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Potential Impacts from the Governor’s FY 10 May Revision of the State Budget

May 14, 2009


The State of California is projecting a $15.4 billion deficit for FY 2009-2010. This projection assumes that voters will pass Propositions 1A-1F at the May 19th special election.  If the propositions end up failing, the deficit would increase by over $5.8 billion, resulting in a total budget deficit of $21.3 billion.  The Governor’s May Revise proposes two scenarios that aim to close the budget deficit. 

The first proposed package of solutions assumes passage of the upcoming special election propositions.  The solutions part of this proposal include: reorganization, consolidations and capitalizing on state assets, program savings, seeking cuts that require federal waivers, shifting funds, accelerating revenues and increasing fees, selling a portion of the State Compensation Insurance Fund (SCIF) and borrowing $6 billion through the issuance of Registered Reimbursement Warrants (RAWs).  

The second proposal assumes the propositions will not pass and therefore includes a number of additional contingency solutions.  These contingencies are: additional program savings, additional revenue accelerations and fees, and most noteworthy, the recommendation to borrow $1.98 billion from Local Government.  Repayment would be mandatory within three years.  

Key elements of the Governor’s May Revise:

· Propositions 1A-1F: At the May 19th special election, California citizens will vote on whether or not to approve ballot measures that would help shrink the current State budget deficit. The State would be able to extend tax increases that are scheduled to sunset in earlier years, as well as borrow $5 billion against future proceeds from the State Lottery. It would also shift programs currently funded by the general fund to non-general funding sources, alleviating some of the pressure on the general fund deficit. The total impact of the propositions is $5.8 billion. If they fail, the State would enact additional contingency solutions, one of which would be to take away $1.982 billion from Local Government. It is expected that the propositions are not going to pass. 
Key Solutions if the ballot measures pass:
· Issuance or Registered Reimbursement Warrants (RAWs): The May Revision proposes to cover $6 billion of the State’s cash borrowing needs through the issuance of RAWs. This amount will be treated as an offset of 2009-2010 expenditures on a budgetary basis. The State will continue to analyze over the next few weeks the amount of additional borrowing that will be necessary.  
· Reductions to State Health and Human Service Programs: Health and Human Services make up the second largest part of the State’s general fund, which means that significant savings must come from this area.  Reductions would be imposed upon: Medi-Cal services, immigrant programs, Healthy Families funding, as well as Family Planning services, among others. 

· Reduced funding to UC and CSU systems: The May revision proposes significant additional adjustments for UC and CSU. The reduction would be $510 million to each system for a total of $1.02 billion in savings in the current year. These reductions are on top of the reductions already made from the September 2008 Budget Act. These amounts are anticipated to be offset with State Fiscal Stabilization Fund allocations based on the formulas prescribed in federal law.  

· Reduced Proposition 98 Funding: The May Revision will include a variety of flexibility proposals to minimize the impact of the revenue shortfall on schools. Proposition 98 funding would be reduced by $1 billion in 2008-2009 and by an additional $2 billion in 2009-2010. This decrease in funding could result in a shortened school year, currently estimated at five days.  Community Colleges will also be hit especially hard within this proposal. 
· Selling a portion of the State Compensation Insurance Fund (SCIF): The State would seek a private entity to purchase a portion of SCIF’s Book of Business, with the SCIF remaining as the insurer of last resort. This is projected to provide approximately $1 billion.

· Federal Medi-Cal Flexibility and Stabilization: Reduction of $750 million by allowing the State to initiate eligibility reductions in an effort to rein in the cost of providing Medi-Cal services. Federal and State regulations will make it tough for the State to keep costs in control in the future with regard to its Medi-Cal program. 

· Revenue Accelerations/Fees: Close to $1 billion will come from a combination of increased fees and a shifting of future revenues into the 2009-2010 fiscal year. The May revision includes an increase of $336 million in 2009-2010, which will fund transit bond debt service costs. 

Additional Solutions implemented if the ballot measures do not pass:

· Borrowing from Local Government: The May Revision contingency would include borrowing of $1.982 billion from Local Government. The State would borrow eight percent of the property tax revenues received by cities, counties and special districts. Repayment would take place within three years. There is also proposed legislation that would allow a Joint Powers Authority to be created to allow local agencies to borrow against the state repayment as a group. The hit to the City of Long Beach is currently estimated at $10 million.

· Additional Educational Cuts (Prop 98): An additional $2.3 billion cut, resulting in a total $5.4 billion cut could force schools to shorten the school year by 7.5 days, increase class sizes and layoff teachers to absorb the reduced funding levels.
· Increase Withholding: The May Revision contingency plan proposes to accelerate payments into the 2009-2010 fiscal year by increasing suggested withholding amounts by 10 percent. This would result in approximately $1.7 billion.

· Targeted Reductions in Prison Population: The commuting of sentences for undocumented immigrants housed in the prison system and the subsequent deportation of these prisoners will be necessary. This could provide $182 million and release 19,000 prisoners
· Increase Withholding: The May Revision contingency plan proposes to accelerate payments into the 2009-2010 fiscal year by increasing suggested withholding amounts by 10 percent. This would result in approximately $1.7 billion.
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