WHY THIS YEAR IS DIFFERENT
BY JEAN ROSS

California’s projected $16 billion shortfall is smaller in both percentage and dollar terms than those of recent years. The

$34.6 billion gap is 2003-4 was larger by both measures and the deficits of the early 1990s were larger measured as a share of state
spending. However, many longtime budget watchers, me included, believe that bridging this year’s budget gap will prove to be the

toughest challenge we’ve seen to date.

Why do many of us believe this year’s budget battles will prove so tough? The roots lie in what makes this budget crisis
different from those of recent years. First, California has faced budget shortfalls continuously since 2001. The duration of the state’s
fiscal crisis means that all of the easy solutions, such as borrowing unspent reserves, deferring maintenance, and eliminating non-
essential programs and services were used up long ago. The state has borrowed and belt-tightened to the point where the debt ser-
vice on amounts borrowed to close previous years’ budget deficits will add about $2.5 billion to the 2008-09 budget, rising to more
that $4 billion in 2009-10, and deferred expenditures have left many public systems - from bridges to schools to foster care - near a
breaking point.

The roots of this year’s crisis are also different and potentially more severe in terms of their impact on the California econ-
omy and the state’s families. The budget crisis at the beginning of this decade was largely caused by a sharp drop in income tax col-
lections attributable to stock options and capital gains that occurred when the dot.com boom turned into the dot.com bust. The sig-
nificance of this is two-fold. First, while the drop in investment-related income was substantial, it overwhelmingly affected the
wealthiest Californians. Secondly, it affected revenues that flowed into the state’s coffers, with school and local government budgets
largely left untouched.

In contrast, the downturn that precipitated this year’s budget crisis is driven primarily by the turmoil in the housing market.
The impact of the mortgage meltdown is much more widespread, ranging from families struggling to make their mortgage payments
to workers who make their living in housing-related sectors of the economy. As the economy weakens, a rising number of families
are in danger of losing jobs and homes. The mortgage meltdown’s impact on public budgets and services is also more broadly based.
The downturn in the housing market has depressed local property tax collections - affecting schools and, through the Proposition 98
guarantee, the state as well as county and city budgets. It also has affected sales tax collections - which are shared by the state, coun-
ties, and cities - as families divert a larger share of their incomes toward their mortgage payment, leaving less for other types of con-

sumer spending.

The final differences between this year’s budget crisis and those of prior years have to do with the options available to law-
makers as they seck to craft a spending plan. Over time lawmakers have cut taxes. Tax cuts enacted since 1993 will cost the state
$12 billion in lost revenues in the current year - and voters have “locked in” an increasing share of the budget - often with the help of
the current Governor and/or the Legislature.

The largest of these tax cuts - the reduction in Vehicle License Fees (VLF), also known as the car tax - will cost the state
$6.1 billion in 2008-09. How much is $6.1 billion? Enough to buy out all of the Governor’s proposed cuts to state parks, environ-
mental programs, welfare-to-work programs, higher education (including community colleges), and K12 education. That’s right.
The revenues raised by restoring the VLF to where it was a decade ago would be sufficient to avert nearly two-thirds of the cuts pro-
posed by the Governor, including all of the cuts to Proposition 98-supported programs. Reversing these tax cuts will be difficult
because lawmakers can reduce taxes with a majority vote, but a two-thirds vote of each house of the Legislature is required to in-

crease a tax.

Budget lock-ins also make it more difficult for the Legislature to balance the budget. Many of the new lock-ins are much
more restrictive than those that have been on the books for a longer time, including Proposition 98. New lock-ins include $1.5 bil-
lion in transportation spending mandated by Proposition 42 and “locked in” by Proposition 1A of 2006; $547 million in after-school
spending mandated by Proposition 49 of 2002; $1.5 billion in debt service costs for the deficit-financing bonds authorized by Propo-
sition 57 of 2004; and $4.0 billion in debt service on voter-approved bonds, including the $42.7 billion of bonds approved by the
voters in 2006. None of these new obligations came with additional revenues, meaning that in a time of scarcity, other programs and
services lacking similar protections are left on the chopping block to pay the bills.

For all of these reasons, and many more, I'll add my name to the list of budget watchers who believe that this year’s budget
fight will be the toughest yet. It will also be the most important for all of us who believe that adequate investment in public services
is essential to California’s future.

*> *
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LEGISLATIVE WATCH

Fiscal Health of School Districts

In early April, the Fiscal Crisis and Management Assistance Team (FCMAT) provided legislators survey information on the fiscal health of
school districts around the state. FCMAT reported that 114 districts have been, at the time of the survey, certified as either qualified or
negative. Of these, 104 were self-certified, marking one of the largest spikes in self certifications since the AB 1200/2756 fiscal review
process was established. The number of qualified or negative school district budget certifications was 24 in 2006-7. FCMAT expects this
number to worsen, with as many as 200 to 250 districts becoming qualified or negative this year after county offices review districts’ second
interim reports and eventually June budgets. The sharp increase in districts facing significant financial challenges is, for the most part, di-
rectly linked to the severity of the governor’s January budget proposal. The long term impacts of this situation will depend on the final
outcome of the 2008-09 state budget. But it does provide a stark picture of the ramifications and the challenges the 2008-09 fiscal year will
have on LEAs statewide.

At this time, ACSA and Dave Walrath continue to recommend that county offices,
districts, and school sites plan for 2008-09 budget reductions based on the governor’s

January budget Proposal.

For more information please visit our website www.ssda.org. You can also contact
Dave Walrath at dwalrath@m-w-h.com and Brett McFadden at

governmental-relations@acsa.org.

Facilities Funding and Assistance

With budget cutbacks, are your facilities needs being neglected or postponed?

You can get funding and assistance now if you answer yes to any one of the following questions:
e Is your district facing some major facilities issues?

e Is the existing facility not functioning as designed? Is it in need of major repairs? Have you neglected the repairs because you do
not have the time or the capital facilities funds to address your concerns?

e Have you considered leveraging your available capital facilities funds with State funds and have no idea how to do it?
e Areyou collecting the maximum developer fee permitted by law that would allow you to get full state funding?

e Is your modernization eligibility set at the maximum level possible or has it not been adjusted since it was established many years
ago?

e Do you find that your deferred maintenance funds could never cover the cost of repairing existing facilities?

These are just a sampling of questions that can be asked for which there are resources available to help you. Please contact Dr. Melissa Brown

at the SSDA, (916) 444-9335, and we will refer you to an expert at no cost. You may be able to achieve your objective sooner than you
think!!

SHARE YOUR THOUGHTS..We would love to hear your feedback on any of the articles listed in this issue of
Small World. Please send us an e-mail at shannon@ssda.org. If you have any suggestions for future articles or
have any topics you would like to see, let us know.
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