Budget Update CCC Board of Governors, March 2, 2009

Overview

On the morning of February 19, after 45.5 hours in “lockdown,” the State Senate finally broke its
impasse and approved a budget package addressing the state’s fiscal crisis. The Assembly passed the
budget package shortly thereafter, sending it to the Governor for signature. The package covers both
the current year (2008-09) and the budget year (2009-10) and contains new taxes and significant
spending cuts impacting every sector of the budget.

Highlights of the budget package just passed by the Legislature are provided below.

> $41 Billion in budget solutions (2008-09 and 2009-10, combined):
v' $15.8 billion in expenditure reductions, including $13.3 billion in cuts and $1.8 billion in
other reductions (delays, fund shifts)
v' $14.4 billion in temporary tax increases
v' $11.4 billion in borrowing
v" $1 billion reserve

> Proposition 98 Cuts and Deferrals:

v Lowers Proposition 98 spending for the colleges and K-12 schools to $50.7 billion in the
current year (2008-09), a reduction of $7.4 billion from 2008-09 Budget Act levels.

v" The current year-reduction is accomplished by $5 billion in funding swaps and deferrals
and $2.4 billion in program cuts.

v After accounting for deferrals and funding swaps, the budget package provides about
$700 million less in Proposition 98 funding in the budget year (2009-10) than provided
for 2008-09.

» California Community Colleges, current year (2008-09):

$39.8 million cut to eliminate the 0.68 COLA

$3.6 million reduction to capture unspent prior-year funds

S4 million cut to mandate payments

$340 million in apportionment funding deferred from January, February, March, and

April to be repaid in July (this replaces the existing $245 million deferral that was added

to the community college budget in 2008-09). This new deferral is likely to be a

permanent feature of our budget.

v" Delay repayment of existing $200 million June-to-July deferral, now to be repaid in
October. This change is assumed to be permanent.
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» California Community Colleges, budget year (2009-10):

No COLA

$185.4 million augmentation to fund 3 percent enrollment growth

The budget does not include categorical flexibility provisions for the colleges

The budget does not include student fee increases

The budget does not include other policy changes that have been discussed in recent

weeks (property tax shortfall protection, lowering funding rates for certain courses, etc.)

Such policy proposals will be heard in policy committees or budget hearings during the

Spring.

v" The budget maintains funding for the Cal Grant program. The proposal to eliminate new
Competitive Cal Grants was rejected.
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» S14.4 billion in Tax Increases:

v Duration of taxes depends on passage of spending cap constitutional amendment.

v" Sales tax: Increased by 1 cent on the dollar, through 2011-12

v" VLF: Increased to 1%, through 2013-14 if cap passes (2011-12 if cap fails). Separate
0.15% VLF increase to pay for local law enforcement programs (saves General Fund
$600 million)

v'0.25 percent increase in the state personal income tax rate

v" Reduction in Dependent Credit Exemption (Personal Income Tax) for 4 years if cap
passes (2 years if cap fails)

> $11.4 billion in New Borrowing:
v' S5 billion from lottery securitization
v" $5.9 billion from Revenue Anticipation Warrant sales
v" $400 million in loans and transfers from various special funds

» Spending Cap:

v’ Limits spending to rolling 10-year trend in revenues, amounts above the 10-year trend
would go into the rainy day fund.

v" Allows adjustment of the spending limit to accommodate new tax increases

v" Money can be removed from the rainy day fund when revenues fall below amount
needed to support a baseline budget

v" Reduces the annual deposit from 3% to 1.5% (other 1.5% dedicated to education). 1.5%
annual deposit ceases when fund is equal to 12.5% of revenues.

v/ Revenues above the trend line after the rainy day fund is full can be used for various
one-time spending purposes, which can help balance the annual budget

» Economic stimulus:

v" Expanded Public Private Partnerships for transportation projects and corrections

facilities

v' Expanded use of design-build

v' Meal break flexibility for employees
v' CEQA exemptions for 8 specific projects
v" Film/TV Production Tax Credit
v" Small Business Hiring Tax Credit

» Proposed Constitutional Amendments to be placed on the next state wide ballot:

v Spending Cap (see above)

v Proposition 98. Addresses technical issue over the treatment of the maintenance factor
in the Proposition 98 calculation. Ensures that colleges and K-12 schools will receive an
additional $9.3 billion in future years.

v" Mental health funds (Proposition 63). Redirects a portion of these special funds to
create General Fund savings.

v’ Early Childhood development funds (Proposition 10). Redirects a portion of these
special funds to create General Fund savings.

v Prohibition on pay increases for legislators in during years in which the state has a
budget deficit

v" Open primary elections (to go before the voters in 2010)
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Analysis

This budget package, while it leaves the community colleges with significant challenges to tackle in the
current and budget years, is a good one under the circumstances. It is clear that the state leaders who
negotiated this budget deal placed a very high priority on protecting the capacity of the community
colleges to meet surging enrollment demand. The relatively modest cuts to the community colleges and
the provision of $185 million in growth funds for the budget year are proof that state leaders value the
indispensable role that the colleges are playing during these difficult times. While all the leaders deserve
credit for this, we understand that Governor Schwarzenegger in particular was steadfast in his
commitment to limit the cuts to community colleges.



