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State Budget Update
November 20, 2008
Governor’s Special Session Proposal, November 6, 2008

Overall shortfall is $567 million in 2007-08, $10.7 billion in 2008-09 and $13 billion in 2009-10.

Solutions total $4.7 billion in revenues, $4.5 billion in cuts.

Biggest revenue proposal is 1.5 percent sales tax increase for three years.

The proposal includes the following Proposition 98 reductions, totaling $2.5 billion:
· $244.3 million by eliminating the 0.68 percent cost-of-living adjustment (COLA) provided for school districts and county office of education revenue limits
· $1.8 billion to further reduce the amount for local educational agency (LEA) revenue limits, coupled with flexibility to transfer categorical funds to each LEA's general fund. The Administration proposes to authorize LEAs to transfer any categorical allocations received to their general fund for any purpose up to the amount of their share of the reduction. Districts electing to use this flexibility must adopt a transfer plan in a regularly scheduled governing board meeting and agree to report amounts and categorical programs from which transfers were made and the purposes for which those funds were used.
· $55 million from capped child care programs to reflect the amount of funding that will not be allocated in current year contracts for General Child Care, Preschool, Alternative Payment and other programs
· $27 million from Stage 2 to reflect revised caseload estimates
· $15 million from Stage 3 to reflect revised caseload estimates
· $28.6 million from K–3 Class Size Reduction 
· $2.6 million from Principal Training
· $3.3 million from Alternative Credentialing
· $1 million from Pupil Retention Block Grant
· Remaining cuts are from community colleges

The total revenue limit cut is 5.7 percent of revenue limit funding. The aggregate K–12 cut is 4.2 percent of K–12 Proposition 98 funding.

The proposal also includes reappropriations of:
· Prior-year savings anticipated from K–3 Class Size Reduction, Principal Training, Alternative Credentialing and the Pupil Retention Block Grant, to be used to offset costs of the Targeted Instructional Improvement Grant program
· $108 million from prior-year child care savings for CalWORKs Stage 2 and Stage 3 programs. This would offset the shortfall in one-time savings from the After School Education and Safety program that was anticipated to be available to fund part of the 2008-09 costs for Stage 2 and Stage 3.

State employees would be furloughed for one day every month and would lose two holidays.

Legislative Analyst’s Office (LAO) Comments 

(Overview of the Governor’s Special Session Proposals, November 11, 2008, and Fiscal Outlook, November 14, 2008)

LAO projects $27.8 billion shortfall vs. $24.2 billion projected by the Governor, over the three-year period 2008-09 through 2009-10. LAO projects greater revenues in 2008-09 than the Governor but less in 2009-10.

LAO report is supportive of the general framework of the administration’s proposal. It provides revenue and spending options. Options affecting education include:

· Spending cuts of $1 billion to Proposition 98 (K–14) in 2008-09 and $2.1 billion in 2009-10.
· $284 million in both years from eliminating the revenue limit COLA
· $216 million in 2008-09 from capturing savings, about half from child care
· $400 million in 2008-09  and $915 million in 2009-10 from “program suspensions,” including instructional materials, deferred maintenance, and various professional development programs
· $500 million from “program eliminations” in 2009-10, including grants for high priority schools, year-round schools, physical education teachers, school safety, ninth grade class size reduction, community-based English tutoring, and pupil retention

· Reclassifying $500 million in 2008-09 appropriations as settle-up for Proposition 98 underfunding in earlier years—this reduces the Proposition 98 obligation in 2008-09 and saves $150 million in 2009-10.

· Making redevelopment agency pass-through permanent, for savings of $50 million in 2008-09 and $400 million in 2009-10.

LAO’s fiscal outlook report, released on November 20, 2008, projects annual shortfalls in the $22 billion range beginning in 2011-12.

