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On January 10, the Governor released his budget proposal for 2008-09. As anticipated, the 2008-09 Governor’s Budget was filled with tough news and cuts. The Administration is estimating the state’s fiscal imbalance at $14.5 billion, $3.3 billion associated with the 2007-08 and $11.2 billion associated with 2008-09. The Governor proposes no tax increases and instead applies across-the-board reductions to virtually all sectors of the budget in order to achieve balance.

Below are highlights from the 2008-09 Governor’s Budget:

· Declaration of Fiscal Emergency. The Governor declared a fiscal emergency under the provisions of Proposition 58 in order to address the current budget crisis. Proposition 58 allows the Governor to declare a fiscal emergency when General Fund revenues come in significantly below estimates. The Governor’s declaration triggers a special session of the Legislature in which the Governor proposes budget solutions. If the Legislature fails to act to address the budget problem within 45 days, they are prohibited from engaging in other legislative business.
· Current Year (2007-08)
· According to the Administration’s calculations, Proposition 98 funding provided in the 2007-08 Budget Act is $1.4 billion more than required by the Proposition 98 minimum guarantee. This makes it possible for the state to reduce current year Proposition 98 spending by up to $1.4 billion without suspending Proposition 98.

· Despite this flexibility, the Governor proposes a midyear reduction of $400 million to K-12 schools and Community Colleges, stating that he does not feel that it would be possible for schools and colleges to achieve savings on the magnitude of $1.4 billion during the current year.

· Of the proposed $400 million current year reduction, $360 million would be taken from K-12 schools and $40 million taken from the Community Colleges.

· The proposed $40 million mid-year reduction for the Community College would be applied as a one-time reduction to apportionments (schedule 1). However, the budget proposes working with Community College stakeholders during the upcoming special session on the budget to find alternative one-time current year reductions to substitute for the proposed reduction in apportionments.
· Budget Year (2008-09)
· The Governor proposes suspending Proposition 98 for the 2008-09 fiscal year, thus eliminating any minimum funding requirement for K-12 schools and Community Colleges. The level of Proposition 98 spending proposed in the Governor’s budget is $4 billion below the amount that would be required absent a suspension.

· For the Community Colleges, this translates into a $483 million reduction compared to our projected budget needs. That is, compared to projected program costs, growth, and COLA, the Governor’s proposed budget provides $483 million less than what is needed for 2008-09.

· This $483 million reduction consists of the following:

· Zero COLA. This represents a $291.7 million shortfall in apportionments. DOF estimates that the 2008-09 COLA should be 4.94 percent.

· One-percent enrollment growth. This represents a $111.8 million reduction to enrollment growth compared to DOF’s estimate of enrollment demand. DOF estimates growth in community college enrollment demand for 2008-09 at 3 percent; the Governor proposes funding for only 1 percent growth.
· Across-the-board reduction to categorical programs.  This represents a reduction of $80 million. Reductions to categorical programs range from 4 to 11 percent below the 2007-08 Budget Act levels.
· The Governor proposes no increase in student fees for 2008-09.
· In the Student Aid Commission budget, the Governor proposes elimination of all new Competitive CalGrant Awards, resulting in savings of $57.4 million to the state. Competitive CalGrant renewals would not be affected.
· Fiscal Policy Changes. The Governor proposes the following:

· Changing the cost of living (COLA) factor for Community Colleges and K-12 schools to reflect the Consumer Price Index (CPI-W).  According to the Administration, this measure would adjust the COLA to 3.65% (from 4.94%) and better account for the underlying cost pressures on school budgets which are primarily wage-driven.

· Delaying the $200 million deferral payment from July to September. The stated purpose of this proposal is to improve the state’s cash flow situation.

· Capital Outlay

· The 2008-09 Governor's Budget includes $893.5 million in 2008-09 for 99 community college projects. This represents all of the projects proposed in the System’s 2008-09 Capital Outlay plan.

· The Governor proposes additional public infrastructure bonds, including higher education bonds for 2008 and 2010. Under the proposal, Community Colleges would receive a total of $6 billion. 
