COUNCIL ON BUDGET AND FACILITIES

December 11, 2023
2:00 p.m.
Anaheim Campus Room 105

Videoconferencing of the meeting will be available at Cypress College President’s
Conference Room and the Fullerton College President’s Conference Room A

AGENDA
. Approval of October 9, 2023 Summary Notes Irma Ramos Action
2. Budget Updates Fred Williams Information
» School Services of California
i. Budget Update
ii. UCLA Economic Forecast
> LAO Fiscal Outlook
» Budget Workshop — January 17, 2024
Facilities Updates Budget Officers Information
Other Items Irma Ramos Discussion
2024 Future Meetings Fred Williams Discussion

» Meeting Locations for 2024

>

VV VYV VY

January 8* Tentative meeting that will only take place if deemed necessary
February 12

March 11

April 8

May 13

June 10

NOTE: The numerical order of items on this agenda is for convenience of reference. To promote efficiency and as
an accommodation to the parties involved, agenda items may be taken out of order upon request of the Chair or
Members of the CBF.



COUNCIL ON BUDGET AND FACILITIES
September 11, 2023

UNAPPROVED SUMMARY

Members Present: Jennifer Combs, Terry Cox, Christie Diep, Henry Hua, Cherry Li-Bugg, Elaine
Loayza, Jeremy Peters, Stephen Schoonmaker, Marlo Smith, Svetlana Soske, Leslie Tsubaki,
Lourdes Valiente, Kashu Vyas and Fred Williams

Members Absent: Raine Hambly, Marwin Luminarias, Kathleen McAlister, Jennifer Oo, Jomari
Tugade, Irma Ramos

Guests Present: Geoff Hurst, Cynthia Olivo, Jeremey Peters, Jeanette Rodriguez, Richard
Williams

Call to Order: The meeting was called to order at 2:02

1. Summary: The summary of the June 12, 2023, meeting notes were amended and
approved.

2. Budget Update Fred Williams, Vice Chancellor of Finance & Facilities, and Kashu Vyas,
Executive Director of Fiscal Affairs, presented the District's 2023-24 Proposed Budget which
highlighted the California Community College System budget, the overall District budget, the
Resource Allocation Model, ending balances (carryovers), FTES trends, structural deficits,
six-year forecasts, and addressing the deficit.

Community College System Budget

e COLA 8.22% for apportionment and select categoricals

¢ No change to Hold Harmless — COLA ends after next year if earned revenue does exceed
the Revenue Floor — Committee members suggested revising the language prior to the
Board presentation to clarify COLA not being included in the established revenue floor.

e $11.4 million of $19.2 million of Deferred Maintenance and Instructional Equipment
funding for the District from 2022-23 was taken back

e Categorical flexibility

General Fund Summary

Unrestricted Restricted Total

Beg. Balance $ 132,400,000 $ 11,100,000 $ 143,500,000
Revenues $ 287,400,000 $ 118,600,000 $ 406,000,000
Expenditures $ 302,600,000 $ 129,700,000 $ 432,300,000
Other Sources $ (17,800,000) $ 1,200,000 $ (16,600,000)
Net $ (33,000,000) $ (9,900,000) $ (42,900,000)
End Balance $ 99,400,000 $ 1,200,000 $ 100,600,000
Resource Allocation Model

Earned Revenues $ 250,093,627

Emergency Conditions $ 18,176,144

Stability Funding $ 20,142,009

$ 288,409,480
Pulled back for Reserves $ 10,904,712
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Questions/Comments:

1. When does hold harmless end? In 2024-25 the hold harmless amount will be calculated

as the District new floor.

2. Will the state request district’s to payback the Emergency Condition and Stability Funding
dollars? While the state will not request the dollars to be repaid, stability funding is only

for one year and will not be received for subsequent years.

3. Wiill the District be receiving any Growth Dollars? Unfortunately, NOCCCD’s numbers are

declining and did not receive or was not offered Growth Dollars.

Ending Fund Balances — Carryover

Non-spendable $ 200,000
Restricted $ 11,130,000
Assigned By Campus Action $ 60,370,000
Assigned One Time Funds $ 22,130,000
Assigned By Districtwide Committee $ 400,000
Board Policy Contingency $ 33,290,000
Unallocated Districtwide $ 14,760,000
Unallocated Budget Centers $_ 1,240,000
Total $ 143,520,000
Board Policy Reserve 2023-34

Prior 5% Reserve $ 14,900,000
Committed Fund Balance $ 6,300,000
2022-23 Emergency Conditions $ 10,900,000
2023-24 Emergency Conditions $ 10,900,000
Total $ 43,000,000
Additional Transfer $ 1,200,000
Board Policy Reserve for 2023-24 $ 44,200,000
Questions/Comments:

1. What processes and approvals are needed to use the funds? There needs to be a 2/3

vote by the Board of Trustees to take action.

FTES Trend
For 2023-24 the target is 26,611.33 based on the following FTES trends:
2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
FTES | 34,595.54 33,268.05 33,337.45 31,842.56 26,071.85 26,611.33

Questions/Comments:

Dr. Li-Bugg reported that as of September 11, 2023, Cypress College’s FTES numbers have
increased by 7% and Fullerton College by 4%. NOCE’s headcount has also increase by 15%.
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Structural Deficit 2023-24

Budget Scenario 2 Est. Actuals Scenario 4
Earned Revenues $ 250,093,627 $ 250,093,627
Estimated Expenses $ 278,966.886 $ 258,524,043
Deficit $ (28,873,259) $ (8,430,416)
Emergency Conditions $ 18,173,844 $ 18,173,844
Stability Funding $ 20,142,009 $ 20,142,009
Overall Surplus $ 9,442,594 $ 29,885,437

Six-Year Forecast

The following five different scenarios were provided, each illustrating the different impacts:

Scenario 1: Assumes that 4% COLA is received and any COLA increases are passed
through as salary increases and benefit costs increase by COLA as well. $30,145,390
budget deficit by 2028-29.

Scenario 2: Includes the Scenario 1 assumptions, but also includes an annual 4%
increase in FTES over the next five years. $914,071 budget surplus by 2028-29.
Scenario 3: Assumes that COLA increases are not passed through as salary and benefit
increases. $20,471,565 budget surplus by 2028-29.

Scenario 4: Includes Scenario 1 assumptions but includes the 2022-23 actual expenses
as a starting point (increasing salary and benefits costs by 8.22% COLA). $13,383,582
budget deficit by 2028-29.

Scenario 5: Includes the Scenario 1 assumptions but excludes all vacant budgeted
positions. $19,599,358 budget deficit by 2028-29.

Addressing the Structural Deficit

3.

Increase FTES — Scenario 2 includes a 4% growth rate for the following five years; this
would have a significant impact starting in 2027 28.

Limited filling of vacant positions — Scenario 5 shows the budget if we strip out existing
vacant positions ($10 million). Jeremy Peters suggested adding a note on limiting new
positions.

No or limited pass through of COLA for salaries — Scenario 3 shows the effect of not
passing on future COLAs, this keeps us out of a deficit position. Committee members
suggested revising language to avoid a negative perception that this alone will fix the
deficit.

Contribution from the Retiree Benefit Trust — Up to $5.6 million per year.

Consider an early retirement incentive to lower salary costs by not filling positions and
lowering salaries for the positions that are replaced — TBD.

Reduce non-essential expenditures — TBD.

Start collecting fees for services such as parking and EV Charging Stations — $2 million
per year.

One-time Funds

The District has $14.0 million unallocated resources available after this year’s end
closing. CBF members have the opportunity to make funding recommendations to the
committee. Information on the Ending Balance can be found on page 65-66 of the 2023-
24 budget document.

Council on Budget and Facilities — June 12, 2023 Page 3 of 5



4,

5.

Detailed Spending Allocations of One-time Funds

Kashu Vyas provided a summary of the one-time funds and a detailed spending
allocation for each of the campuses and Districtwide expenses. Additional details can
be found on page 66 of the Budget Book.

Further discussions were had related to the one-time funding allocation for the Folet
book program. Particularly how the campuses would like to spend the allocated dollars
and the demand to bargain. Additional discussions will be had at the Chancellor level.

At the next meeting, it was requested that the Budget Officers bring back a detailed plan
and timeline for the one-time funding allocation, specific to the $8 million for enroliment
support. In addition, it was also request that a report for the campus grants be shared.

Facilities Updates

Cypress College — VPAS, Stephen Schoonmaker provided an update on behalf of the
campus.

Fine Arts Renovation — 29 bid packages and combination packages have been
received for this project. The project is anticipated to begin early 2024.

Culinary Arts Swing Space — This project includes ADA parking lot updates which has
an estimated completion date of October 1. Temporary modulars will be the next steps
to this project.

Campus Complex 4" Floor Renovations — Space is being renovated to provide space
for professional development, academic senates, and the career center.

Electrical Charging Stations — Easement was approved and staff received the
comments back from DSA. The stations will be installed in 2023/24.

Softball Field Renovation - $4M has been set aside based on the scope of work. After
the baseball field renovations were done there was a Title IX issue. The softball field
was selected by the Athletic Department as the next renovation for field improvements.

Questions/Comments:
1. What Measure J funds have already been used for the construction projects at
Cypress? $2M for the Baseball field and $4M has been set aside for the softball field.
2. What is the estimated completion date for the HRC? It is anticipated Spring 2024 at
the District.
3. Jeremy Peters addressed a concern for the HRC project as there has not been any

physical movement at Cypress College. The campus has secured prefab modulars
that are designed specifically for culinary arts, which should make the transition quick
and easy. It was requested that an update be provided at the next meeting.

Fullerton College — Interim VPAS, Henry Hua provided an update on behalf of the campus.

300 Building — Was approved by DSA and a contract manager from MAAS was Board
approved to assist with lead time issues with this project.

Chapman Newell and M&O Building — Comments were received from the city and that
lead was found in the dirt.

Sherbeck Field — This is a non-bond project and is being funded through campus/local
funds. The last item is the SDA fire alarm check.
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¢ Building 100 — An elevator is scheduled to be installed after the demolition of the 1100
building.

Anaheim Campus — Richard Williams provided an update on behalf of the campus.

e Interim housing for NOCE — All of the modular buildings have been anchored down.
Interior furniture and casework is anticipated to be completed by mid-October, earlier
than expected.

e Upper deck repair — DSA approval is expected mid-September. Everything is on track.
The next steps will be the working drawings and bidding the project out.

e Patio Renovations — Is still in the design phase. Will include patio coverage composed
of solar arrays. There have been some fencing changes to the plans.

¢ Wayfinding/signage — Results from the light testing on the marque will be in mid-
September.

¢ Non-bond projects — The current EV charging stations are back in commission.

e Board Room Renovation — A $3M budget has been set aside for the renovation project
to increase the dais, address ADA issues, and improve the audio and visual. At the
September 22 Board meeting, there will be additional discussions on sub committees,
temporary Board meeting locations, and next steps.

Network Refresh Update — Geoff Hurst provided an update.

¢ Next month the District will receive the licensing from Vector and all outstanding
items will be closed out.

e Campuses are asked to provide feedback on the connection speeds.

e The District Eduroam connection can be accessed from anywhere in the world.

Future Meetings
e October 9, 2023
e November 13, 2023
e December 11, 2023

Meeting was adjourned at 3:55 p.m.
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COMMUNITY COLLEGE UPDATE

PUBLIC EDUCATION'S POINT OF REFERENCE FOR MAKING EDUCATED DECISIONS
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The Legislative Analyst’s Office (LAO)—the nonpartisan budget and policy advisor for the Legislature—issued its highly anticipated Fiscal Outlook report today.
The expectation of the Fiscal Outlook is heightened this year due to the thrice-delayed tax filing deadline, which was shifted from April 2023 to November 2023,
and the anticipation of where the dust would settle for tax collections from the 2022 calendar year.

Overall Themes

The health of California’s General Fund peaked in the 2021-22 fiscal year with record revenues and reserves. However, most financial experts across the state
expected that revenues would begin to taper off beginning in 2022-23 and 2023-24 relative to 2021-22. The tapering quickly turned into an exceptional shortfall,
as the final estimated tax collections for 2022-23 were approximately $26 billion less than the projection used for the 2023-24 Enacted Budget. As a result, the
Fiscal Outlook provides three key takeaways:

 California faces a serious deficit going forward
o Unprecedented prior-year revenue shortfall
» The Legislature will need to utilize tools to address the budget problem

The Fiscal Outlook reports that the state’s economy entered a downturn in 2022 due to higher borrowing costs and reduced investments. This is highlighted by a
decline in home sales of approximately 50%, lowered investments in startup and technology companies, and a decline of more than 80% in the number of
California companies with initial public offerings. In total, the Fiscal Outlook estimates that the state faces a $68 billion deficit over the three-year period
covering 2022-23 to 2024-25.

Outlook for Schools and Community College Funding

As a result of depressed tax collections in 2022 and a softening economy, the Fiscal Outlook projects that Proposition 98 is overcommitted by $15.4 billion in the
2022-23 and 2023-24 fiscal years when compared against the 2023-24 Enacted Budget.

(In Billions) Proposition 98 Funding Levels
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The Fiscal Outlook estimates that the state would need to spend $109.3 billion to cover the cost of existing programs, adjusted for attendance and a cost-of-living
adjustment—estimated to be 1.27%—in the 2024-25 fiscal year. This amount exceeds the LAO’s projected Proposition 98 funding requirement by approximately
S1.1billion.



LAO Recommendations for Education

The LAO highlights two pathways available to the Legislature as they enter 2024-25 budget negotiations. First, the Legislature could lower Proposition 98
spending down to the minimum funding levels noted in the chart above. This would require schools and community colleges to “send back” funding that has
already been apportioned or is scheduled to be apportioned. Second, the Legislature could withdraw funds from the Proposition 98 reserve—the current balance
is $8.1 billion after adjustments are made to prior- and current-year deposits—to support a funding level that is greater than the minimum funding levels. The
second option has ripple effects in 2024-25. Should the Legislature choose to “over-appropriate” Proposition 98 in 2022-23 and 2023-24 at the levels in the
2023-24 Enacted Budget, the projected minimum funding level in 2024-25 would increase from $108.2 billion to $113 billion, an amount greater than what was
included in the 2023-24 Enacted Budget. However, that effect is partially blunted by the use of Proposition 98 reserves, which, from an accounting perspective,
do not count as spending for the purpose of determining the minimum funding requirement in future years. Regardless of which scenario is selected, the Fiscal
Outlook projects that the entire Proposition 98 reserve will be required to be withdrawn no later than the 2024-25 fiscal year, but the reserve could be exhausted
in the current fiscal year should the Legislature choose to “over-appropriate” Proposition 98 in the prior and current fiscal years.

The Road Ahead

The figures in the Fiscal Outlook report, while somewhat anticipated, still create an unpleasant reverberation in the state and K-14 community that will impact
every corner of the state. The sobering news that 2021-22 was indeed the peak now begs the question, “How far will state revenues fall before normalizing?”
Although that answer will not be known for several months, if not a year, more information about how the state will address the revenue shortfall will be
available on or before January 10, 2024, when Governor Gavin Newsom unveils his priorities for the state and education as part of his 2024-25 State Budget
proposal.



School
C ervices
o ah{gmla

. SC (o]0
Happy Holidays from . .. &,

An Employee-Owned Company.

COMMUNITY COLLEGE UPDATE

PUBLIC EDUCATION'S POINT OF REFERENCE FOR MAKING EDUCATED DECISIONS

UCLA Economists Continue to Predict Slow Growth Economy
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[Editor’s Note: We routinely track and report out on economic data from multiple valuable sources including the
Legislative Analyst’s Office (LAO), the California Department of Finance, and the UCLA Anderson School of
Management. The perspectives these entities provide are crucial to an awareness of economic indicators, their impact
on community colleges, and budget planning.

This week, both the UCLA Anderson School of Management’s December 2023 Forecast (Forecast) and the LAO’s
2024-25 Fiscal Outlook were released. The stated goal of the LAO’s Fiscal Outlook is to provide fiscal estimates and
analysis of the state’s budget condition to the Legislature as they begin their work on the 2024-25 budget. The UCLA
Forecast provides invaluable forecasting and economic outlook information on the national and California
economies.

The article below covers the Forecast, presented Wednesday, December 6, 2023. There are some notable similarities,
such as each predicting a slow growth California economy, and there are some key differences relative to their
intended purpose and the scope of the time period covered in each report. We believe both provide valuable
information for a robust budget discussion in 2024.]

Yesterday, December 6, 2023, the UCLA Anderson School of Management presented its December 2023
Economic Forecast (Forecast). This Forecast, the fourth and final for 2023, mirrors the October 2023 Forecast
—anticipating slow growth in the economy, notable vulnerability, and substantial foreseen risks. Happily,
there is again no predicted recession in the near future.

As for reasons why the predicted national recession did not occur, the Forecast points to the combination of
tightening monetary policy and simultaneous easing fiscal policy, including the federal Creating Helpful
Incentives to Produce Semiconductors Act, the Infrastructure Act, and the Inflation Reduction Act, which



created additional demand and increased business investment. In addition, although interest rate rises tend
to cool the economy, especially housing and automobile costs, the impact to housing and automobile costs
has been mitigated by neither sector being “overbuilt.” The fact that housing and auto sectors are not
overbuilt is also mentioned as a contributing factor to the economy’s resilience.

UCLA Economist Jerry Nickelsburg acknowledged significantly higher 2023 quarter three real gross domestic
product (GDP) growth at 4.8% than the 2.3% predicted in September, but noted that level of growth was
anomalous and attributed to inventory replacement following a weak inventory accumulation the previous
quarter. The Forecast sees GDP falling to 0.7% at the lowest point in the second quarter of 2024, remaining at
1.0% through the end of 2024, and rising to 2.5% by the fourth quarter of 2025, the end of the forecast period.
It is noted in the December 2023 Forecast report that a 1.0% economy is essentially a no-growth economy.

Headline inflation is projected at 2.8% for the first and second quarters of 2024, declining thereafter to 2.7%
through the remainder of the forecast period. While inflation is not expected to fall to the 2.0% goal
consistently stated by the Federal Reserve (Fed), the Forecast predicts the Fed will ease up on the federal
funds rate. National unemployment is projected to remain strong, although increasing from 3.6% in the
current year to 3.9% in 2024 and 3.8% in 2025. Housing is anticipated to stay slightly under the historical
average but not low enough to trigger a recession.

The notable risks to the economy and forecast are the Middle East and Russia/Ukraine conflicts,
China/Taiwan and India/Pakistan potential conflicts, decisions made by (or impasse of) our elected officials,
the impact of policy changes due to the 2024 election, the wide gap between U.S. political parties’ economic
policy, and climate change. If these risks sound familiar it is because most of them were noted as risks in
October as well.

Turning to California, the Forecast predicts slow, “anemic” growth overall, which is in alignment with U.S.
economic growth predictions, although California’s growth is anticipated to outpace only narrowly that of the
national economy.

Recent employment growth in California slowed more quickly than anticipated. The U.S. outpaced all but
three areas in California in growth in jobs through the end of October 2023. Only the Central Coast, Orange
County, and the Sacramento Delta exceeded overall U.S. job growth. The areas with the slowest job growth in
California were the Bay Area and the San Joaquin Valley. On the positive side, an infusion of venture capital
money into Al research and development is expected to bolster Bay Area job growth moving forward. In
addition, job losses over the last quarter due to the two Hollywood labor actions are projected to turn around
and solid growth is anticipated in the related job sector over the next six months due to the resolution of those
labor conflicts.

The California unemployment rate, currently at 4.8%, is projected to average at 4.7% for the current year and
4.5% and 3.8% for 2024 and 2025, respectively. Total employment growth rates are projected to be 0.3% and
0.9% during the same two years.



California’s housing market is not responding to increased interest rates as expected. While the median price
of single-family homes in California overall has declined on a seasonally adjusted basis by 5.5%, in several
parts of the state, i.e., San Diego, Los Angeles, and San Francisco, prices continue to increase. While the rest of
the nation saw double-digit declines in new home permits, California’s new home permits declined by 8.8%
over the same period. New building in California is responding to a slowdown in availability of existing homes
and policy changes encouraging the building of accessory dwelling units. New building is anticipated to
increase after a pause in 2024.

Like the U.S. economy, the Forecast highlights political and geopolitical risks to the California economy, as
well as drought and deluge weather, and the potential negative impact of interest rates on expansion.
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2024-25 BUDGET

Executive Summary

California Faces a $68 Billion Deficit. Largely as a result of a severe revenue decline in
2022-23, the state faces a serious budget deficit. Specifically, under the state’s current law
and policy, we estimate the Legislature will need to solve a budget problem of $68 billion in the
upcoming budget process.

Unprecedented Prior-Year Revenue Shortfall Creates Unique Challenges. Typically, the
budget process does not involve large changes in revenue in the prior year (in this case, 2022-23).
This is because prior-year taxes usually have been filed and associated revenues collected.

Due to the state conforming to federal tax filing extensions, however, the Legislature is gaining a
complete picture of 2022-23 tax collections after the fiscal year has already ended. Specifically,
we estimate that 2022-23 revenue will be $26 billion below budget act estimates. This creates
unique and difficult challenges—including limiting the Legislature’s options for addressing the
budget problem.

Legislature Has Multiple Tools Available to Address Budget Problem. \While addressing
a deficit of this scope will be challenging, the Legislature has a number of options available to
do so. In particular, the state has nearly $24 billion in reserves to address the budget problem.
In addition, there are options to reduce spending on schools and community colleges that could
address nearly $17 billion of the budget problem. Further adjustments to other areas of the
budget, such as reductions to one-time spending, could address at least an additional $10 billion
or so. These options and some others, like cost shifts, would allow the Legislature to solve most
of the deficit largely without impacting the state’s core ongoing service level.

Legislature Will Have Fewer Options to Address Multiyear Deficits in the Coming Years.
Given the state faces a serious budget problem, using general purpose reserves this year is
merited. That said, we suggest the Legislature exercise some caution when deploying tools like
reserves and cost shifts. The state’s reserves are unlikely to be sufficient to cover the state’s
multiyear deficits—which average $30 billion per year under our estimates. These deficits likely
necessitate ongoing spending reductions, revenue increases, or both. As a result, preserving a
substantial portion—potentially up to half—of reserves would provide a helpful cushion in light of
the anticipated shortfalls that lie ahead.
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INTRODUCTION

2024-25 BUDGET

Each year, our office publishes the Fiscal Outlook
in anticipation of the upcoming budget season.
The goal of this report is to give the Legislature our
independent estimates and analysis of the state’s
budget condition as lawmakers begin planning the
2024-25 budget. This year, this report has three
key takeaways:

e California Faces a Serious Deficit.
Largely as a result of a severe revenue decline
in 2022-23, the state faces a serious budget
deficit. Specifically, under the state’s current
law and policy, we estimate the Legislature will
need to solve a budget problem of $68 billion
in the coming budget process.

e Unprecedented Prior-Year Revenue
Shortfall. Typically, the budget process
does not involve large changes in revenue in
the prior year (in this case, 2022-23). This is
because prior-year taxes usually have been
filed and associated revenues collected.

Due to the state conforming to federal tax
filing extensions, however, the Legislature is
only gaining a complete picture of 2022-23
tax collections after the fiscal year has already
ended. Specifically, we estimate that 2022-23
revenue will be $26 billion below budget

act estimates.

e legislature Has Multiple Tools Available to
Address Budget Problem. While addressing
a deficit of this scope will be challenging, the
Legislature has a number of options available
to do so. In particular, the Legislature has
reserves to withdraw, one-time spending to
pull back, and alternative approaches for
school funding to consider. These options,
along with some others, would allow the
Legislature to solve most of the deficit largely
without impacting the state’s core ongoing
service level.

CALIFORNIA ENTERED A DOWNTURN LAST YEAR

Higher Borrowing Costs and Reduced
Investment Have Cooled California’s Economy.
In an effort to cool an overheated U.S. economy,
the Federal Reserve has taken actions over the
last two years to make borrowing more expensive
and reduce the amount of money available for
investment. This has slowed economic activity in
a number of ways. For example, home sales are
down by about half, largely because the monthly
mortgage to purchase a typical California home
has gone from $3,500 to $5,400. Some effects of
the Federal Reserve’s actions have hit segments
of the economy that have an outsized importance
to California. In particular, investment in California
startups and technology companies is especially
sensitive to financial conditions and, as a result,
has dropped significantly. For example, the number
of California companies that went public (sold
stock to public investors for the first time) in 2022
and 2023 is down over 80 percent from 2021.

www.lao.ca.gov

As a result, California businesses have had much
less funding available to expand operations or hire
new workers.

State’s Economy Entered a Downturn in 2022.
These mounting economic headwinds have pushed
the state’s economy into a downturn. The number
of unemployed workers in California has risen
nearly 200,000 since the summer of 2022. This has
resulted in a jump in the state’s unemployment rate
from 3.8 percent to 4.8 percent, as Figure 1 on
the next page shows. Similarly, inflation-adjusted
incomes posted five straight quarters of
year-over-year declines from the first quarter of
2022 to the first quarter 2023.

Recent Revenue Collections Show Impact of
Economic Downturn. With the state’s conformity
to federal actions postponing deadlines for tax
payments on investment and business income
for much of the past year, the state adopted the
2023-24 budget without a clear picture of the impact
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Figure 1

Uptick in Unemployment Rate Triggered a Recession Indicator

Federal policymakers use the Sahm Rule to track the start of recessions in real time.
The Sahm Rule has accurately indicated —with no false positives—the prior six U.S. recessions as well as
California downturns.
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Sahm Recession Indicator signals the start of a recession when the three-month moving average of the unemployment rate rises by 0.5 percentage points or more relative to its

low during the previous 12 months.

of recent economic weakness on state revenues.
Regardless, there have been signs of revenue
weakness over the past year. The portion of

income taxes collected directly from workers’
paychecks was down 2 percent over the last twelve
months compared to the preceding year. Sales

tax collections have been essentially flat, despite
above-average growth in consumer prices. The full
extent of revenue weakness, however, came into full
focus recently with the arrival of the postponed tax
payments. With the deadline passed, collections
data now show a severe revenue decline, with

total income tax collections down 25 percent in
2022-23. This decline is similar to those seen during
the Great Recession and dot-com bust. While the
slowdown of investment in California companies
and corresponding broader economic weakness
likely were primary drivers of this decline, another
important factor was financial market distress

in 2022. Overall, the experience of the last few years

6

suggests California’s economy and revenues are
uniquely sensitive to Federal Reserve actions.

Significant Risk That Weakness Could
Persist Into Next Year. Whether the recent
weakness will continue is difficult to say. However,
the odds do not appear to be in the state’s favor.
Past downturns similar to this recent episode have
tended to be followed by additional weakness.
For instance, as Figure 1 shows, an increase in the
unemployment rate similar to the recent period has
consistently been followed by an extended period of
elevated unemployment. Similarly, in the past, years
with large revenue declines typically have been
followed by an additional year of lackluster revenue
performance. History does not always repeat itself
and might not this time. Nonetheless, there is a
significant risk the current weakness could continue
into next year.
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Revenue Outlook Reflects Risk
of Continued Weakness. Reflecting
the risk of continued weakness,
our revenue outlook—shown in
Figure 2—anticipates collections

Figure 2
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LAO Revenue Outlook
Total Revenue Excluding Federal Cost Recovery (In Billions)

will be nearly flat in 2023-24, after

$280 -
falling 20 percent in 2022-23.
Our outlook then has revenue growth 260 -
returning in 2024-25 and beyond.
Based on this trajectory, our revenue 240 |
outlook expects collections to come
in $58 billion below budget act 240
assumptions across 2022-23 through
2024-25, with about half of this e
difference ($26 billion) attributable to .
2022-283. As always, this forecast is
highly uncertain. It is entirely possible 160

The shaded area shows how far revenues could deviate from our
main forecast. Outcomes beyond the shaded area are possible,
but revenues most likely will fall in the shaded area.

that revenues could end up $15 billion 2021-22
higher or lower than our forecast for

2023-24 and $30 billion higher or

lower for 2024-25.

THE BUDGET PROBLEM

2023-24 2024-25 2025-26 2026-27

2027-28

Budget Year

In this section, we describe our estimates of
California’s budget condition for the upcoming
fiscal year: 2024-25. We expect the state will face
a serious deficit, also known as a budget problem.
A budget problem occurs when resources for the
upcoming budget are insufficient
to cover the costs of currently
authorized services. Figure 3

State Faces a $68 Billion

in 2024-25 that was higher than expected
revenue collections. Put another way, last
year’s budget planned for a deficit in 2024-25.
That anticipated deficit of $14 billion is the

starting place for the upcoming budget

process and therefore adds to the calculation

of the budget problem.

General Fund Condition Under Fiscal Outlook

Deficit. Under current law and (In Millions)
policy, we estimate the state
faces a budget problem of 2022-23 2023-24 2024-25
$68 billion. Figure 3 reflects the Prior-year fund balance $52,561 $167 -$32,792
budget problem in the 2024-25 Revenues and transfers 179,961 189,062 193,255
ending balance in the Special Expenditures 232;355 §22,021 :22,782
. P Ending Fund Balance 167 -$32,792 -$62,318
Fund for Economic U.ncertamhes. R, 35,27 85,272 $5.070
The budget problem is the net SFEU balance -$5,105 -$38,064 -$67,590
effect of the following factors:
Reserves
e State Anticipated a Deficit BSA balance $21,515 $22,074 $22,809
Safety Net Reserve 900 900 900

of Around $14 Billion.
The 2023-24 Budget Act
planned for a spending level

www.lao.ca.gov

SFEU = Special Fund for Economic Uncertainties and BSA = Budget Stabilization Account.



2024-25 BUDGET

* Revenues Are Lower Than Budget Act
Projections by $58 Billion. As described
earlier, collections data to date show a
severe revenue decline, with total income
tax collections down 25 percent in 2022-23.
Reflecting the risk of continued economic
weakness, our forecast anticipates flat
revenue growth for 2023-24, with positive
growth returning in 2024-25 and beyond.
Based on this trajectory, our revenue outlook
expects collections to come in $58 billion
below budget act assumptions across the
budget window. This is the major driver of the
budget problem.

e School and Community College Spending
Is Lower by More Than $4 Billion.
Proposition 98 (1988) establishes a minimum
annual funding requirement for schools and
community colleges, met with state General
Fund and local property tax revenue. When
General Fund revenue declines, the minimum
requirement usually declines in tandem.
Most school spending, however, does not
automatically decrease when the minimum
requirement drops in the current or prior
year. As described in the nearby box, the
state could decide to reduce Proposition 98
General Fund spending by nearly $21 billion
under our outlook, but the automatic reduction
is about $4 billion. The budget problem is
therefore lower by about $4 billion in our
deficit calculation.

e Other Spending Is Lower by $4 Billion.
We estimate spending across the rest of the
budget will be lower than the administration’s
June projections by about $4 billion over
the budget window. The major driver of this
difference is spending on health and human
services (HHS) programs, where our estimates
are lower by about $3 billion. We do not have
department- or program-level detail on the
administration’s HHS spending forecast, so
we cannot give more detail about the nature
of this difference. This lowers the budget
problem by a like amount.

e Entering Fund Balance Is Lower by
$3 Billion. Budgetary changes to years
before the budget window are reflected in
the 2022-23 entering fund balance. (These
changes occur due to accounting rules,
which sometimes result in the state “accruing”
or attributing revenues or spending to
earlier years, based on when the underlying
economic activity is estimated to have
occurred.) Our estimate of the budget problem
reflects a $3 billion downward adjustment in
the entering fund balance as a result of lower
revenues. This adds to the budget problem.

* Reserve Deposits Are Higher by
$400 Million. Proposition 2 (2014) requires
the state to set aside minimum amounts to
deposit into its reserve, pay down debts,
and (under certain conditions) spend money
on infrastructure. These requirements are
determined by a set of relatively complex
formulas. Ordinarily, the required set asides
increase when revenues increase and drop
when revenues decrease. This year, however,
due to a variety of idiosyncratic issues, under
current law and policy, the state’s reserve
requirements would increase in response
to our revenue forecast. The nearby box
describes the reasons why. As we discuss
later, in response to a budget emergency,
the Legislature and Governor can decide to
suspend these deposits and/or withdraw
funds from the reserve.

Multiyear

In this section, we describe our estimates of
California’s budget condition for the multiyear
period through 2027-28. This projection is based
on our main revenue forecast, as shown in Figure 2,
and spending forecast, as shown in Appendix 2.

State Faces Significant Operating Deficits.
Figure 4 on page 10, shows our projections of
the multiyear condition of the budget under our
main revenue forecast. As the figure shows, in
addition to the $68 billion budget problem we
have identified for 2024-25, the state faces annual
operating deficits of around $30 billion per year.
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2024-25 BUDGET

ONLY MODEST AUTOMATIC SPENDING CHANGES
IN RESPONSE TO LOWER REVENUES

State Has Two Constitutional Reserves with Formula-Driven Requirements. Proposition 2
(2014) governs deposits into (and withdrawals from) the state’s two constitutional reserves: the Budget
Stabilization Account (BSA), a general purpose reserve, and the Proposition 98 Reserve, which is
dedicated to schools and community colleges. In both cases, reserve requirements tend to go up when
revenues increase, particularly when capital gains taxes rise, and vice versa. These requirements are
automatically adjusted in response to changes in revenue estimates and both reserves have maximum
thresholds. In the case of the BSA, requirements above the maximum threshold must be spent on
infrastructure instead. In the case of the Proposition 98 Reserve, reserve withdrawals are sometimes
required, especially in tighter fiscal times.

Proposition 2

This Year, Most Declines in BSA-Related Requirements Do Not Impact Budget’s Bottom
Line. Typically, drops in revenue would result in lower BSA and infrastructure requirements. Under our
estimates, the state’s required payments on infrastructure decline by billions of dollars, but because
of the way these payments are scored, these changes have no impact on the budget’s bottom line.

In addition, BSA deposits increase largely because of the significant downward revenue adjustment
to 2022-23. The large downward revenue adjustment means the state must continue to make
reserve deposits to reach the 10 percent threshold (under our understanding of the administration’s
interpretation of Proposition 2) after 2022-23.

Proposition 98

Proposition 98 Sets Minimum Level of School Funding. Proposition 98 (1988) amended the
California Constitution to establish a minimum annual funding requirement for schools and community
colleges. The state calculates the minimum requirement using formulas that account for various inputs,
including General Fund revenue. The state meets the requirement through a combination of General
Fund spending and local property tax revenue. The state recalculates the minimum requirement at
the end of the year based on revised estimates of these inputs, followed by a second recalculation at
the end of the following year. When the minimum requirement decreases, the state can leave school
spending at the level it initially approved in the budget or reduce spending to the lower requirement.

Estimate of Minimum General Fund Spending Requirement Under Proposition 98 Is Down
$21 Billion... Under our outlook, the decline in General Fund revenue reduces the minimum required
General Fund spending under Proposition 98 by $21 billion from 2022-23 through 2024-25, which
represents a reduction of nearly 38 cents for each dollar of lower revenue. This reduction includes
$9.6 billion in 2022-23, $7 billion in 2023-24, and $4.4 billion in 2024-25. The magnitude of the
downward revision in 2022-23 is unprecedented for a fiscal year that is already over. Although the
state has experienced large swings in the minimum requirement for fiscal years that are currently in
progress, revisions to prior fiscal years are typically minor and rarely exceed a few hundreds of millions
of dollars.

... But Automatic Reduction in School Spending Is Only $4.3 Billion. Although the constitutional
minimum funding requirement is down $21 billion, the automatic reduction in school spending over the
period is only $4.3 billion. Most of this reduction relates to the automatic elimination of required deposits
into the Proposition 98 Reserve in 2022-23 and 2023-24. After accounting for the effects of lower reserve
deposits—along with several smaller adjustments— General Fund spending over the three years is down
$4.3 billion compared with the June 2023 estimates. This reduction leaves school spending nearly
$16.7 billion above the levels that would exist if the state only funded at the constitutional minimum each year
of the period.

www.lao.ca.gov 9
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These operating deficits represent
additional budget problems

the Legislature would need to
address in the coming years,
either by reducing spending,

Figure 4

State Faces Serious Budget Problem in 2024-25,
and Significant Operating Deficits in Future Years

increasing revenues, shifting ( Edltorme)

costs, or using reserves. Although

highly uncertain, our projection

of the state’s deficits would $10 -

accumulate to $155 billion across 0]

the forecast window, which is

significantly more than the amount 0

of reserves the state has available -40 -

(about $24 billion). 5
Extent of Future Deficits 60 4

Depends on Legislative 0

Decisions This Year. The multiyear

deficits shown in Figure 4 are

subject to substantial uncertainty.

First, revenue estimates can easily

differ from our estimates by tens of billions of
dollars in either direction. Second, these deficits
are based on our assessment of the costs of the
state’s programs under current law and policy.

2024-25

2025-26 2026-27 2027-28

W Budget Problem Operating Deficits

The state’s actual costs will be higher or lower
depending on decisions made by the Legislature,
including, for example, about how to fund schools
and community colleges in 2022-23.

SOLVING THE BUDGET PROBLEM

State Has Various Options to Address the
Budget Problem. While addressing a deficit of
$68 billion will be challenging, the Legislature has a
number of options available to do so. In this section,
we describe some of the key ones. (Some of the
solutions here assume a budget emergency is
declared.) These solutions include:

e Withdraw Reserves. Under our estimates, the
state would have about $24 billion in reserves
to help address the budget problem (assuming
a budget emergency is declared).

* Reduce Proposition 98 Spending. Over
the three-year period, the state could reduce
General Fund costs by $16.7 billion if it were
to lower school spending to the constitutional
minimum allowed under Proposition 98.

One option for implementing some of this
reduction would be to use the Proposition 98
Reserve to cover school-related costs

that exceed the Proposition 98 minimum
requirement in 2022-23.

10

e Reduce Other One-Time Spending.

We estimate the state has at least $8 billion in
one-time and temporary spending in 2024-25
that could be pulled back to help address

the budget problem. In addition, there are
potentially billions of dollars more in spending
from prior years that has been committed but
not yet distributed, and therefore also could be
reduced to help address the budget problem.

¢ I|dentify Other Solutions. Even after using
most or all of these solutions, the Legislature
still would need to find more solutions
to address the remainder of the budget
problem. Other options include additional
cost shifts (such as more loans from special
funds), revenue solutions, and ongoing
spending reductions.

LEGISLATIVE ANALYST’S OFFICE



Withdraw Reserves

State Could Withdraw Up to $24 Billion
in General Purpose Reserves. As shown in
Figure 3, the state has $23 billion in the BSA under
our estimates, plus about $1 billion in the Safety
Net Reserve, to address the budget problem.
The Safety Net Reserve is available to fund program
costs in HHS programs, like Medi-Cal, while the
BSA can only be accessed in a budget emergency,
as described below.

Budget Emergency Available Under Our
Estimates. The Legislature can only suspend
mandatory deposits or make withdrawals from
either of its two constitutional reserves—the BSA
and the Proposition 98 Reserve—if the Governor
declares a budget emergency. The Governor
may declare a budget emergency in two cases:

(1) if estimated resources in the current or upcoming
fiscal year are insufficient to keep spending at

the level of the highest of the prior three budgets,
adjusted for inflation and population (a “fiscal
budget emergency”), or (2) in response to a natural
or man-made disaster. Under our forecast, a fiscal
emergency would be available both in 2023-24 and
2024-25. In the case of a fiscal budget emergency,
the Legislature only can withdraw the lesser

of: (1) the amount of the budget emergency, or

(2) 50 percent of the BSA balance (in each year).
As of this writing, the Governor has not called a
fiscal budget emergency for 2023-24 or 2024-25.

Reduce Proposition 98 Spending

Spending Reductions Would Help Balance
the Budget but Involve Trade-Offs. If the
Legislature reduced school spending to the
constitutional minimum allowed by Proposition 98,
it would address up to $16.7 billion of the budget
problem. To obtain these savings, the state would
have to reduce spending it previously approved in
2022-23 and 2023-24. In previous downturns, the
state relied heavily on two main approaches for
implementing such reductions: (1) across-the-board
reductions to per-pupil allocations and (2) payment
deferrals. These options, however, tend to be
disruptive for school operations, particularly
when the state announces them on short notice.

In addition, the state’s options for reductions in

www.lao.ca.gov
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2022-23 are relatively limited because the state

has allocated most of the funding attributable to
the prior year already. Before resorting to cuts or
deferrals, however, the state could reduce spending
in other ways that would be less disruptive

for schools.

Proposition 98 Reserve Could Cover
Spending Above the Minimum Requirement
in 2022-23. Based on deposits the state made
in 2020-21 and 2021-22, the Proposition 98
Reserve currently holds a balance of $8.1 billion.
(This amount excludes the additional deposits
the state had anticipated making in 2022-23 and
2023-24 prior to our lower revenue estimates.)
The state could use up to $7.7 billion of this
balance to cover school spending that exceeds
the Proposition 98 minimum requirement in
2022-23. Using the Proposition 98 Reserve in
this way would allow the state to lower General
Fund spending to the constitutional minimum
level in the prior year without reducing the funding
allocations it previously approved. From an
accounting perspective, Proposition 98 Reserve
withdrawals also do not count as spending for
the purpose of determining the minimum funding
requirement in future years. This means using the
Proposition 98 Reserve for 2022-23 also would
reduce the constitutional minimum requirements
in 2023-24 and 2024-25. (The formulas governing
the Proposition 98 Reserve would require the state
to withdraw the remaining amount in the reserve—
about $450 million—in 2023-24.)

State Could Make Reductions to Programs
With Unallocated Funds. Although the
Proposition 98 Reserve could allow the state
to reduce General Fund spending with minimal
disruption to school programs, the reserve balance
is not large enough to obtain $16.7 billion in
savings by itself. If the state wanted to obtain the
maximum possible savings, it would need to make
additional reductions. One option is to reduce
program funding that has not yet been allocated
to schools. For example, the state previously
approved $1.1 billion for grants to community
schools that count as spending in 2022-23 but have
not yet been awarded. (This funding is in addition
to the roughly $3 billion in funding for community
schools that the state approved prior to 2022-23.)
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In addition, several hundreds of millions of dollars
in State Preschool funding provided in 2022-23
and 2023-24 is currently not obligated for any
specific purpose. Over the coming months, the
state likely will be able to identify additional grants
and programs with unspent funds. Reducing grants
that have not yet been allocated to schools could
allow the state to reduce General Fund spending
while minimizing reductions to funding that schools
were already planning to receive. As we explain in
the Appendix, if the Legislature took these actions,
Proposition 98 funding would be sufficient to

cover all but $1 billion of ongoing program costs

in 2024-25.

Reduce One-Time Spending

Pulling Back One-Time and Temporary
Spending Could Provide More Than $10 Billion
in Solutions. We estimate the state has $8.6 billion
in one-time and temporary spending slated for
2024-25 that can be reduced entirely in order to
address the serious budget problem. This includes
spending of: $2.2 billion in transportation,
$1.9 billion in natural resources and environment,
and $1.8 billion in various education programs.

In addition, the Legislature has committed tens of
billions of dollars in previous years to one-time and
temporary purposes, including billions of dollars

in the current year. Some of these funds could be
withdrawn to address the deficit, but the Legislature
would need to request more information from the
administration to know the precise amounts that
could be feasibly reduced. To maximize flexibility
and mitigate disruption, some of these pullbacks
could merit early action in 2024.

12

Identify Other Solutions

State Might Have Some Cost Shift Options
Remaining. Cost shifts occur when the state
moves costs between fund sources or entities—
for example, shifting spending from the General
Fund to special funds or, as has been done in
prior budgets, shifting costs from the state to local
governments. The state used about $10 billion in
cost shifts to address last year’s budget problem
and could have some additional capacity to shift
additional costs again this year. For example, we
think the state would have more capacity to make
loans from special funds if those loans were made
on a pooled basis, rather than on an individual
fund basis.

State Has Used Revenue Increases to
Address Past Budget Problems. For example,
in 2020-21, the state temporarily suspended
net operating loss (NOL) deductions, preventing
corporations with net income over $1 million from
using NOLs. The state also limited businesses
from claiming more than $5 million in tax credits.
The state also has increased broad-based taxes
on a temporary and permanent basis in similar
revenue downturns.

Other Spending Reductions. Given the extent
of the deficit, the state might also have to reduce
other spending—including cuts into its core service
level—in order to balance the budget. In facing
budget problems of similar magnitudes, the state
in the past has made reductions to employee
compensation and lowered spending on higher
education and the judicial branch. The Legislature
also could explore using more of the state’s recently
reauthorized tax on managed care organization
to offset the General Fund costs of Medi-Cal,
rather than for other costs, such as increasing
provider rates.

LEGISLATIVE ANALYST’S OFFICE



COMMENTS

2024-25 BUDGET

Unprecedented Prior-Year Revenue Revision
Creates Unique Challenges. Typically, the budget
process does not involve large changes in revenue
in the prior year (in this case, 2022-23). This is
because usually prior-year taxes already have been
filed and associated revenues collected. Due to
the federal tax filing extensions, however, the
Legislature is gaining a complete picture of 2022-23
tax collections after the fiscal year has already
ended. This creates unique and difficult challenges.
Had the Legislature had complete information
about 2022-23 tax collections in May, as would be
typical, it would have solved much of this deficit in
June 2023. At that time, the Legislature would have
had more options available to reduce spending.
Now that the fiscal year has ended, adjusting
spending for 2022-23 across a broad range of
programs will be more challenging, including for
schools and community colleges and much of the
rest of the budget.

Early Action Could Increase Flexibility. Given
the scale of the budget problem, we suggest
the Legislature immediately begin evaluating
past spending to find monies that have been
committed but not yet distributed. These could be
pulled back to help address the budget problem.
Taking early action on these reductions could
increase the choices available to the Legislature.
Once more money has been distributed, fewer
options will be available by May.

www.lao.ca.gov

Legislature Will Have Fewer Options to
Address Multiyear Deficits in the Coming Years.
Given the state faces a serious budget problem,
using general purpose reserves this year is merited.
That said, we suggest the Legislature exercise
some caution when deploying tools like reserves
and cost shifts. The state’s reserves—which total
$24 billion—are unlikely to be sufficient to cover the
state’s multiyear deficits—which average $30 billion
per year under our estimates. These deficits
likely necessitate ongoing spending reductions,
revenue increases, or both. As a result, preserving
a substantial portion—potentially up to half—of
reserves would provide a helpful cushion in light of
the anticipated shortfalls that lie ahead.
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APPENDIX 1: OUTLOOK FOR SCHOOL AND
COMMUNITY COLLEGE FUNDING

Total Proposition 98 Funding Requirement
Down $18.8 Billion Compared With June
Estimates. Under our outlook, the minimum
funding requirement for schools across 2022-23,
2023-24, and 2024-25 is $18.8 billion lower than
the estimates from June 2023. This reduction
reflects two main adjustments: (1) a $21 billion
decrease in required General Fund spending and
(2) a $2.2 billion increase in local property tax
revenue. The reduction in required General Fund
spending reflects our significantly lower estimates
of General Fund revenue, with the minimum
funding requirement decreasing nearly 38 cents
for each dollar of lower revenue. The increase in
local property tax revenue reflects preliminary data
showing growth in 2022-23 and 2023-24. Appendix
Figure 1 and Figure 2 on the following pages
provide more detail on these changes by year.

As the bottom of Appendix Figure 2 shows, the total
reduction in the minimum funding requirement is

$9 billion in 2022-23, $6.3 billion in 2023-24, and
$3.5 billion in 2024-25. These amounts represent
the maximum reductions in school funding—relative
to June 2023 estimates—the state could make
while still meeting the Proposition 98 minimum
funding requirement.

Under Baseline Assumptions, State Would
Provide $11.9 Billion More Than the Revised
Minimum Requirement in 2022-23 and 2023-24.
Although the Proposition 98 funding requirement
changes automatically based on updated revenue
estimates, the law does not automatically adjust
most school spending in the current or prior
year. For 2022-23, we estimate that automatic
adjustments only reduce Proposition 98 spending
by $1.3 billion compared with the level anticipated
in June 2023. This reduction mainly reflects
the elimination of the required deposit into the
Proposition 98 Reserve (the deposit is no longer
required due to our lower estimates of capital gains
revenue). It also reflects a small increase in costs
for the Local Control Funding Formula and various
smaller adjustments. Accounting for the $9 billion
decrease in the Proposition 98 funding requirement
and the $1.3 billion decrease in costs, overall
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spending in the prior year is $7.7 billion above the
minimum requirement. This funding above the
minimum level also becomes part of the base for
calculating the minimum requirement in 2023-24.
Specifically, it increases the 2023-24 requirement
by $4.2 billion relative to the amount the state
otherwise would have to provide. Across both years
combined, funding under our baseline assumptions
is $11.9 billion higher than the amount the state
would provide if it were to fund at the minimum
level only.

Decision About Spending in 2022-23 and
2023-24 Affects Calculation of the Funding
Requirement in 2024-25. The Legislature’s
decision about whether to reduce funding to the
lower minimum requirement in the current and prior
year has significant implications for the calculation
of the funding requirement in 2024-25. We estimate
that if the state leaves funding $11.9 billion above
the Proposition 98 minimum requirement across
2022-23 and 2023-24 (consistent with our baseline
assumptions), the funding requirement in 2024-25
would be $113 billion. This level of funding would
be slightly higher than the estimate the state made
in June 20283. Conversely, if the state were to lower
funding in 2022-23 and 2023-24 to the minimum
levels allowed under Proposition 98, the funding
requirement in 2024-25 would be $108.2 billion.
This level of funding would be about $3.5 billion
less than the estimate the state made in June 2023.
If the state were to lower spending somewhat but
not to the minimum levels in 2022-23 and 2023-24,
the funding requirement in 2024-25 would fall
somewhere between $108.2 billion and $113 billion.

Total Costs for Existing Programs and
Statutory Cost-of-Living Adjustment (COLA)
Estimated at $109.3 Billion. Separate from
our calculations of the Proposition 98 funding
requirement, we also estimated the cost of
maintaining existing school and community college
programs in 2024-25. In making this estimate,
we accounted for cost increases and decreases
related to (1) changes in student attendance and
community college enrollment, (2) an estimated
statutory COLA of 1.27 percent, and (3) the
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Appendix 1, Figure 1
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Comparing Proposition 98 Funding Levels in the Budget Window?

(In Billions)
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2023-24

2022-23

M Enacted Budget Level |7 Baseline Funding Assumptionb

$8.1 Billion Reserve Withdrawal
Available During the Budget Window

$10

2024-25

Il Minimum Funding Level®

@ Reflects total General Fund and local property tax revenue for schools and community colleges.

b For 2022-23 and 2023-24, reflects June funding level with automatic adjustments, including elimination of required reserve deposits and baseline adjustments to
Local Control Funding Formula. For 2024-25, reflects estimate of the Proposition 98 minimum requirement building upon the baseline spending assumptions in 2022-23 and 2023-24.

© Reflects funding level if state funds at the Proposition 98 minimum requirement each year of the period.

expiration of various one-time costs and savings
included in the June 2023 budget plan. Under
our estimates, the total cost for existing programs
in 2024-25 is $109.3 billion. Of this amount,

$1.3 billion is the cost specifically associated

with the 1.27 percent statutory COLA. Under our
baseline assumption (in which the state does

not reduce funding to the minimum level in the
current or prior year), the Proposition 98 funding
requirement in 2024-25 would be more than enough
to cover the statutory COLA. If the state were to
reduce spending to the minimum level, however,
the 2024-25 funding requirement would be about
$1 billion less than the cost of existing programs
adjusted for COLA.

State Estimated to Withdraw Entire
Proposition 98 Reserve Balance. Under our
outlook, the reductions in Proposition 98 funding
require the state to withdraw the entire $8.1 billion

www.lao.ca.gov

balance in the Proposition 98 Reserve. Under our
baseline assumption—that is, absent any special
action by the Legislature —the constitutional
formulas would require withdrawals of nearly

$5.5 billion in 2023-24 and nearly $2.7 billion in
2024-25. Alternatively, the state could decide

to withdraw funds preemptively and use them

to cover costs that exceed the Proposition 98
requirement in the prior year. Under this approach,
the state would withdraw $7.7 billion from the
reserve for use in 2022-23 (it would be required to
withdraw the remaining $450 million in 2023-24).
This approach would allow the state to reduce
General Fund spending on schools in the prior year
without cutting school programs below previously
approved levels. (This approach also assumes

a budget emergency is declared.) Under the
Constitution, the Legislature may use withdrawals
from the Proposition 98 Reserve for any school or
community college purpose.
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Appendix 1, Figure 2

Comparing Proposition 98 Funding Estimates
(Dollars in Millions)

2022-23 2023-24 2024-25 Three-Year Totals

Proposition 98 Estimates

June 2023 Enacted Budget

Proposition 98 Funding:

General Fund $78,117 $77,457 $79,739 $235,314
Local property tax 29,241 30,854 31,881 $91,977
Totals $107,359 $108,312 $111,621 $327,291
General Fund tax revenue? $204,533 $201,213 $203,116 $608,862
K-12 average daily attendance 0.1% 0.3% -0.2% =
Per capita personal income 7.6 4.4 3.1 —
Per capital General Fund® -6.2 -0.8 1.4 —
Operative test 1 1 1 —

LAO December Outlook With Baseline Adjustments Only

Proposition 98 Funding:

General Fund $76,244 $74,651 $80,111 $231,007
Local property tax 29,778 31,543 32,867 94,189
Totals $106,022 $106,195 $112,979 $325,195
General Fund tax revenue? $179,091 $182,747 $190,099 $551,938
K-12 average daily attendance 0.9% 0.7% 0.7% =
Per capita personal income 7.6 4.4 4.3 —
Per capital General Fund® -17.8 2.9 5.3 —
Operative test 1 8 2 —

LAO December Outlook With Funding Reduced to Minimum Level

Proposition 98 Funding:

General Fund $68,553 $70,491 $75,295 $214,338
Local property tax 29,778 31,543 32,867 94,189
Totals $98,330 $102,035 $108,162 $308,527
General Fund tax revenue® $179,091 $182,747 $190,099 $551,938
K-12 average daily attendance 0.9% 0.7% 0.7% =
Per capita personal income (Test 2) 7.6 4.4 4.3 -
Per capital General Fund (Test 3)° -17.8 2.9 5.3 -
Operative test 1 1 2 —

Funding Comparisons

Difference From Enacted Budget to LAO Baseline

General Fund -$1,873 -$2,806 $372 -$4,307

Local property tax 536 639 986 2,211
Totals -$1,336 -$2,117 $1,358 -$2,096

Difference From LAO Baseline to Proposition 98 Minimum Level

General Fund -$7,692 -$4,160 -$4,816 -$16,668

Local property tax — — — —
Totals -$7,692 -$4,160 -$4,816 -$16,668

Difference From Enacted Budget to Proposition 98 Minimum Level

General Fund -$9,565 -$6,966 -$4,445 -$20,975

Local property tax 536 689 986 2,211
Totals -$9,028 -$6,277 -$3,459 -$18,764

a Excludes non-tax revenues and transfers, which do not affect the Proposition 98 calculations.
b As set forth in the State Constitution, reflects change in per capita General Fund plus 0.5 percent.
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APPENDIX 2

Appendix 2, Figure 1

General Fund Spending Through 2024-25

(In Billions)

Legislative, Executive
Courts

Business, Consumer Services, and Housing

Transportation

Natural Resources
Environmental Protection
Health and Human Services
Corrections and Rehabilitation
Education

Labor and Workforce Development

Government Operations

General Government
Non-Agency Departments
Tax Relief/Local Government
Statewide Expenditures

Capital Outlay

Debt Service

Non-98 Spending Totals

Proposition 982
Totals

$6.1 $5.2 15%
35 3.7 6
26 0.5 79
0.9 041 -94
57 46 -20
0.6 0.4 -33

73.4 75.4 3

14.2 13.5 -4

21.2 214 1
0.9 1.2 43
4.0 2.3 -42
1.8 17 -3
0.6 0.6 6
4.8 57 18
0.5 0.3 -37
5.8 5.9 2

$146.4 $142.7 -3%
$75.6 $80.1 6%
222.0 222.8 0%

@ Reflects General Fund component of the Proposition 98 minimum guarantee.
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Appendix 2, Figure 2

General Fund Spending by Agency Through 2027-28

(In Billions)

Legislative, Executive
Courts
Business, Consumer Services, and
Housing
Transportation
Natural Resources
Environmental Protection
Health and Human Services
Corrections and Rehabilitation
Education
Labor and Workforce Development
Government Operations
General Government
Non-Agency Departments
Tax Relief/Local Government
Statewide Expenditures
Capital Outlay
Debt Service

Non-98 Spending Totals
Proposition 982

Proposition 2 Infrastructure®
Total Forecasted Spending

@ Reflects General Fund component of the Proposition 98 minimum guarantee.

2024-25 BUDGET

$14.1 $6.1 $5.2 $3.1 $2.5 $2.5 -22.0%
3.5 3.5 3.7 3.8 3.9 41 3.5
3.9 26 0.5 0.3 0.3 0.2 -28.8
1.5 0.9 0.1 0.3 0.0 0.0 77

13.7 5.7 4.6 4.9 3.5 3.3 -10.9
3.9 0.6 0.4 041 041 041 -28.0
61.2 73.4 75.4 79.4 84.3 89.9 6.0
14.8 14.2 13.5 1341 1341 13.0 1.2
20.0 21.2 21.4 20.3 21.3 22.2 1.2
1.3 0.9 1.2 1.0 1.0 1.0 -5.5
55 4.0 2.3 3.4 7.0 81 52.0
2.3 1.8 1.7 1.8 1.3 11 -13.9
07 0.6 0.6 0.6 0.6 07 3.9
1.3 4.8 5.7 6.9 8.2 91 16.9
3.3 0.5 0.3 041 041 0.0 -48.3
5.2 5.8 5.9 5.9 5.9 6.0 0.6
$156.1 $146.4 $142.7 $145.1 $152.9 $161.5 4.2%
$76.2 $75.6 $80.1 $84.5 $87.3 $89.7 3.8%
$0.0 $0.2 $0.7 $1.7 $4.8 $5.4 95.7%
232.4 222.0 222.8 229.6 240.3 251.2 4.1%

b n 2022-23 and 2023-24, amounts are distributed across agencies. In 2024-25 and after, Proposition 2 infrastructure requirements are assumed to offset

existing costs, for example for bond debt service, and so do not result in higher total state costs.
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LAO PUBLICATIONS

This report was prepared by Ann Hollingshead, with contributions from Ken Kapphahn and Brian Uhler, as well as
others across the office, and reviewed by Edgar Cabral and Carolyn Chu. The Legislative Analyst’s Office (LAO) is a
nonpartisan office that provides fiscal and policy information and advice to the Legislature.

To request publications call (916) 445-4656. This report and others, as well as an e-mail subscription service, are

available on the LAO’s website at www.lao.ca.gov. The LAO is located at 925 L Street, Suite 1000, Sacramento,
California 95814.
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NORTH ORANCE COUNTY
COMMUNITY COLLEGE DISTRICT

COUNCIL ON BUDGET AND FACILITIES (CBF)

2023
July 10*

August 14*
September 11
October 9
November 13

December 11

2024
January 8*

February 12
March 11
April 8

May 13
June 10

Fiscal Year 2023-24 CBF Calendar
2" Monday of every month; 2:00 p.m.
Anaheim Campus 105/107

Videoconferencing of the meeting will be available at
Cypress College and the Fullerton College

* Tentative meeting that will only take place if deemed necessary.
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