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LAO

Fiscal Forecast



LAO

LAO Projection of 
General Fund Condition
2007-08 Through 2009-10 (In Millions)



LAO

Huge Operating Shortfalls Projected 
Throughout Forecast Period
General Fund (In Billions)



LAO

U.S. Economy Has Deteriorated
Annual Percent Change in Real Gross Domestic Product



LAO

U.S. Housing Starts to Hit New Low
Annual U.S. Housing Starts, in Million of Units



LAO

Oil Prices Have Fallen Sharply
Average Per Barrel Price of Imported Crude Petroleum
1974 to Present
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Subdued Economic Growth 
Anticipated for California
Annual Percentage Change
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General Fund Revenues 
Take Years to Recover
(In Billions)
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Capital Gains As a Percent of 
Personal Income
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Proposition 98 Forecast
(Dollars in Billions)
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Proposition 98                  
Underlying Forecast Factors
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School District Property Tax Estimates
(In Billions)
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Overview of 
Governor’s Special 
Session Proposals



LAO

Governor’s Special Session 
Proposals: Revenue Increases
(In Millions)



LAO

Governor’s Special Session 
Proposals: Expenditure Savings
(In Millions)



LAO

Governor Proposes $3.2 Billion Reduction in 
Proposition 98 Funding Across Two Years

(In Billions)



LAO

Governor Proposes $2.5 Billion Midyear 
Reduction in Proposition 98 Funding

2008-09 (Dollars in Millions)



LAO

Governor’s Proposed Proposition 98 
Midyear Reductions
(In Millions)



LAO

Governor’s K-12 Flexibility Proposals

Allow transfers of current-year categorical funds to revenue 
limits

Allow transfers of prior-year categorical ending balances to 
revenue limits

Reduce unrestricted reserve requirement by half

Reduce routine maintenance deposits from 3 percent to      
2 percent

Suspend local deferred maintenance match 



LAO

Governor’s Proposals Would Address About 
Half of State’s Long-Term Problem

General Fund Operating Shortfalls (In Billions)
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LAO Assessment



LAO

Keys to Balancing State Budget

Early action
Balanced approach
Long-lasting solutions
More efficient state operations
No new borrowing



LAO

LAO and DOF Differ in Projected Timing of 
Revenue Decline

(In Millions)



LAO

LAO Projection of Proposition 98            
Funding Requirement 

(In Billions)



LAO

Keys to Building K-12 Budget

Make midyear cuts that lower costs rather 
than shift burden

Use “settle-up” to forego even deeper 
midyear cuts

Make initial set of budget-year cuts now



LAO

Make Targeted, Transparent Cuts

Eliminate programs that are: 

•
 

Poorly structured
•

 
Create poor local incentives

•
 

Are duplicative of other programs
•

 
Have largely outlived original purpose



LAO

LAO Proposition 98 Alternative*
(In Millions)

* Details of the Proposition 98 Alternatives Are In This Enclosure.

http://www.lao.ca.gov/handouts/education/2008/Enclosure.pdf
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