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AGENDA TITLE: State Budget Update

MEETING DATE: March 5, 2003

FREPARED BY: Deputy City Manager

RECOMMENDED ACTION: No action necessary,

BACKGROUND INFORMATION: Mayor Hitchcock has requested that the City Manager
provide an update regarding the State budget during
each Council meeting.

On February 28, 2003, the City Manager, along with Mayor Hitchcock, Mayor Pro Tem Emily

Howard and City staff members attended a presentation by Legislative Analyst Elizabeth Hill.

Ms. Hill discussed the State budget issue and provided the aftached hand oul. In addition,

attached for Council's information is the Lodi News Sentinel article regarding Ms. Hill's visit to

Lodi and an article dated February 26, 2003 from the Sacramento Bee regarding the Governor's

proposed budget plan,

Funding: None
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Thursday, February 27, 2003 Gounty

MEWS
i i i Terrorism alert
State credit rating won't improve, Terrrism glor
analyst says ﬁﬁ?ﬁi
By Jennifer Pearson Bonnett/News-Sentine! Staff Writer State sredit
E g wory’

Photo Reprints | Na state's top legislative analyst came to Lodi on
Business Wednesday with some disheartening news: Because of this
ntertainment  year's budget shortfalls, the state's battered credit rating will

» Events . . .
f‘@:‘gﬁ‘ﬁé’é} likely not improve anvtime soon.

videotaped
interviews of
Elizabeth Hill, who has headed the legislative analyst's Duira
office since 1986, took time out of her busy schedule to sit
down and informally discuss California’s budgst shortfall
and ts effect on Lodi and other Ban Joaquin Valley

communities.

> ié’%ﬁi?ﬁfé What she got was more of a grumbling session from various  afiercrash
T LUmeUYE  groups already feeling the penny pinching.

Arrast of
. ) Patterson
Hill told elected oity, firgfighter

school and county
officials at the briefing
that Gov, Gray Davig’
proposed budget would
work only if it was Galt
passed by the state elemeniary
Legislature as is -- ang ~ usizes

" . consider
that includes raising budget cuts
faxes,

Gall High

"Does the governor's
plan pencll ow? Only if 0
: dramatic action is for new
Efizabeth Hill taken,” she said. superisiendent

Last week, Hill's office released its annual analysis of the
gavernors budget claiming the deficit was overstated by
Ravis by about $10 billion. The governor estimated this
vear's budgst shortfalls at roughly $35 million.

“There's no silver bullet in this budget and no easy solution,’
Hift said.

comaany

hitp/fwww Jodinews.com/display/inn_news/03_hill_030227 txt 212772003



Lodinews.com - News Page 2 of 3

The Legislative Analyst's Office has been providing fiscal

: ; . services tg
and policy advice to the Legislature for more than 55 years. 0 o

Hill's visit to Lodi was organized by Sen. Chuck Poochigian, Bower failures
R-Fresno, who also attended the Lodi briefing, which was

recorded and will be broadcast by AT&T Broadband on ﬁfggg‘m—s Ring

Friday. Representatives came from as far as Ceres and Ceniral Valley

Sonora, for business
growih

"The magnitude of the problem ig s0 great,” Peoochigian said

Wednesday. "it's not easy 1o find a solution. There's going 2?:;?;—*;2
to be a lot of harg swatlowing that needs to be done.” prisen sisted
io change inig
. reception
Cther budget issuss brought to the table Wednesday center

included the proposed vehicle license fee increase, teacher
layotts and rising college cosis.

Photos

Hill, for example, sakl communily college fees could Spaken for

increase even maore than already proposed.

Dick Rogers, from the Tuclumne County Sheriff's
Depariment, came concerned with the state’s credit rating.
“‘What's being done fo get it up?" he asked Hill.

While she didn't have an answer, Hill, a Modesto native,
said the state will Ekely need to get a loan by June to deal
with its cash flow issues.

Assemblyman Alan Nakanishi, R-Lodi, a former Lodi mayor
and councilrman who took a familiar seat in front of Camegle
Forum o Wednesday, said he was informed that the state
will borrow an estimated $2.5 1o $2.8 billion, at an interest
rate of 525 mitlion per $1 billion,

"We must act quickly ... and we're not," he said. *l want into
the Legiskalurg thinking | was going to soive the budgst
proeblemns. iPs month three, and we're still at sguare one.”

Mayor Susan Hitcheock was curious when a balanced
budge! could be expected from the state.

Poochigian said no one could provide an answer.

"All of us should he hopeful ... thal we get there without too
much trouble, but | would not bet on that," he said. "What
¥m trying to say s, | don't know.”

John Gray from Lincoln Unified Schoot District echoed
Hitchcock's feelings.

"When schools have to balance their budget, it has to be on
time and we basically have to go on the best guess and
ravise," he said, adding that he hopes the state will stabilize
school funding and defer legisiation passed last year that
would affect district budgets.

http:/Fwww lodinews.com/display/inn_news/03_hill_030227.txt 212712003
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“We have © have the handouifs off to do our jobs," Gray
said,

in Lodi, even in the midst of trying to approve its own city
budget by May, officials are still bracing for potential cuis
thanis to the stafte’s budget woes.

Of the city’s $31.6 million annual budget, roughly 15
parcant, or $4.7 million, comes from the stale through
vehicle license fees and grants.

Sales tax, property taxes and franchise taxes could also be
affected and passad down {o the city,

Comments abiou Hhis story? Send mai! to the News-Sentingl newsroom.

To subscribe 1o the Lodi News-Sentinel, i out our onling form or call our
Subacriber Services Deparimend al (208) 333-1400.

Email this story Print this story

Home | Business | Features | News
Obituaries | Opinion | Spods | 5 p.a. Updaly

Archives | Automstive | Classifieds | Rea! Extale | Subscribs

Send your cornmenis aboui this Web site to: projecis @lodinews.com.

Lodi News-Sentinel, Lodi, California.
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Davis plan hits a snag
Tax-hike revenue would have to go to schools, legisiative
counsel says.

By Alexa M. Bluth -~ Bee Capitel Bureau
Pubiished 2:15 a.m. PST Wednesday, February 26, 2003

The Legislature's lawvers have issued a legal opinion that could unravel the
centerpiece of Gov. Gray Davis' plan to bridge the state’'s massive budget gap.

The Legislative Counsel's Office, in a privataly circulated opinion obtained by The
Bee, concluded that California would be legally required to divert billions of dollars in
revenues from Davis' proposed tax increases to schools rather than local
governments.

The opinion could derall the "realignment” plan in the governor's 2003-04 budget
because it will siphon off to schools as much as half of the $8.3 billion rajsed from
increasing taxes on shoppers, smokers and top earners. Davis designed the
realignment plan to shift several state programs to local governments and finance
them with new taxes that bypassed the state treasury and theoretically avoided
Proposition 98% provisions.

"The legislative counsel's opinion is only confirming what was suspected to be a
guesticnable end run around Proposition 98," said Kevin Gordon, executive director
of the California Association of School Business Officials,

Ta make Davis' plan work in accordance with the opinion, lawmakers would have to
suspend Proposition 98, the 1988 initiative that guaranteed to kindergartens through
community colleges a certain amount from the state each year according to a
complex formula, including tving school spending to the growth in state revenues.

Davis said that $8.3 billion in tax increases included in his realignment plan would
not apply to the measure because It would be earmarked specifically for cities and
counties. The Democratic governer hoped the plan would temper Republican criticism
of tax Increases because they would benefit local governments.

Davis modeled his reallgnment plan after a similar appreoach taken by former
Republican Gov. Pete Wilson. The Witson plan also drcumvented Proposition 98 and
was nevar challenged in court, said Dan Carson, director of the health and welfare
section of the nonpartisan Legislative Analyst's Office.

But the new opinion sald revenues generated by a "statulory increase in the
cigarette tax would be proceeds of taxes that are within the generat fund and, as
such, would be included within the state's minimum schoo! funding obligation.” The
opinion includes similar findings for the sales tax and income tax increase proposals.

Davis spokeswoman Hilary Mclean said the counsel's office and the governor's legal
advisers have "differing legal views” on the matter. "Our current view is that it
wouldn't be subject to Proposition 98," she said.



But she said Davis requested in his budget that working groups assembie to study
the intricacies of realignment,

Assembly Speaker Herb Wesson, D-Culver City, requested the opinion to clarify
whether the proposed realignment and accompanying tax hikes would affect the
state's school spending obligations, spokeswoman Patricla Soto said. The legal office
jssued its opinion Feb. 12, but Wesson has not made it public. Wesson could not be
reached for comment Tuesday evening.

Suspending Proposition 98 is thought to be a pelitically incendiary move that also
could face legal challenges. If lawmakers vote to suspend the law, the state would
Hkely be required to repay schools billions of dollars in the future,

Davig has warned that lawmakers will either have to make $8 billion more in cuts
than he proposed or raise taxes for state operations if his realighment plan fails,

Legislative Analyst Elizabeth Hill last weeld largely endorsed shifting certain state
rasponsibilities to counties and cities, but she raised the possibility that the new
taxes to fund the shift could be applied to the Proposition 98 guarantes.

Specifically, Hill estimated that half of the revenues generated from tax increases
would be legally required to be directed to schools rather than to local governments
unless the schools proposition is temporarily shelved,

"I never have thought that this realignment had any substantive purpose cther than
to increase taxes without suspending Prop. 98," said John Campbeli, R-Irvine, vice
chairman of the Assembly Budget Commitiee. "If this opinion holds, then the
Democrats will have to make a decision: Are they prepared to increases taxes and
suspend Prop, 9877

The legislative [egal opinien is just the latest snag since Davis unveiled his budget
pian Jan. 10,

The budget has drawn griticism of Its reliance on tax hikes and proposal to eliminate
&4 billlor in funding for locat governments. Davis also faces threats of a legal
challenge if he agrees to Assembly Democrats’ request that the state's vehicle
ticense fee be restored to pre-1998 levels.

"There's no question that it complicates an already very complicated budget dynamic
in the Capitol,"” Gordon said. "The bottom line is that we are going to have to find
ways to saftisfy the Constitution and solve the budget mess as well.”
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U Gities Are Net Donors to the State

State General Revenue i Cities in millions

FY 9800 FY00-01

EY 01-07 EY 02-03 TOTAL

Met City "Assistance” o State -5202 ~$26 -$338 -$489 51,144
P California City Financial "Assistance” to the State
f\g" /J Under Governor's Proposed FY03-04 Budget & FY02-03 Midyear Cuts
FY02-03 FY03-04 Total
PO, I e 138 42 et
OB e T8 f8 .....as6
BookingFeeRefief .38 O <]
Polica Tech Grants (CLEER) L S, L R 28
Discretionary Local Assistance O . 4 S Q
Traffic CongestionRelief 39 O 39
ERAF propedytaxshit 78 827 ...-1807
Redevalopment ERAFshit .71 -236  -308
Redevipmnt Low/Mod Housingeut AT AT
VLE Backiill cut 550 -1,200 1,750

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Net City "Assistance” o Slate 51,567 -$2029 -$3596

Cities nof iﬁe%uséing the CitylCounty of San Francisco.
Froposition 172 Public Sefely Augmentation funds are nol stale general fund,
Thiz chert doss NOT inglude:

{2} Tanpayer refief programs fsted in the siate budget under "ocal assistence including: the VLF backiil,
Senior Citfzen Property Tax Refiel, Homeowners' Proparty Tax Relief, and Williamson Act reimbursements. These
FOgrEms provide taxpayer refief from the Siale via reductions in locsl taxes. They do not provide fiscal assistance
o locat govemment,

{7} State mandate relmbureaments. These lsgal obligations of the state reimburse local government for the
custe of program mandetes imposed by the State. They do not provide fiscal assistancs to cities.

{&] 8pacial local one-thme project allocstions

mige 22 Jan 03 LEAGUE OF CALIFORNIA CITIES
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“FY02-03 based on current law
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