Preface

The Governor’'s Budget Proposal for 2006-07 truly contains something for everyone. There are
virtually no significant reductions in the proposed funding for any of California’s major
governmental functions. While the state’s revenues increase by only 4.4%, expenditures increase
by 8.4%. This startling level of increased budget year deficit spending is funded through use of $7
billion from the state’s growing 2005-06 ending balance.

The structural deficit reported in the Budget Proposal is $6.4 billion, after the use of the ending
balance and prior-year borrowings. That combination makes this a very volatile Budget in terms
of risk. While we are pleased that education funding is increasing at what we believe to be a more
appropriate rate than in recent years, we remain concerned that the backdrop for the entire
spending plan continues to be problematic.

The education budget was characterized as “a starting point,” and we think it is a much more
positive start than we have had in recent years. The fact that we are beginning the debate with a
fully funded COLA, an improvement in deficit reduction funding, a commitment to equalization,
some funding for mandates—on top of the required increase for the Proposition 49 before- and
after-school programs—represents a definite shift in the Administration’s attitude toward public

education.

Nonetheless, while California’s economy continues to improve, the demands on government in
terms of expenditures are still increasing faster than revenues. And while we are grateful that
education has taken a higher priority in the Budget, there is still considerable risk in the overall
State Budget. Neither education nor any other state-funded entity can be insulated from that risk
until the State Budget is balanced on a year-to-year basis.

Our recent history has proven that it is possible to pass a Budget that is unbalanced for quite a
number of years. Sooner or later, however, the piper must be paid—but not this year.

Still, the COLA percentage could change a bit between now and the ultimate Budget adoption.
The allocation of funding between new programs, COLA, deficit reduction, equalization, and
mandates could change. The receptivity of the Legislature to the details of the programs proposed
is an unknown. And both the revenue and expenditure numbers for the current year will continue
to change, necessitating a change in the state’s projected ending balance for the current year—the
balance that provides coverage for $7 billion of the budget-year deficit.

So, while we prefer this starting point to last year's, we do urge caution. We advise districts to
plan their budgets consistent with the Governor’s proposals, but to avoid making final
commitments until all of the votes have been cast. The dynamics of an election year, combined
with the changing economic environment, make adoption of the Governor’s Proposed Budget far
less than a sure thing. Just as the Governor has left some room for maneuvering, school agencies

would be wise to do the same.



We applaud efforts to maintain programs for students and, indeed, all citizens, but we think
Californians need to realize that, as stated in the Governor’s introduction to his 2006-07 spending
plan, the work has only just begun.

ARNOLD BRAY
Legislative Representative
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