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SUMMARY OVERVIEW

DECEMBER 2008
SPECIAL SESSION PACKAGE

On December 18, the Legislature passed numerousumesato begin the process
of addressing a significant budget shortfall estadaat approximately $40 billion
by the end of fiscal year 2009-10. In total, trechkage of measures addresses
approximately 44 percent of the identified problemaking substantial progress
toward resolving the shortfall and providing crticash relief needed to free up
resources for infrastructure investments. The pgekd measures consists of $7.3
billion in spending reductions, $9.3 billion in w\we increases, and
approximately $1.5 billion in other solutions, swahfund shifts.

On December 1, 2008 the Governor called a “ProjoosB8” Special Session to
address the current year drop in revenues, whieh Ganeral Fund revenue
projections drop by almost $14.5 billion for 2008-@nd $16.3 billion for 2009-

10. The Pro Tem of the Senate took the unprecedestep of appointing all 40
members of the Senate to the Budget and Fiscal eRev\Committee to

immediately begin hearing recommendations and ssggareas of consensus in
closing the widening budget gap -- proposals byatministration, Legislative

Analyst, and both caucuses of the Senate were denesi and deliberated. In
addition, a joint session of the Legislature wasdh® hear from the State
Treasurer, State Controller, LAO, and DOF on thelications, on the State, of
not acting in a timely manner. [Under a Propositi®8 special session, the
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Governor must include solutions to address theafisemergency and the
Legislature has 45 days to act in addressing thexgency.]

Both the Governor and LAO have made clear the fohg:

» The Legislature must act to both raise revenued@ndt expenditures.
» The Legislature must act quickly.

The December Special Session Package passed Hyegfidature meets these
requirements: The package consists of $7.3 bilhospending cuts, $9.3 billion in

tax increases, and about $1.5 billion of other thohs, such as fund shifts. There
IS no borrowing; there are no gimmicks — only reaigoing solutions that make
real progress toward resolving what is now a $4hishortfall.

The following chart summarizes the approximatel§ $illion of solutions:

(in billions)

Type of Solution: 2008-09 2009-10 Total
Budget Cuts $3.519 $3.745 $7.264
Revenue Increases $1.510 $7.806 $9.316
Other Solutions $.725 $.754 $1.479
Total Solutions $5.754 $12.305 $18.059

While more work needs to be done, this packagenigmportant first step. The
following provides a summary of the key areas ef @pecial Session Package.

Revenue Increases:

» Y Cent Local Sales Tax (Single Flip).Ends the temporary reduction of the
local "Bradley Burns" sales tax, which results iarmproperty tax funds going
to schools, which in turn saves the General Furmtceggmately $95 million in
the current year and $1.3 billion in the budgetryea

This action is referred to as the "Single Flip" dnese it is part of the "Triple
Flip" mechanism used to repay the Economic Recofenyds (ERBs). The
Triple Flip consists of the following:

0 Yicent State Sales Tax increase dedicated to thpdyRBs.
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o Temporary ¥4 cent local sales tax decrease.

0 Temporary property tax shift from schools to logagvernments to
replace the lost sales tax revenues. This sheft tlesults in increased
General Fund spending on schools to replace the dosperty tax
revenues.

The Single Flip ends the temporary ¥4 cent locasstdx reduction and returns
the property tax revenues to the schools, whichltesn the General Fund
savings. (While the Single Flip is thought of asegenue increase, from the
General Fund perspective, the budget solution Hgtuasults from less
General Fund spending for schools.)

* Independent Contractor Withholding. Establishes a three percent
withholding requirement for independent contracforspayments in excess of
$600 per year made by businesses to all indepemdettactors. Payments by
households to contractors, for lawn service, pasntdeaning services, etc.
would not be subject to withholding. This will tésin $2 billion in additional
revenues for 2009-10. In addition, this proposdl lring in approximately
$150 million on an ongoing basis as a result ofeased tax compliance.

* Oil Severance. Imposes an oil severance tax of 9.9 percent asggvalue of
oil produced in California, effective July 1, 2009_ow-value stripper oil
would be exempt, as would oil owned or producedtly state or local
governments. This generates $855 million in 2009-10

» 2.5 percent Personal Income Tax Surcharge. Establishes a 2.5 percent
surcharge on Personal Income Tax liabilities beigmrior the 2009 tax year.
This generates $150 million in the current year &fd billion in the budget
year.

» 1% cent State Sales Tax Increasdncreases the State Sales and Use Tax by %2
cent effective February 1. The Governor proposetl-%a cent sales tax
increase; this is just a portion of that proposal will generate $955 million in
the current year and $2.3 billion in the budgetryea
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Education Solutions:

Current Year Reductions. Reduces Proposition 98 spending in the current
year by $2.5 billion. However, this package ofuettbns does not follow the
Governor's proposal to cut school district revehmdts, and instead targets
specific programs that mitigate direct impacts @ssroom instruction.

Settle-Up Solutions. Adopts a variation of the LAO's proposal to coant
portion of current year spending as "settle-up'ladselrather than Proposition
98 dollars. This does not reduce current year &tlut spending, but does
provide additional Proposition 98 flexibility inghbudget year.

CSU and UC Reductions.Adopts the Governor's proposal to cut $132 mmllio
from the UC and the CSU.

Health and Human Services Solutions:

SSI/SSP.Reduces SSI/SSP grants in 2009 back to the 20@8ded suspends
the budget year state COLA. Together these actwatissave about $117
million in the current year and about $418 milliam the budget year.
However, this ultimately means that the state'sdiese elderly and disabled
individuals will lose more than $700 per year (aodples more than $1,300).

CalWORKS. Suspends the budget year CalWORKS COLA to savetabou
$100 million.

Regional Centers. Reduces, by three percent, certain payments foicesr

delivered to individuals with developmental disaldb for the period from

December 1, 2008 to June 30, 2010, as proposdaeb@dvernor. This results
in a reduction of $24.1 million General Fund fol08609 and $60.2 million in
2009-10.

Also reduces the Regional Center Operations’ bullget4.6 million General
Fund in 2008-09 and $12.2 million in 2009-10 by mrsling certain case
management ratios and administrative requirements.
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Local Government Solutions:

Local Public Safety Programs. Approves the Governor's proposal to
eliminate General Fund support for various loca kenforcement programs
which saves approximately $189 million in the catrgear and $500 million in
the budget year. These cuts are mitigated byaeatihg Vehicle License Fee
revenues ($92 million in the current year and $88ion in the budget year)
to support these local programs.

Williamson Act Local Backfill.  Approves the Governor's proposal to
eliminate the $34.7 million backfill to countie¥his does not, however, make
any changes to the underlying program to presegxieldtural land.

Transportation Solutions:

State Transit Assistance Reduces annual funding for the State Transit
Assistance (STA) from $306 million to $150 millionThe Governor had
proposed to eliminate the program entirely.

Fund Shifts. Achieves $185 million in General Fund solutions ghifting
eligible Motor Vehicle Account funds and Tribal Cpactt revenues to the
General Fund.

Transportation Funding Enhancement and Protection. Generates over $3
billion for new transportation investments over thext 18 months, including
$600 million in the current year and $2.4 billiam the budget year. Of this
amount over $750 million will go to local governnmermand over $2.2 billion
will be available for state transportation priagi

The additional $3 billion for transportation coutednslate into 45,000 jobs.

The additional revenues result from the establistinoé a gas and diesel fee
that replaces the stagnant excise tax and the naldleesales taxes on gas. The
fee is preferable to the taxes for the followingsens:

1. The fee will have improved constitutional proteatioNot only will the
fee revenues be restricted to the constitutiomakditions placed on fees
(there must be a nexus), but the fee will alsouigext to limitations of
Article XIX. Therefore the revenues could not barbwed, shifted,
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suspended, or in any other way be transferred éoGéneral Fund the
way that the existing excise tax and sales taxme®g can.

2. The fee will protect vehicle drivers as gas pricesease because it will
be set at a rate and stay there regardless ofribe pf gas. Under
current law, the sales tax on gas increases gwittes of gas goes up, so
consumers get hit twice with the increased baseepon gas and the
increased sales tax. Under the fee, the sameifideenpaid whether gas
costs $1.50 per gallon or $3.00 per gallon.

3. The fee revenues will keep pace with the needshefttansportation
system, because the fee will be adjusted everg thears to keep pace
with inflation.

Cities and counties will receive about $2.2 billilom the fee, which is
about $600 million more than they receive combiriemn the existing

excise and sales tax. In addition, they will cond to receive the funds
based on the same formulas that were in place uhéeexcise and sales
taxes.

In addition, the State Transportation ImprovemertgPam (STIP) will be
guaranteed a greater level of funding than what adeBcated to the STIP
under the sales tax.

e G.0O. Bond Payment. Transfers $378 million from the State Highway 8ot
for Transportation-related General Obligation Bgayment. This results in
GF savings of the same amount.

Various Other Solutions:

Judicial Branch Solutions. Achieves $96 million in solutions from the
Judicial Branch with a reduction to the 2008-09 @Cfor the trial courts
and a one-time transfer from the Trial Court Imgnoent Fund to the
General Fund.

Office of Emergency Services.Eliminates $54 million in funding for the
gang initiative and various other local law enfonesmt programs.
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* Employee Compensation.Reduces funding for employee compensation by
$240 million in the current year and $417 million ithe budget year,
however, the savings is required to be negotiatedugh the collective
bargaining process.

» Corrections. Implements policy proposals to bring state papmécies in
line with best practices and other state polici€bese policy changes will
save $500 million in the budget year. The paraeqa for non-violent,
non-serious, non-sex offenders without any priaslent serious or sex
offenses would be shortened by six months and parele violators would
be diverted to alternative sanctions instead ohdpaieturned to prison.
Policy changes also include increasing prison tsefbr inmates that
complete rehabilitation programs and expandingenurday-for-day credits
to prisoners that serve part of their sentenceoimty jail. Finally, certain
property crime thresholds would be adjusted tcerfinflation since 1982,
the last time many of these thresholds were adjuste
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