

2008-09 2009-10
Budget act $102.6b $102.6b
Revision __87.5 __86.3
Shortfall -15.1 -16.3

This freefall is the result of across-the-board shortfalls in all categories of state tax receipts. The greatest
shortfall, however, is in the personal income tax which is so dependent upon capital gains and high
income tax payers. Just 1% of state taxpayers pay 48% of the PIT. We're told that just 15 people in 2007
paid $8 billion in state income taxes. 15% of taxpayers with taxable incomes in excess of $100k pay 84%
of the PIT. 32% of taxpayers with earnings of $20k or less pay no state tax.

As a result of the crisis in state revenue, in combination with increases in state expenditures, the budget
gap has grown to $41.5b by the end of fiscal 09-10.

The Governor has put forward a proposal to close the budget gap with a combination of revenue
increases ($12.7b), expenditure reductions (513.9b), transfers and loans. His revenue proposal consists
of:

Revenue Increase

(in Millions)

Proposal 2008-09 2009-10
Temporary 1.5c sales tax increase $2,350 $7,114
Broadening of the sales tax* 272 1,154
Alcoholic beverage tax 244 585

9.9% oil severance tax 358 855
Reduction in dependent tax credit - 1,440
Increase in vehicle registration fees** 92 359

Shift of tribal gaming revenues to G.F. 101 101

Special fund transfers and loans 298 94
Revenue anticipation warrants - 4,700

*Extended to appliance and furniture repair, vehicle repair, veterinarian services, amusement parks,
sporting events, and golf.

**$12 increase per vehicle




General Fund Budget Summary
assuming enactment of all revenue

and reduction proposals

Prior-year balance

Revenues and transfers

Total resources

Total expenditures

Fund balance
Reserve for encumbrance
Reserve for econ uncertainty

Total available reserve

Dollars in Millions

2008-09 2009-10
$2,375 $1,079
91,117 97,708
93,492 98,787
92,413 95,524

1,079 1,079

1,079 1,079
0 2,184
2,184

Education

The Governor proposes to reduce 2008-09 Prop 98 expenditures to the new forecast minimum - a
decrease of $6.6 billion. But actual spending by districts would not fall by that amount. According to the
proposal, the reduction would be accomplished by enacting a number of accounting adjustments,

deferrals, and real spending cuts. The reduction would consist of:

1. eliminating the 0.68% COLA

2. reducing K-12 revenue limits by 4.5%

3. deferring $2.8b in apportionment and CSR funds, due to be paid in April, to July

4. reducing general fund support for transportation by $619m and replacing this

fund revenues

with special

5. designating $1.1b in current-year appropriations as counting toward prior-year settle-up funds,

effectively reducing the Prop 98 minimum by a like amount

6. reducing child care and CalWORKS funds by $55m and $42m

In order to help districts manage the impact of mid-year reductions, the Governor proposes:

® the flexibility to transfer any current year categorical funding and transfer prior-year

balances




® eliminate the deferred maintenance match requirement
® reduce the routine repair and maintenance account to 1%
® reduce the state reserve level by half
For 2009-10, the Governor proposes:
1. an additional reduction to the revenue limit of $1.1 billion, equal to 2.5%
2. $65 million in special education 602 funding as part of a multiyear settlement agreement

3. $13.4 million for two mandates - inter/intra district transfers and CAHSEE. All other mandates
are presumably suspended

4. growth funds in designated programs

The effects of the Governor's revenue limit reductions for the average revenue limit district are:

Elementary High School Unified

2008-09 $254  $305 $266

2009-10 134 161 140

In order to manage the effect of the 2009-10 reductions, the Governor proposes:

® to offer broad transfer capability involving most state categorical programs and even
special funds

® permit prior-year categorical balances to be transferred

® eliminate the deferred maintenance match and reduce the routine repair and
maintenance transfer to 1%

® reduce the budget reserve requirement by half

® permit school districts to reduce the school year to 175 days

The majority Democrats in the legislature appear to support a mid-year reduction to education on the
order of the administration's. However, like the LAO, they prefer to reduce targeted categorical
programs to reach the goal. Twenty programs are on the targeted list which includes:

*0.68% COLA * school & library improvement



* instructional materials
* deferred maintenance

* professional development
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KCSOS: District Advisory Services

* high priority schools
* art & music

* school safety



