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The purpose of this Quick Summary is to provide mers and staff of the
Legislature with a review of the Governor's Spe@alssion Budget proposals, as
well as the Governor's proposed Budget for 2010-1fh. some instances, this
document may also include brief staff comme(idhich can be identified in
italics) concerning issues that may be important duringgbtudiscussions. If you
have questions, please contact the committee ) @51-4103.
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Definition of the Overall Problem

The Department of Finance projects a General Fu@dF) (shortfall of
approximately $19.9 billion for the two-year periedding June 30, 2011. This
represents a current-year short fall of $6.6 Willand an anticipated budget-year
shortfall of $12.3 billion, while including a $1lllon GF reserve.

Broadly, factors which contribute to the increas¢he 2010-11 deficit, from the

anticipated $6.9 billion when the 2009 Budget wascted include: (a) lower

revenue estimates of $3.4 billion, (b) court dexisi which have reduced or
eliminated budget solutions of $4.9 billion, (cpsion of previous budget solutions
of $2.3 billion, and (d) increased caseload andufamn growth changes of $1.4
billion in additional costs.

Overall the proposed GF Budget for 2010-11 is psehion approximately $89.3
billion in total revenues, $82.1 billion in expendes, and a rebuilding of the GF
reserve of $1 billion.

Governor’s Proposed Overall Solutions - $19.9 bikin

As defined by the DOF, the size of the budget mwbis approximately $19.9
billion over the two-year period. In addition, irrder to end 2010-11 with a
positive General Fund reserve of approximately $illion, a total of $19.9 billion
in GF solutions over the two-year period are regpliirThe overall solutions for the
two-year period roughly fall into four categories:

Proposed Budget Solutions
By Category
2009-10 and 2010-11

(in millions)
Category 2009-10 | 2010-11 | Totals
Budget Reductions $1,034 $7,475 $8,5909
Federal Funds $8 $6,905 $6,913
Alternative Funding $15¢ $3,73p $3,886
Fund shifts and other revenues 50 $372 $572
Total $1,192 $18,888 $19,890
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Proposed Budget Solutions by Category

1. Budget Reductions - $8.5 billion (all reductions wald be permanent):
» $2.4 billion from schools (Proposition 98).

¢ Includes delaying repayment on the maintenancerfgistF) from 2010-
11 to 2011-12 ($788 million).

¢ Various policy proposals for schools, including mpes in layoff notices
and seniority rules, cuts in administration, andsmidation of services.

¢ Child care changes (approximately $200 million) luding rate
reductions and changes in stage 3 CalWORKS chikel ca

» $2.9 billion in Health and Human Services redudion

¢ In-Home Supportive Services (IHSS) — $952 milliohhese reductions
are based on many of the same proposals as lassyea as lowering to
the minimum wage, no services for persons belomaex score of 4.0.

¢ Medi-Cal — $1.1 billion of which $750 million isdm expansion of cost
sharing and utilization controls.

¢ CalWORKS - $200 million by, among other things,ugdg grants by
15.7 percent ($152 million) and child care cuts.

¢ Healthy Families — $100 million by only offeringrsices to families at
200 percent of poverty, providing no vision cameg ather changes.

¢ Reducing Supplemental Security Income/State Supgiéany Payment
(SSI/SSP) grants to the federal minimum for a $3@ion cut.

¢ Developmental Services — an approximate $200 millieduction by
cutting provider payments to regional centerseftpansion of consumer
services associated with 1915 amendment to the Btatlicaid plan, and
(c) additional $25 million reduction through thalstholder process.

¢ Elimination of cash assistance program to legal ignamts ($115
million) and elimination of the California Food Astance program ($60
million).

> $1.6 billion employee compensation reductions. a&tministration moves
away from furloughing state employees effectivahat end of the current
year (2009-10) and replaces it with (a) a five-patcsalary reduction, (b) a
five-percent increase in employee retirement cbations, and (c) a five-
percent reduction to all departments.

» $1.2 billion to Corrections / Juvenile Justice asled by (a) shifting some
felons to county jails for $291 million, (b) variswhanges and reduction to
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the Juvenile Justice for $41 million, and (c) aspetified prison health care
reduction of $811 million — this proposal seek$utod California health care
at the same per prisoner level in New York.

2. $6.9 billion in additional federal funds:

» $2.1 billion Health and Human Services extensionfemferal American
Recovery and Reinvestment Act (ARRA) funding.

> $1.8 billion base increase of Federal Medical Aasise Percentage to 57
percent for the Medi-Cal program.

» $900 million for prison costs of undocumented inesah California.

» $1 billion in federal special education reimbursatmaandate funding.

» $1 billion in "owed" Medi-Cal for past reimbursenmeliscrepancies.

» $94 million in Foster Care formula updates.

Under the Governor’'s budget proposal, if the mewd federal funds do not
materialize then a *“triggering” of permanent GF ¢ed reductions and
temporary (one-year only) tax changes would occur.

Possible Permanent Program Cuts and Eliminationderurthe “trigger”
proposal, among other things:

Elimination of CalWORKSs ($1 billion).

Elimination of IHSS ($495 million).

Elimination of the Healthy Families program ($128lion).

Major changes in Medi-cal eligibility, thereby sificantly reducing
services ($532 million).

An additional five percent reduction to state ergpl® salaries ($508
million).

Additional corrections reductions by eliminating nacourt required
programs and increasing parole staffing to prisoagos ($280 million).
Trial Court cuts of $100 million or more.

CalGrant increases being frozen at prior year s(&I'9 million).

Eliminate Transitional housing for foster youth §#8illion).

Eliminate enrollment growth at UC and CSU ($112ioml).

Redirect additional county savings ($325 million).

VVVYVY VY YV VVYVVV

Possible Temporary Taxes or Tax Credit changesruhdéetrigger” proposal:
» Net-Operating Loss (NOL) — suspend for one yeay.onl

» Dependent tax credit — suspend for one year only.

» Delay unitary increases for one year only.

» Delays NOL carry back for one year only.
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» Delay single sales factor implementation by one.yea

3. $3.9 billion Alternative Funding Proposals:

» $550 million in Proposition 10 (proposed for a Juralot) — to offset
reductions in a variety of areas, including fostare.[A similar proposal
was rejected by the voters in May 2009; it is uacleow different the 2010
proposal is from the one rejected by the voters.]

» $452 million in Proposition 63 (proposed for a Jumadlot) — to offset
reductions to the Early and Periodic Screeninggbagis and Treatment
(EPSDT) program.[A similar proposal was rejected by the voters iayM
2009; it is unclear how different the 2010 proposafrom the one rejected
by the voters.]

» $505 million by redirecting county savings from G8®DRKS and IHSS cuts
to other programs.

» $297 million by adding speed violations to red tiglameras in order to
offset reductions to Trial Courts.

» $200 million for the Emergency Response Initiatiweoffset reductions in
the Cal Fire program. The ERI is a 4.8 percentlsange on all residential
and commercial property insurance.

» $197 from Tranquillion Ridge (T-Ridge) revenuedund state parkgLast
year, the State Lands Commission rejected a simiaposal.]

» $350 million in change to RDA shift (from schoatsdourts).

> $986 million from a gas tax swap (see Transpontagection).

4. $572 million in fund shifts:
» $95 million from the Tribal Contingency Fund.
» $450 in miscellaneous revenue, which is anticipditeth sales lease back
proposals and the sale of the EdFund.

Governor’s Special Session Budget

As part of the overall budget proposal, the Goverpooclaimed a “fiscal
emergency” utilizing the authority provided withihe State Constitution (passed
as Proposition 58 by the electorate in early 200@nhder the Constitution, the
Governor can call the Legislature into a specias®® to deal with substantial
revenue declines or expenditure increases, accaatphy proposed legislation to
address the fiscal emergency. If the Legislatuits i@ pass and send to the
Governor a bill, or bills, by the 45day following this type of proclamation, the
Legislature may not act on any other bill.
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According to the DOF, the value of solutions atitdble to the special session will
be approximately $1.2 billion in 2009-10 and $7llidm in 2010-11.

Proposed 2010-11 Budget

The proposed 2010-11 Budget is predicated on tlesage of the Governor’s
current-year budget proposals. Therefore, charigegshe Special Session
proposals will ripple through the proposed 2010 dgatd

2010-11

General Fund Summary

(in millions)

PRIOR YEAR BALANCE
Revenues and transfers

TOTAL RESOURCES
AVAILABLE

Non-Proposition 98 Expenditures

Proposition 98 Expenditures
TOTAL EXPENDITURES

FUND BALANCE
Encumbrances

Special Fund for Economic
Uncertainties

BUDGET STABILIZATION
ACCOUNT (BSA)

TOTAL AVAILABLE RESERVE
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Revised
2009-10

-$5,855
88,084

$82,229

$51,432
34,660
$86,092

-$3,863
$1,537

-$5,400

-$5,400

Proposed
2010-11

-$3,863
89,322

$85,459

$46,811
36,090
$82,901

$2,558
$1,537

$1,021

$1,021
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* Revenues: The Governor's budget estimates General Fund reserand
transfers to be $89.3 billion, an increase of $illibn or 1.4 percent, above the
revised 2009-10 estimate of $88.1 billion. Towdaurces available, in 2010-
11, from all sources are estimated at $85.3 billjdns takes into account a
negative prior year carry forward balance of $3ligoh).

Below is a table that reflects GF revenues andstems for the 2009-10 and
2010-11 fiscal years.

Proposed 2010-11
General Fund Revenue and Transfers
By Source
(in millions)

Revised Proposed Year-to-Year

Source 2009-10 2010-11 % Change

Personal Income

Tax $46,640 $46,862 0.5%

Sales Tax 26,036 25,851 -0.7%

Corporation Tax 9,407 10,052 6.9%

Other 6,001 6,557 9.3%
TOTAL $88,084 $89,322 1.4%
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Expenditures:

The budget

proposes General

approximately $82.9 billion in 2010-11. This iglacrease of $3.2 billion, or
3.7 percent, below the revised 2009-10 figure &.$dillion.

General Fund Expenditures

Fund expenditures of

(in millions)
Revised | Proposed %
Program Area 2009-10 | 2010-12 | “"@"%® | Change
Education (K-12) $34,554 $36,004 $1,450 4.2%
Health and Human Services $25,045 $21,000 -$4,045 16.2%
Higher Education $10,566 $11,836 $1,2[70 12.0%
Business, Transportation and
Housing P $2,674 $902 | -$1,772|  -66.3%
Legislative, Judicial, Executive $1,826 $2,825 $999 54.7%
General Government $76b6 -$95 -6¥0 -87.6%
Corrections and Rehabilitation $8,161 $7,983 -$133 -2.2%
Natural Resources $1,865 $1,782 -$148 -7.1%
Environmental Protection $69 $68 -$1 -1.4%
State and Consumer Services $510 $587 $77 15.1%
Labor and Workforce Development $57 $59 $2 3.6%
Total $86,092 $82,901 -$3,191 -3.7%

In the following pages are various summaries, dyestt matter, of the proposals
presented by the Governor for both the special@@ssid regular session budgets.
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K-14 -- Proposition 98 Overall

Current Year. The Governor proposes $49.9 billion in Proposit®® funding for
K-14 education in 2009-10, which provides funding tiae revised minimum
guarantee level. This equates to a reduction 683$billion compared to the 2009-
10 Budget Act, which provided $50.4 billion in Pagition 98 funding for K-14
education.

Budget Year. The Governor provides $50.0 billion in Propasiti98 funding for
K-14 education in 2010-11, which also provides fagdat the minimum guarantee
level. This level of funding provides an increa$e¢6103 million compared to the
revised 2009-10 budget proposed by the Governor.

Maintenance Factor Payments. The Governor proposes the following changes to
the calculation of the maintenance factor:

e The Governor counts a portion of the $2.2 billiowérappropriation” for 2008-
09 towards satisfying $1.3 billion owed to schooloutstanding maintenance
factor in 2007-08. Making this change lowers thmimum guarantee for
2009-10 and 2010-11.

» The Governor proposes to delay “in lieu” mainteraafector payments for two
years, until 2012-13. This funding obligation waesgotiated as part of the
2009-10 Budget Act to provide schools with $11 Hidn over time, beginning
in 2010-11. These payments will now be delayed 261.2-13.

Total General Fund Solution. The Governor’s estimates total state General Fund
savings of $2.4 billion for K-14 education, whicftiudes $893 million in 2009-10
and $1.5 billion in 2010-11]These savings are calculated in comparison to the
Governor’'s workload budget and counted as a pagtafe budget solutions.]

K-12 Education
Updated Current Year Proposals: As a part of the 2009-10 budget, the Governor
has provided the following mid-year adjustmentsKel2 education funding.

* Reduces the K-3 Class Size Reduction program by $84lion to reflect
projected savings for this program.

» Captures $228 million in savings from various techahadjustments to other

programs, primarily revenue limit savings tied to dacline in student
attendance.
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Budget Year Proposals: The Governor proposes the following major program
adjustments for K-12 education as a part of theO20l Proposition 98 budget.
[While year-to-year changes in Proposition 98 furgliare relatively flat, the
Governor proposes these programmatic adjustmentader to live within these
funding levels.]

* Reduces school district and county office of edooatrevenue limits by
approximately $1.5 billion. Of this total, $1.2lllmn is associated with
reductions to school district central administratgiaff. Another $300 million
reduction is associated with the expected savirgga &llowing school districts
to contract out for non-instructional services.

* Reduces the K-3 Class Size Reduction program by0 $B8lion due to
projected savings in the program. (This reflealdittonal savings of $210
million beyond those proposed for 2009-10.)

* Reduces school district and county offices of etianarevenue limit and
categorical programs by $202 million to reflectesmtimated, negative Cost-of-
Living Adjustment for K-12 education, computed @38 percent.

* Adds $65 million to fund Special Education Behaviotervention plans as a
part of the Administration’s education mandatelsetént agreement.

* Suspends statutes and funding for all but thregyoimig K-12 education
mandates. The Governor provides $14.5 millionuity ffund the remaining
three mandates, which include inter/intra distriahsfers ($7.7 million) and the
California High School Exit Exam ($6.8 million).

Program and Funding Flexibility: The Governor proposes to continue program
and funding flexibility provided in recent budgeagkages. In addition, the
Governor proposes the following additional flextyilto schools intended to
protect classroom spending and build upon reforrokided in the federal Race to
the Top Initiative:

» Teacher Seniority. Proposes statutory changes/élgcal school districts the

ability to layoff, assign, reassign, transfer, ehire teachers without regard to
seniority.
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» Staffing Notification Process. Proposes statutoingnges to teacher layoff
notification requirements that allow layoffs to acc60 days after the state
budget is adopted or amended.

» Substitute Teachers. Repeals statute that giaebaes who have been laid-off
first priority for substitute assignments and regsithat substitute teachers be
paid as if they were permanent full-time teachémhey work more than 20
days in a 60-day period.

Proposition 98 Reversion Funds.

» The Governor proposes an increase of $50 millioRrivposition 98 Reversion
Account funds in 2010-11 in order to fully fund tBenergency Repair Program
appropriation for 2008-09[This program provides funding for school facility
repairs pursuant to the Williams settlement agreshe

Federal Fund Relief to State General Fund.

» The Administration is proposing to seek an adddlo$l1.0 billion in federal
special education funds to be used as state GehRaral relief in 2010-11.
[These federal funds are proposed as a reimbursenmethe state General
Fund and would not increase overall funding for@gpkeeducation programs.]

Higher Education

University of California (UC) and California State University (CSU)

» Proposes a constitutional amendment to earmarleddept of the state General
Fund for higher education — defined as UC and C8ktlgdes California
Community Colleges) — beginning in 2014. Funds a@ome from changes
to the California prison system[The calculations required by this proposal
would greatly increase the amount of General Fuappsrt for UC and CSU
by 2014. The current annual General Fund appropoiaiamount is just under
$5 billion for both UC and CSU ]

» Provides $610 million to UC ($305 million) and C$&805 million) to backfill
one-time federal ARRA funds and other reductiongena 2009-10.

e Provides $111.9 million to fund 2.5 percent enreimgrowth at UC ($51.3
million) and CSU ($60.6 million). The growth adjoents would fund
approximately 5,121 FTES for UC and 8,290 FTESG&U. [Due to current
over-enroliment in the UC and CSU systems, thisease will not provide new
student enrollment and will still leave current elhment levels underfunded.]
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Provides $14.8 million for annuitant benefits foetUC, CSU, and Hastings
College of Law. Of this amount, $14.1 million & the UC system.

Reflects $1.1 billion ($662.7 million for UC and ®B7 million for CSU) for
the annualization of the student fee increasegutetl by the UC Regents and
the CSU Trustees in 2009-10; as well as an alreguyroved 15 percent
increase for UC and an additional 10 percent irsgefar CSU in 2010-11.
Also assumes a 22.5 percent student fee increaddafsiings College of Law
(HCL), which has already been approved by the HOk&bning Board.

Reduces by $1.3 billion total the budgets of UCO@&®6nillion), CSU ($600
million), and CCC ($130 million) to reflect the dease in one-time federal
ARRA funds. Also, reduces current year budgeteduats by $399 million
total to reflect the actual allocations receivedhmy three segments.

California Community Colleges

Provides $126 million to fund enrollment growth 221 percent (or roughly
26,000 new students).

Reduces funding for apportionments and select ot programs by $22.9
million to account for a negative Cost-Of-Living jdtment (COLA),
computed at -0.38 percent.

Provides $39.3 million General Fund (Propositioh 88community colleges to
account for a like decrease in local property gsenues.

Provides $1.9 million to the State Teachers’ Retegrt System for additional
costs for CCC employees based on 8.2 percent ditapje payroll.

Defers an additional $163 million in the currentagewhich brings the total
deferral in program funding to $703 million.

Does not backfill the one-time federal American &exr and Reinvestment Act
(ARRA) funds of $35 million that were allocatedttee community colleges in
the current year to help offset categorical progmaductions. Thus the
categorical programs will face an additional progmaatic reduction of $35
million.
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Holds student fees at the community colleges cahstathe current level of
$26 per unit.

Proposes trailer bill language to suspend the remént that 75 percent of
courses be taught by full-time faculty.

Student Financial Aid

Budget Year — Suspends new awards for the Compe@alGrant program for
a savings of $45.5 million.[This would eliminate 22,500 awards for non-
traditional and returning students.]

Current Year — Provides $32.9 million for CSAC Ibassistance costs
reflecting increased costs from undergraduaterfeeases for UC and CSU.

Budget Year — Provides $197.4 million in local atsice costs for CSAC.
This amount includes $32 million to backfill theeusf one-time Student Loan
Operating Fund resources, a $97.1 million contionatof unanticipated
current-year fee increases for UC and CSU, a $3Bomiadditional budget
year fee increase of 15 percent for UC, and $19lkomfor an assumed 10
percent budget year fee increase for CSU.

Restores $4.3 million for CSAC state operation8dA9-10 and 2010-11.
Shifts $18.3 million in local assistance CalGraasts from General Fund to

TANF reimbursements. The funding shift is madesgae by a proposed 15.7
percent CalWORKSs Grant reduction.

Child Development

Reduces CalWORKS stage 3 child care funding by $ai#i®n. Since stage 3
IS not an entitlement, only the neediest familiesild continue to be served by
the program.

Reduces by $77 million child care provider reimieanent rates for voucher-
based programs from the '8Percentile of the market to the "7percentile,
based on the 2005 regional market survey. The bwisement rate for
licensed-exempt providers would decrease from 90goe¢ of the ceilings for
licensed family child care homes to 70 percent.
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Health

Healthy Families. Reduces by $100 million General Fund by (1) réuyc
eligibility to 200 percent of poverty; (2) eliminag the vision benefit; (3)
increasing cost-sharing for families. This redocti level assumes
implementation by spring 2009This action would eliminate 204,000 children
from health care coverage and deny vision carealbichildren remaining in
the program. These uninsured children would needeek random indigent
health care services and would miss school. WitHfandamental vision
services children will have difficulty reading ale@rning.

The proposed premium increases for families betwi&nand 200 percent of
poverty by $14 (total of $30 per child per monthaofamily maximum of $42
per month) creates an undue fiscal hardship on lfamalready faced with an
extremely difficult economy.]

In addition, the budget contains a “trigger mechariifor Healthy Families in
the event certain federal funds are not obtained feeduction of $126 million
(General Fund) in 2010-11[If pulled, this trigger would completely eliminate
the Healthy Families Program leaving about 950,080Idren without any
health care coverage. California receives a 65cpeat federal match for this
program. Clearly the cost-benefit for maintainiHgalthy Family services for
children and keeping them healthy to participatesahool far outweigh the
identified General Fund reduction.]

Medi-Cal. The budget proposes numerous reductions to Mabiti@ough
eligibility reductions, benefit reductions, costatanment and fund shifts. Key
proposals are as follows:

0 Reduces by $750 million (General Fund) by (1) lingt services and
imposing utilization controls; (2) increasing ca$iaring through co-
payment requirements and premiums; and (3) varagher programmatic
changes.

o Eliminates full-scope services for newly-qualifiéelgal immigrants and
others legally residing in California which leavedout 74,000 legal
immigrants without health care services for a réiduacof $118 million
(General Fund).

o Eliminates Adult Day Health Care services for ab84t000 infirmed and
elderly individuals for a reduction of $104 millig@eneral Fund).
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o Assumes savings of $4 billion (General Fund) thfouveceipt of additional
federal funds, including: (1) $1.8 billion throughe federal government
increasing California’s baseline Medicaid fundimydl from 50 percent to
57 percent; (2) $1.2 billion through continuatidntlve American Recovery
and Reinvestment Act (ARRA) through June 2011; &Bd $1 billion
through obtaining various federal changes.

o Includes $560 million (General Fund) savings byngshB 1383, Statutes of
2009, hospital fee revenues to offset General Femgenditures for
children’s services. This assumes that all sewemtgrs of revenue (hospital
fees) are available in 2010-11.

0 Reduces reimbursement rates for family planningideys for a reduction
of $15 million (General Fund).[This proposal has been rejected by the
Legislature several times since California receinae®0 percent federal
match for these services in which rates were preshoadjusted.]

o Delays the last Medi-Cal reimbursement checkwntdune 2010 until July
2010, the start of the next fiscal yeafThe intent of this proposal is to
facilitate the State’s cash flow; however, Medi-Gabviders would be
considerably impacted.]

In addition, the budget contains a “trigger mechariiin the event certain federal
funds are not obtained. If pulled, this triggerulebreduce Medi-Cal eligibility to

the bare federal minimum level (about 70 percergayMerty) and would eliminate
most remaining optional benefits. This action vadordduce Medi-Cal by another
$532 million (General Fund) in 2010-11. On an alized basis, this action
would eliminate millions of individuals from healttare coverage; this would
include working families (1931 b category), medigaieedy children and adults,
and working disabled individuals.

It should be noted that the trigger mechanism assuhmat the American Recovery
and Reinvestment Act (ARRA) maintenance of eff@tuirements would be
discontinued as of January 2011.

* Mental Health Services. Assumes voter approval of changes to Propos@in
(Mental Health Services Act) to redirect $452.3 limil of these funds to
backfill for General Fund support for the Early iBdic Screening Diagnosis
and Treatment (EPSDT) Prografi.his initiative would be placed on the June
2010 ballot. A previous effort to divert thesedsiior General Fund purposes
was recently denied by voters in February 2009.]
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In addition, the budget contains a “trigger mechariiin the event certain federal
funds are not obtained. If pulled, this triggeruleb require that all revenues
obtained from Proposition 63—Mental Health Servidées—would be used to
backfill for General Fund support for a total baktkif $847 million.

» California Children and Families Act. Assumes voter approval of changes to
Proposition 10 of 1998 to shift $550 million of #eefunds to backfill for
General Fund support in several departments foecifspe children’s services,
including within the departments of Social Servicasd Developmental
Services.[This initiative would be placed on the June 20Hldi. A previous
effort to divert these funds for General Fund pwg® was recently denied by
voters in February 2009.]

» Developmental Services First, the budget reflects savings of over $500
million (General Fund) by reflecting the full-yeamplementation of cost
containment actions enacted in 2009-10, includivgthree percent reduction
in Regional Center provider payments and Regioret€ operations, and
various program changes. Second, it proposes actied of $25 million
(General Fund) to be developed through the existiiageholder process.

* AIDS Drug Assistance Program (ADAP) The budget proposes to eliminate
ADAP services for individuals residing in countylgafor a reduction of $9.5
million (General Fund). A net increase of $87.9lion (General Fund) is
provided due to a decrease in rebate funds andases in expenditures.

Human Services

* In-Home Supportive Services (IHSS). If the fedegmivernment fails to
provide $6.9 billion of additional funding acros®gram areas, the Governor’s
Budget proposes to trigger the complete eliminadbthe IHSS program. In
the absence of that trigger being pulled, the Guwes Budget proposes
savings of $77.9 million GF in 2009-10 and $872i8iom GF in 2010-11 by
eliminating the provision of services to approxielat87 percent of IHSS
recipients (individuals with a functional index seaunder 4.0) and reducing
state participation in the wages of IHSS workerghto state minimum wage of
$8 per hour plus $.60 per hour for benefifhe Governor's Budget presumes
that the state will prevail in pending lawsuits theave previously prevented a
similar approach to smaller-scale service reductsi@md prevented a reduction
in the state’s wage participation.]
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Supplemental Security Income/State SupplementapgrBm (SSI/SSP). The
Governor's Budget proposes savings of $21.8 millBR in 2009-10 and
$285.1 million GF in 2010-11 by reducing SSI/SSBngs for approximately
one million individuals by $15 per month (from $84%b $830, which is the
minimum federally required) as of June 1, 201This grant reduction would
result in incomes for these individuals being edoaloughly 92 percent of the
Federal Poverty Level.The Governor's Budget also proposes the eliminatio
of the Cash Assistance Program for Immigrants (GARhich provides state-
only benefits to legal immigrants who are not dligifor federal benefits.

California Work Opportunity and Responsibility tads (CalWORKS). If the
federal government fails to provide $6.9 billion additional funding across
program areas, the Governor's budget proposes itgetr the complete
elimination of the CalWORKSs program. In the abseont that trigger being
pulled, the Governor’'s Budget proposes a reduabbf146.1 million GF by
reducing monthly grant payments to more than 5@D,Gdmilies by 15.7
percent to $585, reducing the level at which treesteimburses child care
providers, and eliminating the Recent Noncitizetr&mnts program as of June 1,
2010.

California Food Assistance Program (CFAP). The &nar’'s Budget proposes
to eliminate CFAP, which provides food benefitsléav-income, legal non-
citizens, effective June 1, 2010. This would resulsavings of $3.8 million
GF in 2009-10 and $56.2 million GF in 2010-11.

Transitional Housing Program-Plus (THP+) Programlf the federal
government fails to provide $6.9 billion of addnal funding across program
areas, the Governor’'s budget proposes to triggeelimination of $36 million
GF in funding for THP+, which provides housing asupportive services to
former foster youth between the ages of 18 and 24.

Substance Abuse Offender Treatment Program. Theer@or's Budget
proposes to completely eliminate funding for thée@fler Treatment Program
for $18 million GF in savings.

Increased County Share in Children’'s Programs. Guowernor's Budget
proposes savings of $505.5 million GF from incregsihe counties’ share of
costs for social service programs for children bdginecting county savings
under proposed IHSS and CalWORKSs reductions.
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Federal funding. The Governor's Budget proposesnga from enhanced
federal financial participation in California’s ham services programs,
including foster care, adoption assistance, IHS&WORKs, and child
support. [These changes in federal funding would require éxéension of
various provisions of ARRA, as well as other charigdederal law.]

Resources and the Environment

Fund State Parks from Oil Revenues — Deletes $iHOMGF from the
Department of Parks and Recreation (Parks), to dukfiled with oil lease
revenues from new drilling at Tranquillon Ridgeroposes ongoing funding of
Parks from oil revenues based on estimated $1i8rbih advanced royalties
over the next 14 years. Assumes the State Landsr@&sion will approve the
Tranquillon Ridge proposal (otherwise legislatioould be necessary)The
Administration is proposing the above changes i Bmoposition 58 special
session.]

Fire Protection Fund Reduction and Shift — Del&g282.8 million GF from

Department of Forestry and Fire Protection (DFHR) protection budgets,
with $200 million to be backfilled by the Emergeriggsponse Initiative (ERI),
which includes a 4.8 percent statewide surchargeabbnresidential and

commercial property insurance that would also fusmhanced statewide
emergency response capabilities in 2011-12. Tineaireng $32.8 million

reduction reflects the difference between exisbageline funding and the five-
year historical average of emergency firefightingsts. Note: Should
firefighting costs come in higher than budgeted, & would still be liable for
the costs. [The Administration is proposing the ERI in theoposition 58

special session.]

Beverage Container Recycling Program — Proposasugsprogrammatic and
budgetary changes including the following: (1)armorate the cost of beverage
container recycling into the price paid by conswsndP) eliminate several
“‘unnecessary” recycling programs and subsidies; @)drequire Beverage
Container Recycling Fund (BCRF) expenditures to tgmugh the budget
process—currently many are programmed in staté.proposed, consumers
would pay a higher container fee after 2013-14dtdam the findings of a cost
study), once prior-year loans to the GF from theRBGire repaid—with $54.8
million scheduled for repayment in 2010-11 and 29aillion in 2011-12
(amounts that would be ear-marked solely for paynerprocessors).[The
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Administration is proposing the above changes m RBmoposition 58 special
session.]

Shield Certain Construction Projects from Environtaé Challenge — Grants
the Business, Transportation, and Housing Ageneyitht to select a specified
number of projects that have completed environmémiaact reviews (required
under the California Environmental Quality Act) aol@éem those projects
approved and not subject to legal challenge in rorde expedite
groundbreaking.[This is part of the Governor’'s “Jobs Package” praged in
the Proposition 58 special session, and is simitathe exception created by
Chapter 30, Statutes of 2009 (ABx3 81) for a new Badium in Los Angeles
County.]

Increase Water Board Program Fees — Deletes $8lbmGF for various

water quality regulatory programs—including WatdgliRs, Irrigated Lands,
and National Pollutant Discharge Elimination Systggrograms—and backfills
with an equal amount of revenue from increasesisiieg fees.

Increase Renewable Portfolio Standard (RPS) Staffin Proposes a
$1.8 million (special fund) increase to the Publitilities Commission to

provide staff and resources for transmission sithmg will assist the state in
achieving a 33 percent RPS by 2020 (consistent Estcutive Order S-14-08).
[Staff notes that the Governor vetoed SB 14 (Simjitiwhich would have
codified the 33 percent RPS, and subsequentlydsExecutive Order S-21-09
which charged the Air Resources Board (ARB) withettging a 33 percent
Renewable Energy Standard. Anecdotal evidenceestg)that since receiving
this charge, the ARB has had to rely heavily on Pasd California Energy

Commission staff to carry out the Governor’s orfler.

General Government

Office of the Chief Information Officer (OCIOG) The January budget contains
the final phase of the consolidation of informattechnology related activities
and personnel under the OCIO pursuant to the 2@&@or's Reorganization
Plan No. 1. The final phase represents an increas94 positions for the
OCIO to reflect the transfer of employees in thélRuSafety Communications
Division from the Department of General Servicéhe January budget also
proposes other workload adjustments for the OCIO.
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* Department of Consumer Affairs — The January budgstvides the
Department of Consumer Affairs $12.8 million in sja¢ funds for increased
enforcement and oversight of licensees in healtted professions and to
Improve consumer protection.

» Eliminate Governor’'s Office of Planning and Resbaf©OPR) — The January
budget proposes to eliminate OPR, which is resptgor state planning and
policy development and the California Volunteersgsam, and transfer certain
functions and resources to twewly created offices, (1) the State Inspector
General and (2) the California Agency on Service ®olunteering, as well as
to a variety of other existing state agenciesceffi and departments. As part of
this proposal, the operation of the State CEQA @igaouse would transfer to
the Resources Agency.

* ARRA Oversight — The January budget proposes $afllon in the Central
Services Cost Recovery Fund ($7.3 million GF) tppsut oversight of the
expenditure of federal ARRA funds. The Administatiproposes to split the
funds as follows: $4 million to the Governor-crehtealifornia Recovery Task
Force; $3.4 million to theewly-created State Inspector General; $2.4 million
to the State Controller’s Office; and, $700,00@h®e Bureau of State Audits.

« State Controller's Office/Z1Century Project — The January budget proposes
$30.7 million GF to continue implementation of ®E' Century Project, which
would replace the existing statewide employmertohys payroll, leave balance
accounting, and position control legacy systemse Thanuary budget also
includes $35.4 million from other funds for thisojact. [The 2" Century
Project began in May 2004 and is currently projecte end in June 2014, the
current estimated total cost of the project is $33aillion].

» Secretary of State/Special Election Costs — Thealgrbudget proposes a one-
time increase of $68.2 million local assistanceeinburse counties for costs
incurred for the May 19, 2009, Statewide Speciatctbn.

» Department of General Services (DGS)/Capitol RepaiiThe January budget
proposes a reduction of $5.4 million in the DGS dmridto reflect that DGS
would no longer fund the cost of Capitol repairsl amaintenance. Under the
Administration’s proposal, DGS would still coordiaahese activities but the
cost of Capitol repairs and maintenance would beéd by the Legislature.
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California Science Center — The January budgetcesithe Science Center
budget by $12 million General Fund, which will Eouped from charging an
admission fee.

Veterans Homes Activation and Construction — Theuday budget proposes to
activate business operations and begin admissibtiseaVeterans Homes in
West Los Angeles, Lancaster, and Ventura (GLAVQhvan increase of 97.2
positions and $8.3 million GF. An additional $1inilion is provided for the
full-year cost of the GLAVC implementation whichdaa in 2009-10. The
January budget also proposes an increase of $8#idmand 16.9 positions for
construction compliance at the Veterans Homes ohdikg and Fresno.

Employment Opportunities Initiative — The Januarydget proposes, via a
series of loans from the Unemployment Compensdisability Fund (UCDF)
beginning March 1, 2010 through FY 2012-13 andlitegga$500 million, to
provide: (1) $200 million to the Employment TraigifPanel to train workers;
employer training costs, estimated at $1,400 pakero would be reimbursed
after the employee has worked for three months;(2pdip to $300 million to
pay employers $3,000 for every person who, afteeiving unemployment
benefits, is trained in a job and stays in it farenmonths. The Administration
proposes to pay back the UCDF loan by eliminativgg Employment Training
Tax exemption for negative reserve employers, thegenerating an estimated
$54 million annually.

California Agency on Service and Volunteering — Ta@uary budget proposes
$34.2 million ($1 million General Fund) and trailgitl language to establish a
new California Agency on Service and Volunteering a stand-alone,
independent agency. The agency will assume th#o@ah Volunteers (CV)
current responsibilities, programs, and commissicasd will be funded
through dollars made available by the dissolutibthe Governor’'s Office of
Planning and Research.

Employee Compensation

Pay Cuts — The January budget proposes to endutinent 3-day per month
state employee furlough policy as planned on June2810. In its place,
effective July 1, 2010, the Administration proposefive percent permanent
across-the-board pay cut for state employees foesimated GF savings of
$529.6 million.
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Increased Retirement Contributions — The Januadg®iuproposes to increase
employees’ retirement contributions by five percemiducing the employer
contribution accordingly, for an estimated GF sgsimf $405.8 million[The
budgeted CalPERS contribution, employee and emplay®bined, totals the
minimum contribution set by the CalPERS Board icddeber; employees are
proposed to pay a bigger share of that total urttherGovernor’s plan]

Employee Healthcare Savings — The January budggiopes GF savings of
$152.8 million in health care costs beginning imukry 2011 achieved by
contracting for lower-cost health care coveragkeeidirectly from an insurer
or through CalPERS.

Executive Order/Workforce Cap — The January buggaposes GF savings of
$449.6 million via an Executive Order that requirstste departments to
achieve a five percent reduction in salary costsJofy 1, 2010. The
Administration expects that attrition will be thamary factor in achieving the
increased salary savings. The constitutional efficare not included in the
Executive Order workforce cap because the 2009utyét for each of those
offices included a permanent reduction in theirgeidhat achieves savings to
the level of the workforce cap or higher amount.

Pre-funding for Health and Dental Benefits for Anants — The January
budget proposes a decrease of $98.1 million GFpferfunding other post-
employment benefit costs.

Federal Funds Trigger — If the state does not vecexpected federal funds, the
January budget proposes an additional five penmeghtction in state employee
compensation which the Administration estimates pribvide $508 million in
GF savings.

Local Government

Local Mandates. The Governor proposes to defeuanpayment to local
governments for mandate costs incurred prior talZl® for GF savings of $95
million. A similar deferral was adopted with theO0® Budget Act.
Additionally, the Governor proposes to continue thespension of most
mandates into 2010-11 for savings of $137 million.
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Revenue

Proposes a $1.0 billion net tax cut via eliminatajrthe sales tax on fuels and
imposition of a smaller increase in fuel exciseetax (See the transportation
section for additional detail on this proposal.)

Proposes an additional $200 million in first-timenfebuyer tax credits
($10,000 per qualified taxpayer). As part of tl®2-10 budget package, $100
million in first-time homebuyer tax credits werepapved, but those credits
have been fully allocated[According to DOF, no General Fund revenue loss
Is scored for these credits in 2010-11; howevenmeaenue loss would be
expected.]

Proposes a new $100 million sales tax exemption ggen technology
companies such as those that produce solar pamals,purchase of
manufacturing equipmentAccording to DOF, no General Fund revenue loss
Is scored for this exemption in 2010-11; howeveregenue loss would be
expected.]

Revenue increases related to the federal triggiee Administration scores $6.9
billion in new federal funds, but proposes revemeoeeases and additional cuts
if the federal funds are not realized. The revemgeeases would total up to
$2.4 billion and include: an extension of the Nepe@ating Loss (NOL)
suspension ($1.2 billion); an extension of the o#idn in the dependent tax
credit ($504 million); and, a delay in the implertaion of new business tax
breaks ($635 million).

Transportation

Eliminates the State 6.0 percent sales tax on iga@sahd diesel fuel (including
the temporary 1.0 percent tax) that under curremt is directed to public
transportation and the Proposition 42 allocatiorhighways and local roads
(total 2010-11 revenue loss of $2.8 billion). Tartmlly backfill for the
revenue loss, increases the gasoline and diesedeetax by 10.8 cents per
gallon (total 2010-11 revenue gain of $1.9 billemd a tax cut of $1.0 billion).
According to DOF, this would generate a permanenemue loss to transit
funding, but maintain baseline “Prop 42” funding®if.3 billion for highways
and local roads. The remainder of the new ex@geré¢venue, $603 million,
would be directed to General Fund relief via reinslemnent for highway and
road-related bond deb{This proposal, in part, would restore certain Geale
Fund relief that was lost due to litigation over gbatransit fund shifts.
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However, this is ultimately a bigger hit to transis it is permanent (the
current-law suspension of transit operations fuigdonly lasts through 2012-
13). Additionally, this would eliminate a majonfling source for intercity rail

— when the fund balance is exhausted in an out;ybat Caltrans function
would have to be funded by the General Fund orlaarofunding source. This
tax change would affect the Proposition 98 educatealculation — DOF

indicates a Proposition 98 guarantee reduction 88& million associated with
this shift.]

Shifts $57 million in 2009-10 and $254 million i020-11 from transit funds to

the General Fund in reimbursement for transit-eelabond debt. DOF

indicates these funds are from 2009-10 transitmaegs and this expenditure is
consistent with the recent court decision.

Shifts $72 million in “non-Article XIX” State Highay Account Funds to the
Transportation Debt Service Fund to reimburse teadéal Fund for highway
and road-related debt service. These funds aresulgect to constitutional

expenditure restrictions, and in the past have rgdlgebeen direct to transit.
Along with the shifts described in the above twdidig, a total of $929 million

in transportation funds are used in 2010-11 to bewse the General Fund for
bond debt service.

Transit lawsuit — the budget does not include apayment for transit funds
shifted in 2007-08 and 2008-09. DOF indicates Administration is in
compliance with the outcome of litigation by notkimmay any illegal shifts in
2009-10 and ongoing.

Continues to redirect $95 million in Tribal Gamimevenues to the GF —
similar amounts were redirected in 2008-09 and 20@9 This funding would

otherwise go to transportation special funds inayepent of transportation
loans from 2001-02 and 2002-03.

Caltrans Vehicle Replacement and Retrofit — thedBwor proposes a $57.3
million State Highway Account augmentation to reelaand retrofit Caltrans
vehicles to meet state, federal, and local airiyusdquirements.

High-Speed Rail — the Governor proposes 2010-1difignof $956 million
($375 million in federal funds and $581 millionkmoposition 1A of 2008 bond
funds). This is an $817 million increase over 2099-10 funding level. The
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State has applied for $4.7 billion in federal stimsufunds for high-speed rail,
but federal grants have not been awarded to date.

Highway Patrol — the Governor proposes an increds&l7.8 million Motor
Vehicle Account to fund 180 new California Highwlgtrol Officers.

Corrections and Judiciary

Proposes net reduction of $262 million to the budge inmate health care.
This includes $811 million in cuts achieved by by the average cost to
provide inmate health care services to a level leguthat in the state of New
York. Simultaneously proposes increases to theoprihealth care budget
totaling $549 million for contract medical expensesources to implement the
Receiver’'s plan to improve inmate medical serviees] other court-mandated
services.[It is unclear that the Receiver and federal coustidl allow the cuts
to staff, salaries, or services necessary to aehtbese budget reductions.]

Proposes reduction of $292 million from sentenathgnges that require that
Inmates convicted of specified crimes, includingigdpossession, would be
punishable by imprisonment in jail instead of statson.

Assumes increase of $880 million from the fede@lggnment to offset state
costs for incarcerating undocumented immigrants aie committed to state
prison for felony offenses.

Assumes increase of $338 million in revenues bggused light traffic cameras
for speed enforcement. About $297 million of thoseenues will be used to
offset General Fund support of the trial courts.
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