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After the longest lock-down in the history of the California State Senate, nearly 48 hours, Abel Maldonado (R-Santa Maria) and Roy Ashburn (R-Bakersfield) joined former Republican Leader Dave Cogdill (R-Fresno) in providing the Republican votes necessary to close an 18-month budget deal. On the Assembly side, there was far less drama as Republican Floor Leader Mike Villines (R-Fresno), Assistant Republican Leader Roger Niello (R-Sacramento) and Republican Whip Anthony Adams (R- Hesperia) had previously indicated support for the proposed tax increases that were the lynchpin of final agreement. 

As reported last week, the Williamson Act subventions to counties continued to be funding at $34.7 million for both the current fiscal year and in the 2009-10 budget year beginning July 1st. Governor Schwarzenegger signed the 2009-10 budget bill, SB 3X 1, on Friday, February 20th, and blue penciled an additional $957 million. The governor also released his summary of the budget compromise and his vetoes. At the same press conference he signed the revisions to current year’s budget, SB 3X 2. This 18-month budget deal closes a $14.8 billion projected gap in the current state budget and $26.1 billion in the next year’s budget. 

Perhaps the most significant changes in the final agreement compared to the compromise that emerged from the Big 5 meetings last week was the elimination of both the 2.5 to 5 percent surcharge on personal income tax and the 12-cent per gallon increase in the state excise tax on gasoline. The final agreement instead includes an increase in the marginal tax rates of either .25 percent or .125 percent depending on the level of federal funding the state receives from the economic stimulus package. For example, the lowest margin rates would be 1.25 percent instead of the current 1 percent and top rate would go to 9.55 percent instead of the current 9.3 percent. If sufficient federal revenue is returned, then the rates would range from 1.125 percent to the highest at 9.425 percent. This provision is for taxable years beginning on or after January 1, 2009 through December 31, 2010 (2 years), unless it is extended to 2013. In addition, the state’s alternative minimum tax will be either 7.25% or 7.125% depending on the amount of federal stimulus.

Much has been reported on the arm-twisting and who got what in the budget trailer bills in return for their votes for the $11.1 billion in taxes increases. The five continuous days of intense negotiations beginning on Valentines Day resulted in a new complicated rainy day fund that will replace the one proposed in September, ACA 3X 1, a newly proposed open primary system, SCA 4, and a proposed constitutional amendment that would prohibit pay increases for the governor, legislators or other constitutional officers in deficit years, SCA 8. Another proposed constitutional amendment to withhold legislators’ salaries and per diem if they don’t pass a budget on time was ultimately rejected. The open primary measure will be on the June 2010 ballot and the others, along with various other proposals to securitize the State Lottery and borrow from previously dedicated funds will be on a May 19th ballot. 

Always the showman, Governor Schwarzenegger personally dismantled his doomsday clock in front of his Capitol Office after the final bill was adopted early on Thursday morning. Many are hoping that the state’s revenue projects will hold a little longer this time and their plan to borrow $5.9 billion in Revenue Anticipation Warrants (RAWs) will pass muster since some have pointed out that these financial instruments have traditionally only been used to manage cash-flow, not balance the budget. Also the cost of the RAWs could be quite high considering the current state of the worldwide financial system and U.S. banks in particular. 

