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Quick Summary

2010 Budget Actions

October 7, 2010

The 2010-11 budget package closes the budget gapdamoves
California forward.

As California begins to emerge from the global ssten, the 2010-11 budget

provides a way forward to protect the public stuoes of education, public safety,

infrastructure, and vital services. The budgetsdoet increase any tax rates and
implements significant ongoing reform in the arebbudget and public pensions.

In the 2010 May Revision, the Governor identifiedw@dget shortfall of $17.9

billion. He offered a total of $19.1 billion in dget “solutions” to close the
shortfall and generate a reserve of $1.2 billion.
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The negotiated budget package includes approxign&E8.3 billion in General
Fund “solutions” to close the gap, and providesnalfreserve of approximately
$323 million.

For additional detail about the final budget, pteasfer to the Budget Conference
Committee Highlightsdocument published by the Senate Budget and Freakw
Committee dated August 7, 2010. This quick sumn@ogument highlights the
changes made to that document. The Committee dgeBwand Fiscal Review will
also publish the detailed Final Action Reparsummary of the 2010 Budget Act, after
the Governor acts on all budget-related bills.
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General Budget Framework

The budget package includes a combination of signif expenditure reductions,
federal relief, additional revenues, and fund shith addition to addressing the 2010-
11 budget, the package includes many ongoing snokiand permanent reforms. The
2010-11 budget package includes proposals to rebaadeficit with solutions that fall
into the following categories (dollars in billiobhased on preliminary scoring):

Starting Problem...........ccoover i -$17.9
Expenditure Reductions............cccccvviveeeeeneecsieecnnen, 7.4
Federal FUNAS..........cccooveiir i rmeeeme e 5.4
Additional REVENUES ...........cccueeveieevs e e 2.4
Fund Shifts, Other Revenues............ccccccceveeeieenen, 2.9
Alternative FUNAING.........ccccveviriiiescmmee e 0.5
Baseline Workload Adjustments...........cccccceeeeennee. -0.3

Total SOIULIONS.........ccveirecice e, $18.3

FINAI RESEIVE ... $0.4

2010-11 Budget Major Proposals

K-14 Education. Maintains modest increase in education funding goerlpupil
programmatic basis for 2010-11, and begins paysetfle-up” payments for the 2009-
10 fiscal year with a $300 million payment in 2QID- This budget provides ongoing
Proposition 98 funding of $49.7 billion and througmew deferral of $1.9 billion and
one-time funds brings total state funding for sth@md community colleges to $52.5
billion.

» Increases K-12 Per Pupil Funding. Provides over $300 per-pupil more than
the Governor's May Revision proposal on a progratenbasis. Programmatic
spending under the budget plan is proposed tosbenaer $8,000 per pupil.

» Preserves Integrity of Proposition 98.Rejects the Governor’s legally-suspect
proposal to manipulate the Proposition 98 guaraaméeather proposes a direct
suspension of the guarantee for one year at afispieeiding level. As the
LAO has noted, suspension of the Proposition 98agtee reduces legal or
Constitutional ambiguity over the maintenance faci®@ated as part of last
year's budget agreement. Thus, the suspensions kiasp year's budget
promises and enables funding for schools to graiveasconomy rebounds.

* Implements mandate reform. Begins reforms of some K-14 mandate
requirements by suspending some less-importantatesend clarifying law to
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permanently eliminate or reduce other mandate .cosStsds the anticipated
cost of mandates for 2010-11.

» Child Care. Rejects the elimination of child care funding,oposed in the
Governor’'s May Revision.

» Community Colleges Provides $126 million for enrollment growth £6,000
new students. Also provides an additional $35ianilto restore categorical
programs and $25 million for an Economic and Wado Development
program to develop programs to meet emerging warfaeeds. Includes a
new deferral of $189 million paid in 2011-12.

Higher Education. Provides $5.5 billion from the General Fund for msup of the
University of California and California State Unisgy systems. Funding is above the
2009-10 level and includes full funding for enradinh growth and an augmentation of
approximately $199 million for each segment to filiglkevious cuts to the systems.

Health and Human Services.The budget makes a number of reductions in headth a
human services programs, but rejects the Governprigposals to eliminate

CalWORKs, community mental health programs, Adudty[Health care, and the
significant reductions proposed to the In-Home Supge Services program.

The negotiated budget also restores or partiafijores several programs that were
vetoed by the Governor in 2009-10. The most sggmt being the restoration of
funding for child welfare services and the Offi¢eMDS.

Public Safety. The negotiated budget does include correctionsigawf over $1.1
billion, primarily from reduced inmate medical caasts. The budget proposal does
not include a “realignment” of state inmates todbenties.

State Employees.The budget package reduces spending for state yeasidy about
$1.5 billion consistent with collective bargainiagreements that have already been
reached or are in negotiation. This is $500 nnililess than what the Governor has
proposed.

Federal Funds. The budget package assumes new or extended fddedd to
provide $5.3 billion in budget solutions. This ambis less than the $6.9 billion
assumed in the Governor’s January Budget.

Revenues. The negotiated budget includes $2.5 billion in resesolutions. More
than half of this, $1.4 billion, is from the Legi8l/le Analyst's revenue forecast, which
was $1.4 billion higher than the Governor's May Riem — three months into the fiscal
year, this additional revenue has already beerzedal The remainder of the revenue
change is from the following:
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* Extend the Net Operating Loss (NOL) suspensionThe budget continues
the suspension of the NOL corporate tax benefiafoadditional two years,
which results in increased tax revenue of abouf %illion in 2010-11.
Over 90 percent of all corporations are exemptenhfthis suspension.

» Corporate underpayment penalties and “Cost of Perfamance” rule
change. The budget proposal revises recent corporatelaaxchanges
related to penalties assessed when a corporataerpays their tax liability
by more than $1 million. The budget proposal aesiores the old “cost of
performance” rules for the sourcing of intangibdesd services related to
calculation of multi-state apportionment. Thesandes will reduce tax
revenue by about $132 million in 2010-11.
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Key Differences from Conference Version

The vast majority of the budget proposal is coestsivith the August 27, 2010,
conference version of the 2010-11 budget (AB 163BElow are key differences
between the proposed budget package and the aorderersion.

Revenue

As referenced above, the budget package contailys$@b billion in additional
revenue assumptions. The budget package relatmegenues has been modified since
the August 27, 2010, conference version as follows:

* No longer delays new corporate tax cuts includimg Elective Single Sales
Factor change for apportioning corporate incomethadew tax credit sharing
rules.

* No longer includes revenues from a new Oil Severdiax and a corresponding
reduction in the state sales tax.

* No longer includes any revenues related to taxmefo

» As referenced above, includes language to redtereldl “cost of performance”
rules for apportionment of corporate income. Mais result in a loss of $28
million in revenue in the budget year.

General Government

* No longer includes various tax enforcement effortgluding Financial
Institutions Records Match, professional licensgpensions, and abusive tax
shelter language. The budget also does not inclatlgte to force the collection
of Sales and Use Tax by out-of-state Internetlestai

» The budget does include $8.3 million in supportddditional tax compliance
activities at the Board of Equalization.

 As referenced above, includes modifications to tla@ge corporate
understatement penalty that will result in the los$117 million in revenue in
the budget year.

K-14 Education Spending

The budget package now includes the following kbginges to K-14 education
spending:
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* Provides an additional $300 million in settle-upympants to schools in the
budget year.

» Changes K-12 school spending accounting to defé@rifilion in payments into
the next fiscal year. This reduces the amount@iay the state spends in the
2010-11 fiscal year, but provides the same levgiroframmatic funding for
schools.

e Changes California Community Colleges spending watony to defer $189
million in payments into the next fiscal year.

* Provides for an additional $20 million in Careerchieology funds for the
California Community Colleges.

» Adopts $550 million in savings related to the Cl8g® Reduction program, but
also adopts trailer bill language to continuougbprapriate the Class Size
Reduction Program for one year so that potent@ifstiis in the program can be
addressed without an additional appropriation.

Health and Human Services. The budget package includes the following changes
since the August 27, 2010, conference versionliasvia

e Continues to protect child care, but assumes aitiaaad reduction of $48
million through a modest reduction in the licengerapt rates and a small
reduction in administrative funds.

* Reduces the unallocated reduction in hours tortiéoime Supportive Services
(IHSS) program to 3.6 percent and assumes additteasaload savings based on
actual caseload numbers in 2009-10. These redsctmong with a new
provider fee, will provide $300 million in Genefalind relief in the budget year,
which is an additional $50 million over what wasswased in the prior
conference version.

» Continues to maintain health programs, but scodsltienal General Fund
savings related to shifting expenditures to spéaral sources and federal funds.
Also includes reduction of discretionary Generahdrexpenditures related to
Immunizations and a new proposal to contain caskeesState mental hospitals.

Other Changes. The budget package also includes the followingtexiail changes:

* Provides an additional $4.2 million General Fund $814,000 special fund for
the County Veteran Service Offices (CVSOs) to impr@peration Welcome
Home services for returning veterans. When condbivith current funding, the
CVSOs funding level will be $8.5 million in 2010-11

* Includes no realignment proposals to shift inmétaes state prison to county
jails.
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e Shifts over $13 million in water quality and watg&ghts program expenditures
from fees to the General Fund.
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Budget Reform

Budget Reform. Makes three major changes to create a strongewy"day fund" for
California.

1. Makes the existing Proposition 58 rainy day fundda and makes it harder to
suspend an annual contribution.

Increases the maximum size of the state rainy uiay from 5 percent to 10
percent of General Fund revenue.

Requires the State to always make the three pgoegntents into the rainy
day fund, except in years when the State has aitdeify enough to start
using the rainy day funding.

Allows half of the annual payment into the rainy diand to be used for one-
time infrastructure and debt service.

2. Restricts the use of the funds in the rainy dag torrainy days.

Funds can be used to cover a budget shortfall—upeorevious year's
expenditures adjusted for inflation and populatjoswth.

Includes a "50-25-25 regulator” provision that pree using all of the rainy
day funds in one year.

If the rainy day fund exceeds 10 percent of Gerferald Revenue, annual
payments to the fund stop and any excess fundimdpeaised for one time
purposes as specified.

3. Captures "unanticipated revenue" for additionalyraay fund contributions.

The Department of Finance creates a projectioréeted revenue based on
the state's last twenty years of revenue perforenanc

Any revenue that is received above that trendidiienanticipated” and must
be put in the rainy day fund.

Any new revenue that is needed to meet our Prampo$¥8 obligation is
excluded, so Proposition 98 is fully funded witheatroaching on funding
for other programs.
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Pension Reform

Pension Reform. Makes the following changes to state pensions &w istate
employees hired on or after November 10, 2010. s@lebhanges would impact state
employees in bargaining units that do not curreftgve a Memorandum of
Understanding (MOU) with the state, as well as eyg#s of the California State
University, the judicial branch of government, dhd Legislature. These changes do
not apply to current employees.

» Rolls Back SB 400 Pension BenefitdNew state employees’ retirement benefits
would be returned to the pension benefit levelsakisted prior to the adoption
of SB 400 (Chapter 555, Statutes of 1999) as ddtailthe chart below:

Retirement Category Current Retirement Proposed Formulas
Formulas
Miscellaneous 2% at Age 55 2% at Age 60
(up to 2.5% at 63) (up to 2.418% at 63)
Industrial 2% at Age 55 2% at Age 60
(up to 2.5% at age 63) (up to 2.418% at age 63)
State Safety 2.5% at Age 55 2% at Age 55
Peace Officer and 3% at Age 50 2.5% at Age 55

Firefighterswith the State,
CSU, Legislature and
Judicial branch

* Ends Pension "Spiking." Requires three-year final compensation method
of calculating benefit levels for new state empkg/evho are not already
under this calculation method.

» Transparency. Requires additional analysis and oversight afPERS’
actuarial assumptions.
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2010-11 Budget Trailer Bill Vehicles

Assembly Side

Subject

Vote

Senate Side

SB 850

Education

-Makes amendments related to
education and higher education
necessary to implement the budget.

27

AB 1610

SB 851

Education: P98 Suspension
-Suspends the Proposition 98

guarantee and locks in maintenance

factor.

27

AB 1611

SB 852

Human Services

-Makes amendments related to
human services necessary to
implement the budget.

27

AB 1612

SB 853

Health

-Makes amendments related to
health services necessary to
implement the budget.

27

AB 1613

SB 854

Transportation

-Makes amendments related to
transportation necessary to
implement the budget.

27

AB 1614

SB 855

Resources

-Makes amendments related to
resources and environmental
protection necessary to implement
the budget.

27

AB 1615

SB 856

General Government

-Makes various changes in general
government necessary to
implement the budget.

27

AB 1616

SB 857

Judicial

-Makes various changes in general
government necessary to
implement the budget.

27

AB 1617

SB 858

Revenues

-Delays Net Operating Losses for
two years and makes various other
revenue changes necessary to
implement the budget.

27

AB 1618
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SB 859

Elections (Budget Reform)
-Specifies that the budget reform
(ACA 4/SCA 10) will be on the
March 2012 ballot.

27

AB 1619

SB 860

Public Works Board

-Makes various changes relative to
the Public Works Board.

27

AB 1620

SB 861

FISCAL

-Makes various changes relative to
the implementation of the FISCAL
information technology program.

27

AB 1621

SB 864

Cash

-Authorizes a short-term cash flow
solution to ensure adequate cash
flow through November 2010.

27

AB 1624

SB 868

Public Safety

-Makes various changes in public
safety and corrections necessary to
implement the budget.

27

AB 1628

SB 869

Department of Developmental
Services Bay Area Housing

-Provides for alternative financing of
the Agnews/Bay Area Housing
Plan.

27

AB 1629

SB 870

Budget
-The main budget bill.

27

AB 1630

SB 871

Pension Reform
-Implements pension reform

27

AB 1631

SB 872

Small Business Bill

-Implements and provides funding
for various small business programs
and loan guarantees.

27

AB 1632

SB 208**

1115 Waiver

-Makes various changes necessary
to implement the 1115 Waiver
related to health care.

27

AB 342**

ACA 4

Budget Reform

-Implements a new budget reform
measure.

27

SCA 10
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SB 863

Redevelopment/Williamson Act

-Modifies certain redevelopment
payments to supplemental
education account and provides
clean-up Williamson Act language.

27

AB 1623

SB 865

MOU for SEIU 1000 bargaining
units

-This bill contains the MOU for BUs
1,3,4,11, 14, 15,17,20 & 21

27

AB 1625

SB 848

Transit Occupancy Tax (TOT)

-Makes clarifying change to specify
that the TOT does not apply to on-
line booking agency fees.

27

SB 867

CalPERS transparency
-Requires additional analysis and
oversight of CalPERS’ actuarial
assumptions

AB 1627

ABx6 10

Secretary of Volunteering

-Creates a new Secretary of
Volunteering.

21

SBx6 22

SB 866

Local Government Mandate
Securitization

-Authorizes local governments to
securitize mandate payments from
the state.

27
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